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delivered  with  our  usual  person-to-person  (-to-canine)  service. 
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It's  not  something  you  want  to  think  about,  but  there  might  be  a  time  when  your 

employees'  well-being  and  ability  to  wor|  are  hindered  by  an  accident  or  illness. 


meg 
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orkers'  compensation  along  with  disabilitjH^d  Jradithcare  management,  we  can  provide 
the  most  efficient  way  of  getting  workerAeaiSf  and  back  to  work  by  integrating 
ese  specialties.  An  accident  or  illness  is  flrd  <nbugh.  We  won't  let  it  be  any  harder. 
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CIGNA  IntegrMedCare     # 

of  Caring. 
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Talking  back  to  Ken  Fisher 
and  Tom  Sowell 

If  you  have  not  yet  visited  Forbes  Digital  Tool 
(www.forbes.com),  you  now  have  an  additional  reason  for 
doing  so  immediately.  Our  longstanding  (14  years)  columni: 
Kenneth  L.  Fisher  has  begun  his  own  page  there.  In  additioi  o 
being  able  to  read  his*  current  column,  you  will  now,  with  a 
mere  click  of  a  button,  be  able  to  do  the  following:  Check  u} 
on  his  predictions  by  accessing  every  column  he  has  written  i 
the  past  two  years;  E-mail  questions  to  him  directly;  follow  a 
portfolio  based  on  his  columns;  and  join  a  forum  on  his  reco* 
mendations.  Ken's  been  talking  to  you  for  years.  Now  you  cajj 
talk  back  to  him. 

The  Fisher  page  is  part  of  the  Digital  Tool's  continuing 
effort  to  make  available  to  our  readers  the  full  resources  of  th 
Forbes  organization.  Admirers  of  Dr.  Thomas  Sowell  will  fim 
a  Tom  Sowell  page  on  the  Digital  Tool.  And  a  page  for  colun 
nist  Steve  H.  Hanke.  Over  the  next  few  months  we  plan  on 
adding  pages  for  other  FORBES  columnists. 

This  is  only  a  small  part  of  what  is  available  on  the  Forbes 
Web  site.  The  Tool  has  its  own  news  staff,  whose  Adam  Penei 
berg  discovered  and  broke  the  story,  in  May,  of  journalist 
Stephen  Glass.  Glass  was  passing  off  fiction  as  fact  in  the 

pages  of  the  New 
Republic  and  other 
publications. 

Digital  Tool  Editor 
David  Churbuck  is  par- 
ticularly proud  of  his 
Mutual  Fund  Center,  ai 
extension  and  expansioi 
of  this  magazine's  annu 
fund  surveys.  "If  you 
need  mutual  fund  infor- 
mation," Churbuck  says 
"there's  nothing  else  lik 
it  on  the  Web.  We  pro- 
vide tools  for  searching 
the  data,  screening  it  an 
analyzing  it.  We  cover 
6,000  funds,  updated 
daily."  An  example  of 
how  David  and  his  staff 
have  skillfully  massaged 
our  fund  ratings:  Going 
back  25  years,  they  ana- 
lyzed the  performance  o 
the  funds  that  constitute 
the  Forbes  Honor  Roll 
Check  it  out  at 
w  ^\-\\ .  forbes.com. 


David  Churbuck 

Making  the  Digital  Tool  work  for  you. 


Qi^.  &/■  9^U^. 


Editor 
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SlEBEL  Solution 
Global  Sales  EQUALS 

Global  SUCCESS 


• 

Sigrid   Peterson                                ^A3 
Vice  President  of  Sales  Process       ^B 

1 

rt 

"A  PL's  WORLDWIDE  SALES  FORCE  NEEDED  A  POWERFUL  CUSTOMER 
IXFOHMATION  SYSTEM  TO  MANAGE  OUR  GLOBAL  ACCOUNTS  SUCCESSFULLY. 

APL,  a  Leader  in  container  transportation  and  logistics  services,  wanted  to  increase  its  team  selling 
efforts  in  order  to  win  and  manage  global  accounts.  That's  why  APL  chose  Siebel,  the  leader  in 
Enterprise  Relationship  Management  software.  With  Siebel  Sales  Enterprise"  APL  sales  professionals 
from  around  the  world  share  up-to-the-minute  customer  information  that  spans  languages  and  time 
zones.  The  results?  Truly  collaborative  selling  and  incredible  productivity  gains.  To  learn  how  Siebel 
can  drive  your  global  success,  call  1-800-720-3115  ext.  9221  or  visit  us  at  www.siebel.com. 


M 


Sales  «  Marketing  «  Customer  Sen 

SAN  MATEO   •   CHICAGO   •    BOSTON    •    NEW  YORK   •    LOS  ANGELES    •    LONDON    •   SYDNEY   •    PARIS   •    MUNICH    •   TOKYO    •    MEXICO  CITY 

®I998  Siebel  Systems,  Incorporated.    Siebel  and  Siebel  Sales  Enterprise  are  trademarks  of  Siebel  Systems.  Incorporated  and  may  be  registered  in  certain  jurisdictions. 
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Former  Livent  boss  Garth  Drabinsky 
Exit  stage  left. 

Recidivist 

Last  time  we  checked  in  on  Garth 
Drabinsky  (Aug.  28,  1995),  the  Cana- 
dian dealster  had  climbed  back  onto 
center  stage  after  being  ousted  from 
Cineplex  Odeon,  a  company  he'd  built, 
in  1989.  As  chairman  and  chief  execu- 
tive of  Livent  Inc.,  he  staged  a  string  of 
hit  productions,  including  Kiss  of  the 
Spider  Woman  and  Show  Boat. 

Now  Drabinsky,  48,  may  have  had 
his  last  act.  On  Aug.  10  the  company 
suspended  Drabinsky  and  longtime 
partner  Myron  Gottlieb  pending  inves- 
tigation of  financial  irregularities  involv- 
ing millions  of  dollars. 

Livent's  new  managers,  led  by  Hollv- 
wood  dealmaster  Michael  Ovitz,  had 
known  about  Drabinsky's  profligate 
spending  and  imaginative  accounting 
practices.  But  not  until  August  did  thev 
suspect  that  Drabinsky  was  keeping  two 
sets  of  records,  cutting  secret  side  deals 
and  shifting  expenses  from  one  produc- 
tion to  another  to  make  earnings  look 
stronger.  The  stock  has  temporarily 
stopped  trading,  and  Livent  has  been  hit 
with  half-a-dozen  class-action  suits. 

If  the  accusations  prove  true,  Dra- 
binsky will  have  duped  some  very 
smart  folks,  including  investor  Tom 
Lee  and  investment  banker  Rov 
Furman,  who  is  now  Livent's  chairman 
and  chief  executive.  Curious  that  they 
trusted  him.  Similar  questions  arose  in 
his  earlier  incarnation  as  a  Canadian 
theater  operator. 

-Luisa  Kroi.i 


"top  and  go 

Juino  checkerspot  butterfly  is 

just  one  tiny  reason  that  private  toll 

have  only  inched  forward  since 


80  years  ago  in  Forbes 

September  17,  191. 

How  slippery  a  thing  the  German  autocrati 

mind  is  is  revealed  afresh  by  the  sickenin 

whine  raised  by  the  Kaiser  against  bombin; 

of  German  cities  in  exactly  the  manner  he  ha 

been  bombing  London,  Paris  and  other  citie 

ever  since  the  war  began.  He  has  suddenl 

discovered  that  such  action  is  contrary  t' 

"international  law."  He  screams  that  it  ough 

to  be  stopped — inside  the  German  border 

75  years  ago  in  Forbes 

September  1,  192. 

France  is  a  country  of  small  fortunes,  smal 

land  owners,  and  small  farmers.  Some  figure; 

recently  published  by  the  Department  o' 

Finance  are  illuminating  in  this  respect.  They 

reveal  the  fact  that  there  are  very  few  million-* 

aires  in  France.  [In  fact]  only  197  persons 

[even  have]  an  income  of  more  thai 

$70,000  at  the  present  rate  of  exchange 

70  years  ago  in  Forbes 

September  1,  19281 

Steel  magnate  Charles  M.  Schwab  [tells  this!) 
story]:  "I  made  a  very  bad  attempt  at  driving; 
on  the  golf  links  the  other  day.  A  good  many 
people  were  standing  around  and  to  divert) 
attention  from  my  own  discomfiture,  I  turned 
to  my  caddy,  a  tow-headed  boy,  and  said:  I 
That  was  your  fault;  you  ought  to  have  told  I 
me  to  keep  my  head  down.  That's  what  you 
do — divert  attention  to  someone  else.  Lateni 
when  I  was  about  to  drive  before  the  gallery,! 
he  called  out:  'Put  your  damned  head  down, 
you  big  slob.'  And  I  did.". 

30  years  ago  in  Forbes 

September  1,  1968 
Dr.  Theodore  H.  Maiman,  inventor  of  the 
laser  while  he  was  at  Hughes  Research  Labs 
in  1960,  says:  "I  got  little  support  from 
Hughes  on  the  laser  project;  my  supervisor 
tried  to  phase  it  out  and  said  I  was  wasting 
my  time.  Things  changed  when  I  was  suc- 
cessful. Hughes  was  very  proud  of  itself,  but 
it  didn't  want  to  support  the  laser  with  its 
own  money.  [It  was]  felt  I  should  get  some 
government  R&D  contracts.  I  felt  it  was  too 
early  to  get  government  backing,  because 
then  you  lose  your  proprietary  position." 

10  years  ago  in  Forbes 

September5,  1988 

Forty-nme-year-old  Barbara  Hammond,  a 

third-generation  cowboy  (cowperson  is  not 

used  and  Hammond  doesn't  mind  being 

called  a  cowboy)  covers  some  30  rugged 

miles  a  day  in  the  saddle,  breaking  colts 

and  roping  steers  as  she  looks  after 

9,000  head  of  cattle. 

Edited  by  Dolores  Lataniotis 

Forbes  ■  September  7,  1998 
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rake  a  wet  hairpin 
turn  going  too  fast 
and  this  diagram 
suddenly  makes 
a  lot  of  sense. 


What  may  look  like  a  confusing  diagram  is  actually 
a  formula  for  a  safer  car.  It  describes,  in  technical 
terms,  the  Bosch  Electronic  Stability  Program  (ESP) 
safety  system.  ESP  allows  cars  to  better  follow  the 
intended  line  of  travel  even  on  wet  or  icy  pavement. 
Which  means  more  control  and  less  sliding  in  severe 
conditions.  Here's  how  it  works.  As  soon  as  an  appar- 
ent slide  is  detected  by  the  system,  the  ESP  generates 
a  counteracting  movement  by  intervening  with  the 
brakes,  the  engine  and  the  transmission.  So  the  driver 
keeps  better  control  of  the  car.  ESP  from  Bosch  is 
another  example  of  how  we  help  make  vehicles  safer, 
no  matter  how  complicated  it  looks. 

We  bring  innovation 


Ill, 


A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


Performance  Versus  Competitors 
Average  Annual  Total  Returns  .1-  oi  6  JO  98 

B  Blue  Chip  Growth  Fund 
H  Upper  Growth  Funds  Average 

2975%  30.06% 

125.38%   ■fc2V8S..u   24.92% 


T.  Rowe  Price  Blue  Chip  Growth 
Fund  invests  in  today's  leading 
growth  companies  as  well  as  those 
with  the  ability  to  become  tomor- 
row's industry  leaders.  These  blue 
chip  companies  offer  the  potential 
for  sustained  growth  while  providing 
reduced  volatility  compared  with 
small-  and  mid-cap  companies. 

The  fund's  strategy  has  proven 
effective.  As  the  chart  indicates,  the 
fund  has  outperformed  its  Lipper 
Category  Average  since  inception.  Of  course,  past  performance  cannot  guaran- 
tee future  results.  No  sales  charges. 


1  year 


i  years         Since  inception 


Call  24  hours  for  your 
free  investment  kit 
££4,    including  a  prospectus 

fL  1-800-541-8466 

— ^^Jm   www,  t  rowe  price,  com 


Invest  Willi  Confidence 

T.RoweRice 


cm 


*Fund  inception  date:  6/30/93.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
Investment  return  and  principal  raluewttl  vary,  and  shares  maj  be  worth  more  1  h  less  at  redemption  than  at  original  purchase 
(Source:  Upper  Vnalytical  Services,  Inc.) 

Reatl  llu- prospet in-- c.iivlnllv  helure  imcMiii!;   I  Rime  I'nce  lincMincnl  Scnucs,  I;      Distributor  BCG043292 
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Forbes      charted      their 
(Jan.  16, 1995). 

A  sighting  of  the  endangered  in 
last  year  along  the  planned  highws  ©f 
California  State  Route  125  has  ti- 
gered months  of  habitat  assessm  it. 
Now,  after  nearly  eight  years  of  ft 
tape,  not  an  inch  of  pavement  as 
been  laid  on  die  11.2-mile  stretch  |l 
the  while,  $20  million  in  equity  pu  |> 
by  California  Transportation  Ventm 
(partners  include  a  division  of  K,h 
Industries)  is  sitting  idle,  and  the  c(| 
pany  can't  go  to  the  credit  market  J 

Kent  Olsen,  who  heads  the  Ro  x 
125  venture,  says  government  shod 
cover  environmental  approval  ri:B 
Robert  Poole  of  the  Reason  Founi 
tion  agrees,  and  adds  that  he  undeiB 
timated  two  other  tollway  hurdles:  Zu 
public  feels  it's  already  paid  for  rol 
with  gas  taxes  and  often  resents  I 
idea  of  the  rich  getting  a  faster  rideM 

Route  125  was  one  of  four  teS 
authorized  by  the  state  legislatures 
1989.  Only  one  has  come  to  passB 
10-mile  tollway  on  State  Route  I 
that  reached  cash  flow  break-e\l 
this  summer,  2%  years  after  openiiB 
One  secret  there  is  that  it  creatB 
high-speed  toll  lanes — free  for  tl 
pools — in  the  median  of  an  existifl 
freeway.  Old  ground  is  usually  t  ? 
safest  to  plow.       -TlM  W.  Fergusw 

Carvel's  bitter  end 

In  June  we  held  up  the  estate 
deceased  ice  cream  magnate  Thorn I 
Carvel  as  an  illustration  of  how  n\ 
to  manage  a  fortune.  On  Aug. 
Carvel's  widow,  Agnes,  89,  died 
London — estranged  from  a  famij 
she    considered    thieves — but    hi 
death  hasn't  ended  the  dispute.  In 
showdown  at  the  morgue,  an  invel 
tigator  employed  by  Carvel's  WesB 
Chester  County  Surrogate  Cour^ 
appointed    attorney    stopped    hi 
cremation  just  minutes  before  it  w 
to  take  place.  The  attorney  wantcl 
an  autopsy  performed  to  determir 
if  Carvel  was  mentally  competent  ;l 
the  time  of  her  death.  (This  woull 
mean  examining  her  brain.)  When  | 
comes  to  estate  planning,  your  mi: 
takes  live  long  after  you  die  an ' 
often  make  life  difficult  for  the  heii' 
you  wanted  to  benefit. 

-Thomas  Easton 

Forbes  ■  September  7,  199 
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location,  location,  location.  With  all  our  different  offices, 
}Q  need  a  choice  of  color  printers.  * 


Trish  Szego 

Broker 

ERA,  Elite  Group 

Realtors 


Not  every  office  needs  the  same  thing  in  a  color  printer.  Which  is  why  we 
created  the  lexmark  optra™  color  family  of  printers.  for  those  who  want  to  print  fast, 
we  can  print  up  to  12  color  paces  a  minute.  and  if  you  want  to  print  wide,  we  can  do 
that,  too.  all  at  a  resolution  of  1200  dpi  quality,  with  features  that  make  hook-up  and 
networking  easy.  at  prices  as  low  as  $449*  the  fact  is,  we've  got  a  printer  to  fit  your 
budget,  your  people,  your  needs.  exactly. 

you  told  us  you  want  to  print  quickly,  clearly,  easily  and  inexpensively  -  just  as 
you  do  in  black  &  white.  wlth  the  brilliance  of  vivid  color.  so  our  optra  color  family 
does  just  that.  call  1-800-lexmark  (i-8oo-539-6275)  or  visit  us  at  www.lexmark.c0m/s/ 
to  locate  a  competitive  comparison.  exactly  what  you  want...in  print. 


Lexmark 
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my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 

Family  ties 

By  Josephine  Lee 

Conversations  around  the  dinner  table  are 
sometimes  better  preparation  for  a  business 
career  than  even  the  best  B-schools. 


Emily  Woods 

Chairman  and  Cofounder 
J.Crew 

My  father,  Arthur  Cinader  [the  former  chair- 
man], with  whom  I  started  the  company,  is 
my  inspiration  for  designing  the  men's  line. 
The  bicolor  anorak,  which  has  been  on  our 
Top  Ten  list  for  over  a  decade,  was  the 

anorak  he  was  wear- 
ing when  he  met 
Mom  skiing  in 
Switzerland. 

My  father  has 
great  style.  He 
wears  out  his 
clothes  complete- 
ly— his  shirts  have 
fringed  necks,  his 
belts  are  always  on 
their  last  legs,  and 
his  pants  are  always 
worn  out. 

But  he  always 
looks  great,  and  he 
gave  me  a  lot  of  the 
feel  for  creating  the 
first  weathered 
chino  and  weathered 
belts.  A  lot  of  my 
inspiration  comes 
from  Dad's  stvle. 


Emily  Woods  of  J.Crew 
Dad's  her  inspiration. 


Curtis  Carlson 

Chairman  and  Founder 
Carlson  Cos. 

I  am  trying  to  build  a  dynasty.  If  I  had  to 
choose  between  a  family  member  and  a  non- 
family  member,  both  equally  qualified,  the 
job  would  go  to  a  family  member,  particular- 
ly at  the  holding  company  level.  That's  for 
the  bloodline. 

[My  daughter]  Marilyn,  vice  chair,  presi- 
dent and  chief  executive,  will  probably  stay 
on  for  six  or  seven  more  years,  and  [  her  son] 
Curtis  will  be  in  his  40s  at  that  time,  which  is 
the  best  age  of  all.  So  he  will  take  oxer  from 


her  then.  My  other  daughter  is  going  to  be 
chairman  of  the  Curtis  L.  Carlson  Family 
Foundation  after  my  death. 

I've  got  nonfamily  presidents  and  chief 
executives  among  various  groups  within  th  j 
company,  but  not  at  the  Carlson  holdings 
level.  My  only  advice  would  be  that  if  you 
hire  somebody  from  the  outside,  you  shoull 
keep  the  voting  control. 

A.  Alfred  Tauhman 

Chairman 

Taubman  Centers,  Inc. 

It's  a  mistake  to  allow  a  son  or  daughter 

to  come  in  and  report  to  you.  The  parent 

expects  the  alter  ego.  The  parent  expects 

the  child  to  walk  into  the  office  and 

immediately  know  everything  he  or 

she  knows. 

I  never  allowed  my  two  sons  to  report  to  I 
me  directly.  My  son  Robert,  who  is  now  ou  I 
chief  executive,  worked  in  our  San  Francisal 
and  Washington  offices  before  he  came  bacl| 
to  Michigan,  which  is  our  home  office.  I 
w  anted  to  give  him  an  opportunity  to  learn 
from  others. 


,.**- 


Carlson  Cos.'  Curtis  Carlson  with  daughters  Marilyn  and 
He's  building  a  business  dynasty. 
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vice  president, 
Oracle  Corporation's 
IBM  Products  Division, 
talks  about 
Dale  Carnegie  Training 


Management:  "Dale  Carnegie 
Training^  has  been  vital  to  me  as 
f  have  assumed  increased 
•responsibility." 

5isk-taking:  "I  have  been  able  to 
:ep  out  onto  the  edge  and  lean  into 
new  situations  with  confidence." 

Sales:  "I  am  more  effective  when 
meeting  with  customers,  making 
presentations  and  representing 
Oracle  in  public  forums." 

Leadership:  "Being  able  to  confi- 
dently step  up  in  front  of  a  group 
and  enthusiastically  focus  on  the 
message  makes  me  a  much  more 
effective  leader." 


>ale  Carnegie 

RAINING 


:ognized  by  the  American  Council  on  Education  and  accredited  in  the  U.S. 
i  Canada  by  the  Accrediting  Council  for  Continuing  Education  &  Training. 
DyrightM998  Dale  Carnegie  &  Associates,  Inc.  All  rights  •reserved.. 


To  read  more  of  Wendy's  story — 
and  to  see  how  you  can  give  your 
employees  this  kind  of  edge — 
visit  our  web  site  at: 
www.dalecarnegie.corn 

■&■$'.:■-■     ■■/'.' 

.... 

You'll  learn  about  a|l  of  our  training 
options,  including  team-building, 
leadership,  and  relationship  seS 
Or,  to  find  the  licensed  represej 
tive* nearest  you,  call: 
1-800-231-5800  Ext. 
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Gert  Boyle  with  son,  Tim 
Columbia  Sportswear's 
proud  mom. 


Gert  Boyle 

Chairman 

Columbia  Sportswear  Co. 
After  my  husband  died,  I  had  to  take  over 
the  company  because  we  had  an  sba  loan.  To 
get  that  loan,  we  pledged  our  house,  our 
vacation  house,  my  mother's  house  and  all  of 
our  life  insurance.  My  son,  Tim,  had  just 
graduated  from  college,  so  he  helped  me. 
Later,  one  of  my  daughters  and  my  son-in- 
law  also  came  to  work  with  us. 

We  have  worked  very  hard  for  the  last  28 
vears,  and  we've  come  from  sales  of 
$800,000,  to  $350  million. 

Jon  Huntsman 

Chairman  and  Chief  Executive 
Huntsman  Corp. 

I  think  that  if  there  is  a  serious  shortfall  in  a  family 
business,  it's  probably  because  a  father  is  not 
reaching  out  enough  to  his  second  generation. 
He  wants  to  punish  his  next-in-line  as  if  he  or  she 
were  a  child  again.  Too  many  fathers  explode  and 
are  not  functional  teachers  because  they  are  too 
used  to  being  a  parent. 

I  have  been  very  sensitive  about  separating 
these  two  functions — of  a  father  and  boss. 

It  seems  to  have  worked.  None  of  my  sons 
or  sons-in-law  went  into  medicine  or  law. 
Nobody  became  a  veterinarian  or  mailman. 
They  all  joined  our  business. 

Eventually  our  daughters  and  daughters- 
in-law  will  join  us  as  well,  but  now  they  are 
busy  raising  37  grandchildren.  But  we  dis- 
cuss business  decisions  with  the  whole  family. 
Last  year  all  52  of  us  vacationed  together, 
and  we  played  together,  but  also  worked  and 
thought  about  business  together. 


Jay  Call 

Chairman  and  Founder 
Flying  J  Inc. 

I  didn't  encourage  my  children  to  work 
for  me.  I  think  diat  is  an  unhealthy  situa- 
tion. You  should  always  promote  the  very 
best  talent.  And  if  you  are  carrying  a 
family  member,  you  may  be  promoting 
him  or  her  ahead  of  others.  Bodi  my  chil- 
dren are  on  our  board  of  directors,  but 
they  have  started  their  own  companies. 

Katrina  Garnett 

President 

and  Chief  Executive 

Crossworlds  Software 

I  don't  even  know  if  I  want  to  be  here 

in  the  valley  in  20  years  when  my 


Jon  and  Karen  Huntsman  with  their  children 

"Too  many  fathers  are  not  functional  teachers." 


daughter,  Morgan,  who  is  now  4,  comes  of  I 
age.  I  feel  sorry  for  the  children  raised  in  thl 
valley  by  parents  wTho  are  instandy  rich  and  | 
focused  on  nothing  but  computer  code. 
Those  kids  are  growing  up  in  an  isolated 
bubble;  they  are  like  Hollywood  children. 
I  don't  know  what's  going  to  happen 
to  this  whole  generation  being  raised 
in  this  catty,  gold-rush,  snobbish 
environment. 

Alexandra  Lebenthal 

President  and  Chief  Executive 

Lebenthal  &  Co.,  Inc. 

One  of  the  reasons  I  decided  to  enter  our 

family  business  is  because  I  spent  more  timel 

here  than  my  siblings  or  my  cousins.  I  think  I 

it  is  vitally  important  for  children  to  see  whal 

their  parents'  business  is  like. 

Coming  here  was  my  first  exposure  to  my 
grandmother  Sayra,  not  as  a  grandmother 
but  as  a  woman  who  worked.  She  paid  us 
kids  25  cents  a  day  to  put  reinforcers  on  her 
client  pages. 

When  I  was  26  and  she  was  91,1 
spent  a  year  taking  over  her 
account  book.  I  was  working 
again  with  those  pages  on 
which  I  had  put  sticky  rein- 
forcers  at  age  4.  It  gave  me  a 
terrific  sense  of  continuity. 

I  have  two  kids.  They're  AXA 
and  2  right  now.  Already  both 
have  been  to  my  office  a 
number  of  times.  H 


What's  on  your  mind?  Tell  the  world.  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 
Digital  Tool  at  http://www.forbes.com/mind,  or  E-mail  us  at  mind@tbrbes.com. 
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;ee  all  the  ways  it  pavs  to 
6et  metlife  for  business. 

MetLife  Employee  Benefits  and  Investment  Products  are  helping 
millions  of  Americans  become  financially  secure. 


r\ 


J  I 


Disability 

•  Long-Term  C 

•  Auto  &  Homeowners 
Insurance 

•  Hyatt  Legal  Plans' 


Non-Qualified  Executive 
Benefits 

Defined  Contribution 
Programs/401  (k) 

Defined  Benefit  Plans 


75  years  of  institutional 

investing.  $330  billion 

in  assets  under 

management.** 


Plans  for  every  business. 
Even  small  businesses. 


America's 
fastest- 
growing 
major 
401  (k) 
provider.  * 


Investmerit^ 
ExpertiseVi- 

|T      Up"      UP 


£ 


voluntary    benefits 


The  source  to 
support  diverse 
employee  needs. 


Guaranteed 

&  Non-Guaranteed 

Investment  Products 


Instant  online 
information  for 
you  and  your 
employees. 


KOfiWm 


Contact  your  broker,  consultant,  MetLife 
account  representative,  or  call  toll-free: 

Our  Life  Advice™  education  series  helps  I    0  J  7m  fVI  C  1  '  B  t  O  D 

employees  make  sense  of  it  all.  (1  877-638-2862) 

MetLife 

www.metlife.com/business 

rcc:  Access  Research,  Inc.  1997.      "As  of  12/31/97   tSubject  to  approval  in  some  states. 
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ranee  Co.  and  Affiliates.  Warwick.  R.I.  ©1998  Metropolitan  Life  Insurance  Co.  NY,  NY.  PEANUTS  ©United  Feature  Syndicate,  Inc.  H9S04W1 


say 

readers@forbes .  com 

Blind  Oracle 

Sir:  Re  "Cool  chair,  hot 
seat"  (Aug.  10,  p.  42).  You 
imply  that  Larry  Ellison's 
three -month  vacation 
caused  major  operational 
problems.  A  company  the 
size  of  Oracle  doesn't 
break  down  in  three 
months.  The  problems 
were  already  there,  proba- 
bly for  a  long  time.  If 
anything,  Ellison's  absence 
was  good.  He  might  not 
have  discovered  the  mag- 
nitude of  the  problems 
had  he  stayed. 

Time  to  short  some 
Oracle  stock? 
-Richard  Koffler 
Pacific  Palisades,  Calif. 


Oracle's  Larry  Ellison 
You  reap  what  you  sow. 


The  case  for  Lotus 

Sir:  Re  "The  decline  and 
fall  of  Lotus"  (Aug.  10,  p. 
106).  My  issue  with  your 
article  on  our  company  is 
the  distinction  between 
fact  and  opinion.  Only 
time  will  tell  who  is  right 
about  your  opinions.  But 
I  believe  you  were  wrong 
on  some  of  the  facts.  For 
example: 

■  The  "30  of  50"  quote 
was  stated  as  a  fact  and 
should  have  been  attrib- 
uted to  Microsoft  as 

a  claim. 

■  IBM  did  not  vest 


employee  stock  options. 
As  is  typical  in  hostile 
bids,  the  target  company 
(i.e.,  Lotus)  vested  the 
options.  IBM  did  provide 
substantial  incentives 
post-acquisition. 
Specifically,  IBM  allowed 
employees  to  roll  vested 
Lotus  options  into  fully 
vested  IBM  options,  and 
Lotus  employees  who 
availed  themselves  of  that 
have  enjoyed  the  benefit 
of  IBM  stock  rising  from 
$47  to  about  $128  today. 
We  also  put  in  place  per- 
formance-driven bonus 
programs  that  were 
designed  to — and  did — 
create  the  same  economic 
benefit  as  actual  gains 
realized  across  the  entire 
employee  population 
from  Lotus  options. 

You  state  as  a  fact  that 
"Exchange  is  cheaper  to 
run  and  more  reliable." 
This  is  an  opinion.  The 
reality  is  that  there  are 
and  will  be  customers 
who  reach  different  con- 
clusions, and  analysts  who 
will  also  reach  different 
conclusions.  That's  why 
there  is  a  market,  whether 
it's  for  E-mail  software  or 
for  automobiles. 

You  state  as  a  fact  that 
"only  a  handful  of  com- 
panies care  about  knowl- 
edge management." 
Again,  an  opinion — 
not  a  fact. 

In  other  cases,  tacts 
were  not  placed  in  con- 
text. For  example: 

You  used  for  7  of  the 
12  company  examples 
organizations  that  are 
Microsoft  business  part- 
ners. In  some  of  these 
cases  (e.g.,  Unisys  and 
KPMG),  these  firms  stated 
explicitly  that  their  deci- 
sion to  use  Exchange  was 
part  of  a  larger  agreement 
with  Microsoft  about 
partner  relations. 

You  create  the  impres 


Pentagon  whitewash? 


Sir:  Re  "A  few  pieces  of  silver"  (Aug.  10,  p.  47).  Contrary 
to  Forbes'  flat  assertion  that  cnn  has  admitted  this  story 
was  a  phony,  cnn  has  stridently  not  done  that.  The 
Abrams/Kohler  report  upon  which  the  retraction  was 
based  claims  the  broadcast  was  rooted  in  exhaustive 
research,  the  journalists  were  honest  and  that  these 
charges  deserve  further  reporting. 

This  story  has  refused  to  die  because  so  many  other 
veterans  across  the  U.S.  recognize  a  Pentagon  whitewash, 
-April  Oliver 
Washington,  D.C. 


sion  that  each  of  these 
twelve  companies  made 
an  explicit  decision  to 
switch  from  Notes  to 
Exchange  for  E-mail. 
Setting  aside  the  business 
partners,  several  of  the 
firms  you  mentioned  were 
not  using  Notes  for  E- 
mail  before  selecting 
Exchange.  In  fact,  some 
of  them  were  standard- 
ized on  Microsoft's  earlier 
product — MS  Mail.  These 
companies  did  not  switch 
from  Notes  to  Exchange, 
as  your  article  may  have 
been  interpreted. 

Your  comments  about 
cc:Mail  are  just  not  fair  in 
relation  to  MS  Mail.  You 
report  that  "Lotus  said 
there  will  no  more 
upgrades."  But  Microsoft 
said  this  about  MS  Mail  in 
1994  or  1995.  Do  you 
really  believe  that  this  is 
not  relevant? 

You  criticize  us  for 
repositioning  Notes  from 
groupware  to  E-mail,  but 
then  you  cite  in  a  positive 
statement  that  Exchange 
is  evolving  from  simple  E- 
mail  to  collaboration. 
Why  is  it  okay  for  them 
to  evolve  their  product 
but  not  for  us  to  do  so? 

Do  you  believe  that  all 
those  people  who 
expressed  support  for 
Lotus  by  writing  to  you 
did  so  only  because  they 
are  "our  friends"?  Most 
e  in  the  industry, 


other  than  Microsoft, 
disagreed  with  your 
conclusion. 
-Michael  Zisman 
Executive  Vice  President 
Lotus  Development  Corp 
Cambridge,  Mass. 


Where's  the  money?: 

Sir:  Re  "It's  the  software, 
stupid"  (Digital  Rules, 
Aug.  10,  p.  37).  Your  argu 
ment  that  "Amazon 
turned  those  big  book- 


Amazon 
Chairman  Jeffre 
Bezos 

Lots  of  books 
no  profits. 


store  powerhouse  assets 
(of  Barnes  &  Noble)  into 
anchors  of  lead  and  dross" 
would  carry  more  weight 
with  me  if  Amazon  were 
making  a  profit. 
-Barbara  Kolln 
Hightstown,  N.J. 

Whither  PBS? 

Sir:  Re  "Who  needs  it?" 
(Looking  forward,  Aug. 
10,  p.  123).  Who  needs 
PBS?  This  80-year-old 
does.  Cable  TV  is 
not  affordable  for 
some  of  us. 
-Marie  A.  Stephens 
Salem,  Ore.  ^ 

Letters  should  include  the  author's 
address  and  phone  number. 
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ited  Slates  and/or  older  countries  S 1998  IBM  Corp 


gives  thousands  of  companies 


tlit-  power  to  distribute  sensitive  information 


millions  ol  online  financial  transactions  every  day. 


1 1  »M  security 


|can  help  you  protect  your  e-business 


To  see  how 


•all  1  877  IBM  EBIZ(3249),  ext.  NC40 


www.ibm.com/e-business 


Solutions  for  a  small  planet™ 


«*HATH  AWA 

***       THE     RETURN     OF     THE     GENTLEMAN'S     SHIRT 

i 


nth  all  thy  getting  get  understanding" 


act  and  Comment 


5y  Steve  Forbes,  Editor-in-Chief 


KOSOVO 

erbia's  genoc  idal  DI<  rATOR,  Slobodan  Milosevic,  is  kill-  sionally  Secretary  of  State  Madeleine  Albright  wags  her  tili- 
ng thousands  in  Kosovo  province,  which — before  this  lat-  ger.  But  nothing  is  done,  and  the  blood  flows.  Had  the  U.S. 
•st  round  of  ethnic  cleansing — was  90%  Albanian.  Occa-      been  firm,  this  unfolding  horror  could  have  been  avoided. 

MADELEINE  ALBRIGHT,  MEET  JANET  RENO 


VnoRNH  GENERAL  Rt  no  has  been  willing  to  sacrifice  her 
ntcgnrv  mk\  that  of  her  department  to  hold  on  to  her 
jffice.  b  Madeleine  Albright  suffering  from  Reno  Dis- 
ease? A  World  War  II  refugee  from  Central  Europe, 
^Ibnght  knows  the  roily  of  appeasement — the  danger  of 
weakness  in  a  great  power — better  than  anyone  else  in 
he  Clinton/Gore  Administration.  Vet  look  at  her  Neville 


Chamberlain-like  responses  to  terrorism,  Iraq,  Iran,  North 
Korea,  Milosevic,  Arafat,  etc.  She  can  still  muster  hard 
words;  but  her  actions  are  pure  Chamberlain. 

It's  of  no  use  for  her  defenders  to  whine  that  the  Pres- 
ident is  making  her  act  this  way.  Albright  is  an  adult.  She 
should  quit,  but  she  won't.  The  lures  of  office  are  appar- 
ently overpowering  her  once-sound  judgment. 


OUR  UNREADY  PRESIDENT 


rHRKh   MAJOR  FOREIGN   POLICY  crises  are  headed   for  the 
President's  desk.  Alas,  they're  coming  when  the  Command 
(r-in-Chief  is  preoccupied  with  his  personal  problems. 

Iraq  is  once  again  pushing  to  have  economic  sanctions 
■ted.  The  Iraqis  have  announced  they  are  breaking  off 
''cooperation"  with  the  U.N.  mspec- 
:ion  team  headed  by  chief  inspector 
Richard  Butler.  Saddam  Hussein  knows 
Butler's  group  will  report  that  Saddam 
is  continuing  to  impede  investigations 
nto  his  illegal  weapons  production. 
Frustrated,  Saddam  will  stir  up  a  new 
;risis,  figuring  that  our  otherwise  - 
occupied  President  will  back  down. 

In  two  months  Russia  will  begin 
delivering  S-300  surface-to-air  missiles 
to  Cyprus.  Russia's  foreign  minister, 
fevgeny  Primakov,  is  supplying  these 
rockets  to  foment  discord  between  two  NATO  allies, 
Turkey  and  Greece.  The  Turks  have  made  it  abundantly 
■ear  that  they  will  take  whatever  military  action  is  necessary 
to  remove  those  weapons.  In  1974  the  military  junta  in 
Greece  rashly  proclaimed  that  Cyprus — roughly  80%  Greek, 
20%  Turkish — was  going  to  be  made  part  of  Greece.  Turkey 


P___y--^//T  u  r  k  i  s  h 
^^^m         -£ — occupied 
j|f**      section 


SYRIA 


CYPRUS 


responded  by  invading  and  forcibly  partitioning  the  island 
between  the  two  ethnic  groups.  Ankara  set  up  a  rump  state 
that  has  been  recognized  by  no  one  except  Turkey.  What 
is  the  U.S.  doing  to  defuse  this  provocation  by  Russia's 
leading  anti-American,  mischief-making  minister? 

Yasir  Arafat  threatens  to  proclaim  a 
formal  Palestinian  state  next  May,  there- 
by ratcheting  up  tensions  in  an  already 
volatile  region.  He  is  calculating  that 
the  U.S.  will  pressure  the  Netanyahu 
government  to  make  one-sided  conces- 
sions to  the  Palestinians.  Not  many 
Americans  realize  that  all  but  a  handful 
of  the  Palestinians  already  live  under  the 
rule  of  Arafat  and  his  colleagues.  The 
dispute  now  centers  on  divvying  up 
largely  empty  West  Bank  real  estate. 
Thus,  in  no  small  part  due  to  the  Clin- 
ton Administration's  ineptitude,  Arafat  and  his  allies  have  suc- 
cessfully portrayed  the  Israeli  government  as  foot-dragging 
on  the  peace  process.  Arafat,  however,  is  guilty  of  egregious 
violations.  For  instance,  he  has  yet  to  repeal  the  notorious 
destroy-Israel  article  in  the  charter  of  die  Palestine  Liberation 
Organization,  even  though  he  promised  to  do  so  years  ago. 


LEBANON 


RELIEF  IN  SIGHT 

For  OYER  A  year  the  Federal  Reserve  has  been  practic-  Tellingly,  the  yield  curve  is  now  almost  flat. 
ing  a  tight  money  policy,  a  critical  reason  commodities  Despite  continuing  noise  about  the  Fed's  squeezing  even 

prices  have  plummeted  and  stocks  are  shaky,  and  why  the  more,  interest  rates  are  headed  lower,  especially  short-term 

economy  would  be  slowing  even  without  an  Asian  crisis,  ones.  Our  central  bank  will  start  reversing  course  next  year, 
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if  not  sooner.  By  then,  even  obtuse  Federal  Reserve  gover- 
nors who  believe  that  prosperity  causes  inflation  will  have  to 
confront  visible  e\idence  of  the  damage  done  by  its  deflation. 
Federal  Reserve  Chairman  Alan  Greenspan  comes  Up 


for  reappointment  as  chairman  in  2000.  His  ha 
wrought  victory  against  inflation  will  be  imperiled  if 
angry,  election-obsessed  White  House  gives  him  the  b 
because  of  a  sluggish,  recessionary  economy. 


NONCENSUS 


House  Republicans  recently  set  back  a  brazen 
attempt  by  Democrats  to  politicize  the  upcoming  2000 
census.  Democrats  want  the  Census  Bureau  to  use  a 
device  called  statistical  sampling.  Under  this  method, 
instead  of  trying  to  count  everyone,  the  government 
would  count  people  in  90%  of  American  households;  on 
the  basis  of  those  numbers,  the  government  would  make 
a  guess  as  to  the  remaining  10%.  It  doesn't  take  much 
imagination  to  think  of  the  partisan  manipulation  that 
would  take  place.  The  GOP  said  "no"  for  now  by  refus- 
ing to  fully  fund  the  Census  Bureau's  budget. 

Democrats  figure  statistical  sampling  will  boost  the 
count  of  minorities.  This  would  produce  more  Democra- 
tic congressional  districts,  which  would  help  the  Democ- 
rats regain  control  of  the  House  of  Representatives. 

Statistical  sampling  may  be  a  valid  marketing  tool  in  the 
private  sector,  but  it  has  no  place  in  the  census.  By  Clin- 
ton/Gore logic,  we  needn't  hold  elections;  statistical  sam- 
pling— polling — will  suffice. 

The  White  House  piously  claims  that  it  would  never  dream 


of  undermining,  for  political  advantage,  the  Census  Burea 
independence  .-This,  from  the  same  crowd  that  used  the  I 
to  harass  opponents,  that  subverted  the  traditional  indepc 
dence  of  the  Justice  Department,  that  illegally  helped  itsei 
900  FBI  files  on  political  opponents  and  that  employed  I 
army  of  private  detectives  to  smear  and  harass  individuals  w 
might  make  confessions  embarrassing  to  the  President. 

Experts  estimated  that  the  decennial  count  misses  4  n 
lion  to  8  million  people,  particularly  in  the  poorer  sectors 
our  cities.  What  to  do  about  this  undercount?  Simple, 
more  aggressive  in  tracking  people  down.  One  big  probk 
is  out-of-date  addresses.  So,  correct  the  lists.  In  the  19*1 
count,  Milwaukee  ambitiously  attempted  to  track  everyo 
down.  The  city  was  so  successful  that  Census  Bureau  statis 
cians  tried  to  subtract  20,000  people  from  Milwaukee's  po 
ulation  because  the  count  exceeded  the  Bureau's  estimate 

Federal  courts  will  soon  rule  on  the  constitutionality 
this  statistical  guessing.  But  we  need  not  wait  for  the  judge 
opinions.  Human  nature  being  what  it  is,  why  tempt  poli 
cians  to  engage  in  political  chicanery  in  the  first  place? 


CLINTON  SHOULD  LISTEN  TO  SILENT  CAL 


On  THIS,  THE  75th  anniversary  of  Calvin  Coolidge's  as- 
suming office  after  President  Harding's  death,  several  seri- 
ous historians  are  reappraising  President  Coolidge's  up-to- 
now  low  reputation.  (A  1996  poll  of  mosdy  conventional 
historians  rated  Coolidge  behind  such  nonentities  as 
Millard  Fillmore,  John  Tyler  and 
Benjamin  Harrison.)  Scholars  are  discov- 
ering that  the  taciturn  New  Englander 
wasn't  the  lazy,  do-nothing  sourpuss  por- 
trayed in  conventional  history  books.  He 
possessed  not  only  a  granitelike  integrity 
but  also  a  first-rate  mind,  anchored  by 
deeply  held  principles. 

Coolidge  actively  worked  to  reduce 
the  scope  of  the  federal  government, 
whose  powers  had  ballooned  during 
WWI.  He  slashed  the  national  debt  by 
one-third.  His  Reaganesque  tax  cuts 
helped  make  the  1920s  a  period  of  extra- 
ordinary innovation,  with  living  stan- 
dards making  significant  advances.  At  a 
time  when  the  Ku  Klux  Klan  was  the 
most  powerful  political  force  in  Ameri- 
ca— the  1924  Democratic  Convention  couldn't  muster  a 
majority  to  condemn  its  outrages — Coolidge  proposed 
federal  antilynching  legislation.  Silent  Cal?  Not  really;  he 
had  press  conferences  in  the  Oval  Office  twice  a  week. 

Even  sympathetic  revisionists,  though,  take  Coolidge 
to  task  for  not  doing  more  to  burst  the  growing  "specu- 
lation bubble"  on  Wall  Street.  That's  a  bum  rap.  We  had 
major  stock  market  breaks  before  and  after  1929  that 


Plymouth  Notch,  Vt.:  Daughter 
Moira  Forbes,  syndicated  columnist 
Calvin  Coolidge  Thomas  at  the  75th 
anniversary  celebration  of  President 
Coolidge's  taking  the  oath  of  office. 


didn't  leave  depressions  in  their  wakes.  Both  the  crashes         Amen. 


of  1962  and  1987  were  initially  more  severe  than  that 
1929,  and  no  economic  catastrophes  ensued. 

The  creation,  depth  and  duration  of  the  Depression  w 
the  result  of  disastrous  errors  committed  by  Coolidge 
successors.  The  sweeping  Smoot-Hawley  Tariff  that  beg; 

making  its  way  through  Congress  in  la 

1929,  and  was  signed  into  law  by  He 
bert  Hoover  in  the  spring  of  1930,  sha 
tered  the  international  trading  systen 
severely  reducing  flows  of  capital.  It  w 
the  economic  equivalent  of  a  massix 
stroke,  collapsing  the  global  econom 
This  folly  was  compounded  by  the  Fee 
eral  Reserve's  passivity  in  letting  bant 
fall  like  dominoes.  Even  worse  was  th 
huge  tax  increase  Hoover  passed  i 
1932,  ostensibly  to  balance  the  budge 
The  result  was  to  unbalance  the  econc 
my  even  more,  sending  unemplovmer 
from  15%  to  25%. 

The  noncaricature  side  of  Calvi 
Coolidge  can  be  seen  in  these  words  h 
spoke  as  President,  which  ring  particu 
larly  true  today:  "We  do  not  need  more  material  devel 
opment;  we  need  more  spiritual  development.  We  do  no 
need  more  intellectual  power;  we  need  more  mora 
power.  We  do  not  need  more  knowledge;  we  need  mor 
character.  We  do  not  need  more  government;  we  nee( 
more  culture.  We  do  not  need  more  law;  we  need  mor 
religion.  We  do  not  need  more  of  the  things  that  are  seen 
we  need  more  of  the  things  that  are  unseen." 
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One  company  has  emerged  as  a  powe 
leader  in  the  unregulated  energy  market- 
place. It's  DTE  Energy  -  a  leader  that  offers 
today's  business  world  an  extraordinary 
t'Vfl  of  energy  management. 

t  DTE  Energy,  we  have  all  the  resources  in 
Ice  to  help  business  and  industry  achieve 
ll\  <  ustomized  energy  solutions.  Working 
gether  with  all  of  our  affiliates,  we  can 
Relieve  you  of  capital  risks,  financing  costs, 
development  costs,  technical  headaches  and 
maintenance  worries.  We  can  even  provide 
on-site,  capital-intense  energy  management 
and  on-going  energy  risk  management. 

And  with  the  strength  and  experience  of 
Detroit  Edison  at  our  core,  we  can  do  even 
more  to  help  you  realize  true  turnkey 
energy  management  solutions. 

In  the  era  of  non-regulated  energy,  the 
formula  for  single-source  energy  solutions 
is  simply  e=DTE.  DTE  Energy. 
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A  promise  that  some  reelings  just  can't  be  expressed  with  words. 


A  promise  the  most  priceless  art  or  all  belongfs  on  a  rerrigferator. 


A  promise  to  provide  you  with  more  than  just  a  set  or  crayons. 


help  you  keep  your  promises.  For  more  than  145  years,  people  across  America  have  relied  on  us  to  insure 
ir  lives  and  financial  future. With  over  $160  billion  in  assets  under  management  and  excellent  ratings, 
ssMutual  and  its  subsidiaries  have  the  financial  strength  to  help  families  and  businesses  keep  their  promises, 
expert  guidance  or  for  career  opportunities  in  sales,  call  your  local  MassMutual  professional  or  1-800-272-2216. 

(g)  MassMutual 

The  Blue  Chip  Company SM 

Insurance  *  Disability  Income  Insurance  *  Annuities  ♦  Retirement  Services  /401(k)  Plans  ♦  Investment  Management 

©1998  Massachusetts  Mutual  Life  Insurance  Co  .  Springfield,  MA  01111    http 7/www.massmutual  com    Securities  products  and  services  offered  through  MMLInvestors  Services. Inc  , a  MassMutual  subsidiary 


Other  Comments 


All  for  Naught? 

Recent  days  have  brought  a  disquiet- 
ing retreat  by  the  Clinton  Administra- 
tion on  Iraq.  The  White  House  seems 
on  the  verge  of  altering  seven  years  of 
U.S.  policy  by  letting  Saddam  Hussein 
slip  free  of  the  international  effort  to 
prevent  him  from  developing  a  new  ar- 
senal of  biological  and  chemical  weap- 
ons. That  would  be  a  grave  mistake. 

Mr.  Hussein  has  repeatedly  dem- 
onstrated his  willingness  to  attack  his 
neighbors,  even  his  countrymen.  Al- 
lowing him  to  replenish  his  stockpile  of 
weapons  would  threaten  the  Persian 
Gulf  region  and  its  oilfields,  as  well  as 
Israel.  Few  developments  would  so  di- 
recdy  endanger  U.S.  security  interests. 

The  cost  to  the  world  and  to  the 
U.S.  of  dealing  with  a  belligerent  Iraq 
armed  with  biological  weapons  would 
be  far  greater  than  the  cost  of  pre- 
venting Baghdad  from  rearming. 
-New  York  Times  editorial 

When  1*1 

LESS  THAN  two  years  from  now,  the 
government  plans — for  the  first  time  in 
over  200  years — to  use  a  survey  instead 
of  a  census.  Surveys  are  great  tools. 
They  can  tell  you  what  kind  of  televi- 
sion shows  people  watch,  or  how  likely 
they  are  to  buy  a  car  if  there  is  an  attrac- 
tive person  in  the  ad.  The  problem  with 
a  survey  is  that  you  don't  actually  talk 
to  everyone.  One  person  in  a  survey's 
sample  group  can  speak  for  hundreds 
of  people  in  the  general  population. 
A  census  is  fundamentally  different, 


because  everyone  speaks  for  them- 
selves. A  census  is  like  an  election,  in 
that  everyone  is  counted  only  once.  No 
person  is  counted  more  than  any  other. 
No  vote  counts  more  than  any  other. 
The  president  of  the  U.S.  has  the  same 
vote  as  the  dogcatcher,  and  they  are 
bodi  counted  one  time  for  the  census. 
Fundamentally,  censuses  make  people 
equal.  Surveys  make  people  unequal. 
-J.  Kenneth  Blackwell,  state 
treasurer  of  Ohio,  New  York  Post 


Facts  are  stubborn  things. 

-Alain  Rene  Lesage, 
from  his  18th-century  novel, 
Gil  Bias  de  Santillane 


Passing  the  Buck 

The  Clintons  are  obviouslv  alarmed 
about  the  moral  tone  of  the  times.  Not 
only  have  they  vowed  to  eliminate  to- 
bacco among  "the  kids,"  but  they  also 
want  to  take  action  against  journalists 
and  critics  who  turn  up  unsavorv  infor- 
mation about  them.  That  so  much  in- 
formation keeps  coming  out  is  proof, 
they  say,  of  a  dreadful  decline  in  jour- 
nalistic standards  and  of  the  existence 
of  "a  vast  right-wing  conspiracy." 

The  Clintons  rarely  address  whether 
or  not  the  information  is  in  error.  Rath- 
er they  point  out  what  they  insist  are 
their  critics'  moral  and  ethical  irregular- 
ities, namely  that  the  critics  do  not  ac- 
cept the  Clintons'  balderdash  and  that 
thev  receive  salaries.  Here  the  Clin- 


BUY  and  HOLD 

W1VAL  FUND5 


"No  redemptions  here,  Mrs.  Hartwelder.  YOU  buy  and  WE  hold." 


tons  commit  the  timeless  error  of  ot 
superficial  moralists.  They  believe  tl| 
money  is  at  the  root  of  all  evil,  wh 
in  truth  evil  is  at  the  root  of  all  evil! 
-R.  Emmett  Tyrrell  Jr., 
The  American  Spectator 

Taxing  Day  at  the  Office 

Ukraine  businessmen  were  summon! 
to  a  civil-defense  camp  by  Prime  Mil 
ister  Pustovoitenko,  who  vowed  notf 
let  them  go  home  until  they  agreed  f 
pay  tax  arrears.  About  1,500  executhl 
are  at  the  camp  and  owe  $3.5  billiorHfy 
-Wall  Street  Journal 

Hard  to  Believe 

Timothy  French  robbed  a  bank 
Grand  Forks,  North  Dakota,  of  S3, 401 
He  might  have  gotten  away  but  fil 
one  mistake.  He  wrote  his  holdup  no  J 
on  the  back  of  a  pay  stub  from  a  finl 
he'd  been  working  for.  The  stub  hq 
his  Social  Security  number  on  it,  an| 
police  tracked  him  down  pretty'  quick 
-Charles  Oliver,  Reason 

Looking  Back 

Attempting  to  understand  Princel 
Diana's  appeal  without  taking  Primj 
Minister  Margaret  Thatcher  into  ail 
count  is  like  assuming  that  Glindl 
ruled  the  Land  of  Oz  uncontested. 

When  Maggie  commanded,  thl 
country  stood  at  attention;  when  El 
smiled  that  smile,  the  same  countr 
melted  in  a  puddle  of  adoration.  Bot) 
women  were  necessary  for  die  rebuild 
ing  of  national  confidence.  Maggie' 
warships  recapturing  die  Falklands  \va 
a  poke  in  the  eye  to  all  those  who  ha< 
for  decades  jeered  at  Britain  as  the  sicl 
man  of  Europe.  Diana's  jaw-droppinj 
allure  gave  the  lie  to  the  hoary  git* 
that  where  odier  nations  had  sex  Brit 
ain  had  hot-water  bottles.  She  was  th< 
bare-shouldered  beauty,  but  she  wai 
also  Peter  Pan's  Wendy,  ministering  tc 
an  entire  nation  of  Lost  Boys.  Mort 
than  all  die  palace  Windsors,  Dian; 
seemed  to  understand  the  incredible 
potency  of  die  common  touch.  Anc 
she  became  adept  at  healing  the 
wounds  of  the  British  body  politic. 
-Simon  SCHAMA,  The  New  Yorker 
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A  Cup  Of  Coffee  At  Dawn. 
A  Full  Day  In  The  Air. 
a  Mission  accomplished. 


A  Familiar  Story? 


TWA  RECOGNIZES  the  spirit  of  the  original  aviators 
in  today's  business  traveler.  Because  we  share  it 

And  while  that  notion  may  seem  a  little 
bit  romantic,  the  people  of  TWA  know  it's 
simply  about  respect.  We've  even  named  our 
frequent  flyer  program  after  you:  Aviators. ' 
Where  you  are  recognized  with  dedicated 
check-in  positions,  priority  boarding  privileges, 
and  more.  And  there's  Trans  World  First;"  our 
expanded  and  enhanced  first-class  service. 


We've  added  60%  more  of  the  big,  comfortable 

first-class  seats  you  ask  for  every  time  you  fly. 
Every  airline  claims  experience,  skill  and 
know-how  when  it  comes  to  flying.  Here  at 
TWA,  we  say  the  exact  same  thing.  About  you. 
That's  why  every  day,  on  every  flight,  we  are 
making  it  our  mission  to  help  you  accomplish 
yours.  And  that's  just  one  of  the  ways  we 
recognize  you,  today's  aviator. 
We  want  to  be  your  airline." 


TWM 


$1  Domestic  Airline  for  Frequent 
Traveler  Satisfaction Long  Flights 


For  more  information,  call  your  travel  professional  or  TWA  at  1-800-221-2000.  Visit  us  online  at  www.twa.com 

Frequent  Flyer  Maguzine/J.D 'Pouer  and Associate  1998  Air/me  Customer  Satisfaction  Study — U.S.  Flights" 
Study  conducted  utnongfreqiunt  airline  travelers  uhc  tompk  'ed  5.9.W  irulividual flight  evaluations.  Long  flight  is  defined  as  500  air  it.  Ues  cr  m  .  <r. 
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Norfolk  Southern  and  Conrail  are  putting  their  heads  together  to  begin  a  new  era  in  transportation. 


Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


THE  BOOKS  OF  SUMMER  VI 


Maine  bought  a  superb  1998  summer,  at  the  price  of  a 
devastating  January  ice  storm  and  a  thoroughly  disagree- 
able winter.  Superb  summers  are  designed  for  good  read- 
ing, and,  freed  from  the  tyranny  of  airline  schedules  for 
a  month,  I  did  more  than  my  share  this  year. 

Clive:  The  Life  and  Death  of  a  British 
Emperor — by    Robert    Harvey    ( Hodder    & 
Stoughton,  London,   England;  Tel.:   011-44- 
171-873-6000;  £20).  A  splendid  biography  of  a 
most  incredible    18th-century  figure.    Born   in 
1~25  into  a  middling  gentry,  country  family  of 
very  moderate  means,  Robert  Clive,  an  only  son, 
was  brought  up  in  increasingly  difficult  condi- 
tions. As  his  father's  situation  worsened,  the  boy 
became  resentful,  angry,  tough  and  "addicted  to 
fighting."  His  academic  record  was  too  poor  to 
secure  anything  but  a  menial  job  in  a  merchant 
house.  Fate  would  have  it  that  that  house  was 
the  powerful  and  legendary  East  India  Co. 

Early  in  Give's  India  career,  the  company's 
outposts  were  being  attacked  by  various  Indian 
factions,  as  well  as  by  the  French.  The  young  clerk 
volunteered  to  join  a  group  of  employees  trying  to 
save  the  company's  small  coastal  trading  posts. 
And  the  rest  is  history.  Leading  very  small  compa- 
ny and  army  forces,  Clive  won  victory  after  victory 
against  huge  Indian  armies  and  French  contingents. 

By  age  31,  Clive  had  conquered  Bengal.   He 
returned  home  a  national  hero  to  an  England  ur- 
gently in  need  of  heroes.  Then  came  the  British 
defeat  at  Calcutta  and  the  ensuing  horrors  of  the 
Black  Hole.  Clive  was  sent  back  to  India  posthaste 
to  retake  Calcutta,  which  he  did.  He  then  advanced 
north  to  win  the  Battle  of  Plassey  by  "flouting  con- 
ventional tactics  through  his  remarkable  and  almost 
unerring  judgment  of  acceptable  risk.  .  .  .  Plassey 
must  stand  as  a  triumph  of  British  arms  .  .  .  along- 
side Agincourt,  Blenheim,  Trafalgar  and  Waterloo." 

Fully  aware  of  Clive 's  faults  and  meticulously  de- 
scribing his  sorrowful  and  mysterious  end,  Robert 
Harvey  has  brought  to  life  one  of  England's  greatest  he- 
roes and  the  thoroughly  fascinating  era  in  which  he  lived. 

East  and  West:  China,  Power,  and  the  Future  of 
Asia — by  Christopher  Patten  (Times  Books,  $25).  A  fit- 


ting contrast  to  Clive,  this  is  the  story  of  the  loss — by 
peaceful  transfer — of  Hong  Kong,  the  last  great  jewel  of 
the  British  Empire.  Patten,  the  last  British  governor  of 
Hong  Kong,  carried  out  his  difficult  and  essentially  sad 
mission  with   exemplary  skill.   He   handed   over  to 
China  a  better  Hong  Kong — a  more  prosperous  and 
even  more  developed  city  state,  with  one  of  the 
world's  great  economies — than  he  had  received  five 
years  earlier.  For  his  pains,  he  was  constantly  reviled 
by  the  People's  Republic  of  China,  insulted  and 
demonized — all  because  he  thought  the  people  of 
Hong  Kong  were  entitled  to  the  benefits  of  de- 
mocracy. True,  most  of  the  democratic  advances 
came  during  Patten's  governorship  because  many 
of  his  predecessors  had  believed  it  was  better  not 
to  roil  the  waters  of  communist  China. 

Patten's  consistency  and  clarity  of  thought  are 
apparent  throughout  this  account.  He  knew  that 
Asia's  prosperity  was  not  due  to  "Asian  values"  but 
to  market  economies,  and  that  free  "economies  per- 
form most  effectively  in  plural  societies."  Asia's  re- 
turn to  prosperity  will  depend  on  continued  adher- 
ence to  that  truism.  Patten  writes  extremely  well, 
with    an    entertaining,   no-nonsense    style,    using 
many  apt  literary  allusions  and  quotations.  This 
is  a  fine  work  for  any  season. 

Three  other  books  I  greatly  enjoyed: 
The  Wonder  Worker — by  Susan  Howatch  (Al- 
fred A.  Knopf,  $25.95).  Another  of  Howatch's 
skilled,    suspenseful    (really!)    novels    about    the 
Anglican  Church  and  the  highly  diverse,  all-too- 
human  people  who  serve  it; 

God  Is  My  Broker — by  Brother  Ty,  my  Forbes 
colleague  Christopher  Buckley  and  John  Tierney 
Random  House,  $20).  A  short,  197-page,  absolute- 
ly hilarious  send-up  of  the  areas  in  which  religion 
and  modern  business  practices  intersect.  It  is  prob- 
ably blasphemous,  but  it  is  certainly  wildly  funny; 
Madame  of  the  Heights — by  Marianne 
Hancock.  Full  disclosure  requires  that  I  advise  readers 
this  most  interesting  sidebar  to  American  history,  involving 
the  life  of  Betsy  Bowen — the  courtesan  who  became 
Aaron  Burr's  wife — is  published  by  my  wife's  Windswept 
House  Publishers  ($25;  paperback,  $15).  BH 
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That's  why  TAVA,  the  leading  independent  provider  of 
manufacturing  information  technology  solutions,  developed 
Plant  Y2kOne".  It's  a  proven,  factory  floor  solution  that 
will  help  you  understand  and  pinpoint  the  problem  areas  in 
your  embedded  systems  and  supply  chain.  And,  most 
importantly,  fix  them. 

Supported  by  the  most  comprehensive  database  of  Y2k 
readiness  information  on  process  control,  automation, 
and  facility  management  systems,  Plant  Y2k0ne's  CD- 
ROM-based  methodology  is  already  in  use  by  more  than 
100  of  the  Fortune  1000. 

To  learn  more  about  our  Y2k 
solutions,  consulting,  and  audit 
services,  call  877-828-2832. 
Visit  us  at  www.tavatech.com, 
or  contact  one  of  our  14  locations 


across  the  U.S. 


TAVA 

TECHNOLOGIES 
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INDUSTRY  EXPERTISE:  Aerospace,  Automotive,  Chemical/Petrochemical,  Food/Beverage,  Forest  Products,  Metals,  Mining/Minerajs,  Pharmaceutical,  Pulp  &Paper,  Semiconductor,  Utilities,  Water/Wf  *a 


Digital  rules 

Technology  and  the  new  economy 


By  Rich  Karlgaard,  Publisher 
publisher@tbrbes.com 


WHAT'S  NEW, 

The  Web  is  ultimately  not  about  stock,  prices  that  can 
dch  gravity  or  about  the  end  of  boom-and-bust  cycles. 
This  spring's  wipeout  of  semiconductor  equipment 
stocks  killed  that  canard.  We  saw  perfectly  fine  compa- 
nies, such  as  Applied  Materials,  an  arms  supplier  to  the 
Web.  suffer  share  price  skids  of  40%,  even  though  any 
mowderhead  could  tell  you  that  demand  for  chips  is  a 
mortal  lock  to  quadruple  over  the  next  five  years. 

The  Web  is  not  about  making  ugly  people  pretty,  the 
|  dull  smart,  drunks  sober  or  liars  honest.  The  bell  curve  of 
i  human  foibles  will  keep  its  shape  even  after  10-mbps 
cable  modems  take  over  our  homes.  Half  of  all  marriages, 
73  out  of  100  major  league  hitters  and  9  out  of  10  new 
businesses  are  sure  to  Hop,  with  or  without  17-inch  flat 
panel  displays  that  cost  $200.  Computerized  speech  dic- 
tation will  not  make  a  doer  out  of  a  procrastinator  or  a 
hero  out  of  a  coward.  War,  famine,  cruelty,  disease  and 
suffering  will  not  be  eradicated  by  mips,  bits  or  bytes, 
even  if  things  improve  at  the  margin.  Blind  luck  will 
■ways  remain  a  factor  in  all  human  undertakings,  as  feck- 
IcssK  distributed  in  the  next  century  as  it  has  been  in  this. 

Silicon  chip  speeds  will  go  on  doubling  every  18 
months,  mu\  digital  bandwidth,  depending  on  who  you 
talk  to,  every  3  months  to  12  months.  But  the  good  old 
human  being  is  guaranteed  to  just  crawl  along,  part  ani- 
mal, part  divine,  a  bag  of  contradictions,  hardwired  and 
malleable,  but,  mostly,  just  stuck  in  time. 

Get  this:  In  the  history  of  track  and  field,  only  three 
high  school  milers  have  broken  four  minutes  in  the  mile. 
The  first  was  Jim  Ryun  of  Wichita,  Kans.,  then  Tim 
Danielson  of  Chula  Vista,  Calif,  and  finally  Marty 
Liquori  of  East  Orange,  N.J.  All  three  runners  turned 
the  trick  in  the  1960s,  the  last  one  in  1967 — four  years 
■  before  Intel's  invention  of  the  microprocessor  ushered  in 
the  Information  Age  as  we  know  it. 

Human  beings  do  not  evolve  at  the  pace  of  Moore's  Law. 

Sudden  Death 

Fifteen  years  ago  I  wrote  advertising  copy  for  a  small 
agency  in  Silicon  Valley.  One  afternoon  the  art  director  was 
on  a  tight  deadline,  so  I  volunteered  to  -drive  some  copy 
over  to  the  type  house,  about  twenty  minutes  away. 
Unwittingly  I  was  headed  into  the  lion's  den.  Before  any- 
body was  allowed  to  hand  over  typewritten  copy  to  the  type 


WHAT  ISN'T 

house,  somebody — usually  the  art  director — had  to  spec  it. 
That  meant  notes  about  font  selection,  font  size,  leading, 
tracking,  kerning  and  other  such  arcana.  What  I  remember 
is  the  goon  at  the  type  house.  His  name  was  Frank.  He 
smoked  a  pipe  and  slapped  a  steel  ruler  against  his  hand. 
Frank's  voice  dripped  with  sarcasm  when  he  looked  at  the 
type  specs  on  those  pages.  He  thought  I  had  done  the  slop- 
py work.  "Take  it  back,"  he  said,  "and  do  it  right." 

Shordy  after  diat  episode  came  the  Apple  Macintosh.  I 
saw  my  first  Mac  in  a  department  store  a  few  days  after  its 
introduction.  The  first  thing  I  noticed  was  that  a  user  could 
choose  his  own  type  fonts  and  fiddle  around  with  type  sizes. 
Soon  after  that  came  the  laser  printer.  Then  do-it-yourself 
type  houses — just  bring  your  disk!  Two  years  later  Frank 
and  his  sorry  kind  had  vanished  from  the  face  of  the  Earth. 

Moore's  Law  changes  constantly  but  human  beings  do 
not.  Where  does  that  leave  us?  Just  this:  Two  guys  or  gals 
in  a  garage  can  invent  a  product  that  suddenly  pulls  the 
rug  out  from  under  the  prevailing  economics  of  an 
industry.  But  they  will  succeed  only  if  their  product  sat- 
isfies the  desires  of  eternal  man  and  woman,  who  do  not 
change.  Frank  the  typesetter  shackled  me  in  chains  and 
spit  on  me.  Then  came  the  Mac  and  liberation.  Rug;  then 
no  rug — boom!  Hasta  la  vista,  Frankie.  This  is  why  com- 
panies like  Amazon.com  and  newer  fish  you've  barely 
heard  of,  such  as  eBay,  Financial  Engines  and  OptiMark, 
are  the  crucial  stories  of  our  time.  They  pull  the  rug  out 
from  under  the  status  quo  and  expand  customer  choice. 

Amazon  Update 

Some  letter  writers  have  recendy  accused  me  of  touting 
Amazon.  I'll  counter  that  with  anodier  personal  story.  I 
love  to  go  to  bookstores.  I  love  to  browse,  and,  being  a 
human  being  who  is  hardwired  to  be  sociable,  I  like  to  sit 
around  listening  to  good  music,  sipping  coffee  and  watch- 
ing people.  What  a  pleasurable  experience,  that  bookstore! 
Then  the  family  says  it's  time  to  go,  and  I  rouse  myself 
from  the  comfortable  chair,  get  up,  amble  to  the  checkout 
counter,  and  spend — oh,  about  $3.95  for  a  magazine. 
That's  all  my  one-hour  visit  produces.  Some  yield! 

Here's  the  point:  I  don't  go  to  bookstores  any  less  than 
I  used  to.  That  part  hasn't  changed.  What's  changed  is 
that  I  used  to  be  the  bookstore's  power  customer,  drop- 
ping $50  a  visit.  Guess  who  gets  my  money  now?        ■§ 


Forbes  ■  September  7,  1998 


43 
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The    camaraderi 
The    challenge? 


The    adrenaline? 


The    paycheck? 


Most  people  would  say,  "All  of 
the  above."  That's  precisely  why 
Provident  Income  Protection 
Plans  work  two  ways.  If  you  ever 
have  an  accident  or  illness  and 
can't  work,  the  money  keeps 
coming  in.  But  more  importantly, 
you'll  have  the  support  of  our 
experts  who  specialize  in  helping 
people  get  back  to  work.  Back 
to  the  satisfaction  that  comes 
from  pleasing  your  clients.  And 
yourself.  For  details,  ask  your 
insurance  agent  or  visit  us  at 
www.providentcompanies.com 


12 
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PROVIDENT 


Protecting  everything  you  work  lor. 


Hlli 


lour 


totl 


inion 
pad 


eyeball 

"to  see  a  world  in  a  grain  of  sand... "/Edited  by  Ben  Pappas 


Book  'em 


Vfl.M'l'HI! 


"We  are 
unconscious 
of  our  own 
linguistic 
habits, 
prisoners 
pf  our  own 
language." 


When  Donald  Foster  ana-   | 
lyzes  fingerprints  in  a  criminal  5 
investigation,  he  doesn't  head   p 
to  the  lab — he  goes  to  the   § 
library.  That  is  because  Foster 
searches  not  for  fingerprints, 
but  for  the  patterns  people 
leave  in  their  writing.  As  the 
FBI's  only  forensic  linguist,  it 
is  Foster's  job  to  link  authors 
and  texts. 

Foster,  an  English  profes- 
sor at  Yassar  College,  honed 
his  talent  for  identifying 
unknown  authors  by  analyz- 
ing Shakespearean-era  poems 
m  search  of  the  Bard's  unat- 
tributed  works.  In  February 
1996  Foster  pegged  Joe 
Klein  as  the  anonymous  author  of  Primary 
Colon — his  first  sleuthing  assignment  outside 
academe.  Before  long  he  was  analyzing  notes 
in  the  I'nabomber  and  the  JonBcnct  Ramsey 
murder  cases  at  the  request  of  the  FBI. 

Foster's  law  enforcement  work  is  pro  bono, 
but  now  lie's  putting  his  syntax-sleuthing  skills 
on  the  market.  For  $250  an  hour  he  will  work 
to  unearth  writers  of  forged  or  anonymous  let- 


ters, E-mails  or  other  med- 
dlesome documents.  Since 
January  Foster  has  tackled  a 
dozen  corporate  cases.  He 
correctly  named  the  writers 
of  a  slew  of  letters  accusing  a 
construction  firm  of  envi- 
ronmental damages.  The 
culprits:  two  guys  who 
worked  for  the  competition. 
For  an  ad  agency  Foster 
identified  a  disgruntled  em- 
ployee who  penned  dis- 
paraging notes  to  clients. 

"We're  unconscious  of  our 
own  linguistic  habits,  prison- 
ers of  our  own  language," 
says  Foster.  One  gender  tip- 
off:  Male  executives  like 
using  sports  analogies  and  sexual  innuendos. 

Foster  is  much  in  demand.  He's  got  some 
600  unread  E-mails  awaiting  his  response.  For 
every  50  requests,  he'll  take  on  one.  Should  he 
accept,  he  requires  a  letter  of  indemnity  so 
clients  will  pick  up  any  legal  fees  in  the  event  he 
is  sued  as  a  result  of  his  investigation.  Not  that 
one  necessarily  need  worry:  To  date,  Foster 
boasts,  he  has  never  incorrectly  attributed  a  text. 


Star-crossed 


U'l.jnlTi'M 


Only  the 
International 
Astronomical 
Union  has 
the  authority 
to  place  a 
name  in  space. 


The  New  York  City  Department  of 
Consumer  Affairs  is  threatening  to   | 
fine  the  International  Star  Registry  of  1 
Ingleside,  111.  for  deceptive  advertis-   c 
ing.  Other  government  agencies  are 
also  keeping  an  eye  on  the  outfit. 
What  did  Star  Registry  do  wrong?  It 
promises  folks  the  moon  and  the 
stars,  or  at  least  the  stars. 

For  a  mere  $48,  plus  shipping  and 
handling,  it  lets  you  pick  a  name, 
any  name,  for  your  very  own  star. 
Included  is  a  parchment,  suitable  for 
framing.  The  orb's  new  moniker  and 
its  coordinates  are  entered  in  "Your 
Place  in  the  Cosmos,"  a  master  tome  that  is 
stashed  in  a  Swiss  vault. 

Unfortunately  for  Star  Registry,  the  only 
group  with  the  authority  to  place  a  name  in 
space  is  the  Paris-based  International  Astro- 
nomical Union.  The  union  doesn't  peddle  the 
privilege,  but  reserves  it  for  rare  accomplish- 
ments. Says  Eric  Wilcots,  a  professor  of  astron- 
omy at  the  University  of  Wisconsin-Madison: 
"The  onlv  way  to  do  it  is  to  discover  a  comet." 


Nevertheless,  the  Illinois  company  claims  to 
have  "named"  800,000  of  the  50  billion  stars 
in  the  Milky  Way.  Only  slightly  chastened  by 
potential  legal  action,  Star  Registry  acknowl- 
edges in  its  literature  that  its  list  is  not  a  scien- 
tific reference  catalog.  "It's  an  ego  thing,  and 
it's  cool,"  says  Peter  (Rocky)  Mosele,  who  runs 
the  family-owned  business. 

Maybe  all  those  regulators  need  a  better 
sense  of  humor.  ■■ 
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The  Forbes/Bridge  Economic  Forecast 


Edited  by  Shlomo  Z.  Reifman 


Actual 

last  year          latest 

-1998  est - 
high 

low 

4-wk 
%chg 
in  mean 

UHE us-  ECONOMY 

mean 

Automobile  sales  (mil) 

15.5 

15.7* 

12.2 
81.1 

15.9 
83.9 

8.3 
81.0 

0.2 

Capacity  utilization  (%) 

83.3 

82.6 

0.0 

New  housing  starts1  (thou) 

1,475 

1,530" 

1,436 

1,540 

1,400 

0.1 

Retail  sales  (Sbi1) 

2,552 

2,628* 

1,990 

2,660 

1,916 

-1.0 

Trade  balance  ($bil) 

-110.7 
4.7 

-128.6* 

4.5  July 

-183.1 
4.6 

0.0 
5.1 

-237.0 
4.3 

0.2" 

Unemployment  rate  (%) 

-0.1 

Gross  domestic  producf(%) 

3.9 

1.42nd  qtr 

2.8 

3.9 

2.5 

0.1 

Inflation 

CPI  services  (unadjusted)  (%) 
CPI  total  (unadjusted)  (%) 

Qnterest  rates 

30-year  Treasury  yield  (%) 
3-month  Treasury  yield  (%) 


2.7 

0.1  |uly 

2.0 

3.6 

1.6 

0.7 

1.7 

0.4  july 

1.7 

2.6 

1.5 

0.1 

5.92 
5.35 


5.70  july 
5.07  July 


6.20 
5.30 


7.00 
6.10 


5.60 
4.70 


0.0 
0.0 


o 


RICES 

CRB-Bridge  spot  indexes 
Gold  per  troy  ounce  ($) 
Oil/bbl  W  Texas  Intermediate  ($) 


271.80 

265.20  july 

234.00 

234.00 

234.00 

-1.0 

288.80 

286.40  july 

295.00 

340.00 

285.00 

-1.0 

17.63 

14.23  july 

16.60 

21.70 

15.00 

-1.0 

© 


URRENCY 

German  marks  per  dollar 
Yen  per  dollar 


1.80 

1.78  july 

1.80 

1.90 

1.70 

-1.0 

130 

145  july 

117 

132 

113 

-1.0 

^pEDERAL  FUNDS  WATCH  Next  Federal  Reserve  meeting:  Sept.  29, 1998   . 
Current  rate  5.5%    Last  action:  Mar.  27,1997  +25  basis  points 

Likelihood  of  shift  in  interest  rates  in  the  next  90  days  by  the  Federal  Reserve 


o 


Very  likely 


Possibility  of  decrease  or  increase 


Very  unlikely 


Estimates  are  contributed  by  leading  economists,  who  ai 
surveyed  biweekly  by  Bridge  Information  Systems  ar 
Forbes  magazine.  Consensus  forecasts  as  of  8/14/98. 


Based  on  consensus  estimates  froi 
leading  economists  (see  table  at  left 
the  U.S.  gross  domestic  product  wfl 
drop  to  2.8%  annualized  growth  i 
1998  from  3.9%  growth  last  yea 
Helen  Hotchkiss,  senior  economb 
at  Dreyfus  Corp.,  agrees  with  th 
forecast  and  thinks  the  economy  ma 
grow  only  1%  next  year.  "It  isn't  ju: 
Asia  that's  dragging  down  America 
economy,"  says  Hotchkiss.  Sh 
points  out  that  Asia  accounts  for  ju: 
27%  of  U.S.  exports,  and  that  e> 
ports  now  account  for  12%  of  U.J 
gdp.  "The  rest  of  the  world  is  begir 
ning  to  show  signs  of  retrench 
ment,"  notes  Hotchkiss,  who  expect 
a  U.S.  trade  deficit  for  goods  t 
expand  to  $275  billion  for  bot 
1998  and  1999. 


SPECIAL  FOCUS 


SU.S.  per  100  Yen 

1.331 


Japan's  yen  recently  traded  at  a 
five-year  low  of  147  to  the  dollar, 
but  the  economists  surveyed  by 
Forbes  and  Bridge  Information 
Systems  think  that  it  will  recover 
to  117  yen  to  the  dollar  by  the  end 
of  this  year. 


305 

*Prelim 

inar, 

tR 

evised 

280 

255 

230                                                              y. 

205               j* 

0.1% 

■BlHIlJjKZ 

The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  eight  equally  weighted 
elements:  the  cost  of  services  relative  to  all 
consumer  prices,  the  level  of  new  orders  for 
durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new 
housing  starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail  sales 
and  total  consumer  installment  credit. 


Our  Web  site,  www.forbes.com,  has  daily 
updates  on  economic  estimates  and  detailed 
information  of  Forbes  Index  components. 


*  Twelve  months.  'Autos,  light  and  heavy  trucks  including  imports.  Total  single  and  multiple  family,  seasonally  adjusted.  'Excluding  auto  sales,  annualized  and  seasonally  adjusted. 
'Total  goods  and  services,  annualized  and  seasonally  adjusted    Percent  of  civilian  labor  force  '  Quarter-to-quarter  percent  change,  annualized.  Source:  Bridge  Information  Systems  Inc. 
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Now  available 

exclusively  for 

Schwab  customers 

at  www.schwab.com 


How  do  you  decide  whether  to 

BUY,  SELL  OR  HOLD 

A  mutual  fund  in  your  portfolio? 


With  our  sew  Mutual  Fund  Report  Cards'?  you  can  follow  these 
simple  steps  to  begis  to  evaluate  voir  mutual  funds. 


1 


Check  olt  thi  Mormngstar  rating 

morntngstar  rates  funds  on  a  scale  of 
one  to  ll\  i  stars.  how  do  your  funds 

STACK  UP? 


Examine  the  performance 


hfow  do  your  funds  compare  with 
benchmarks  /  ike  the  s&p  500  and  the 
Russell  2000  and  ihe  category  average? 


Overall  Rating: 
** 


Below  Average 

This  funds  rating  of  2  stars  {out  of  5) 
indicates  that  its  performance,  when 
adjusted  for  risk,  is  below  average 
compared  to  other  domestic  stock 
funds 


the  numbe)  q)  stars  a  fund 
n  a  Ives  is  on<  way  to  i  valuate 
Its  risk-adjusU  d  performam  e, 


foull  find  i'ii/  how  the  historical 

performan\  i  qj  youi  fund  compares 

against  n  Ii  vant  benchmarks. 


3. 


Understand  your  alternatives 


If  one  or  more  of  your  funds  are 
lagging  the  average  returns  of  the 
funds  in  their  category,  it  may  be 
time  to  rebalance  your  portfolio. 


Schwab's  FREE  Mutual  Fund  Report  Cards 

MAKE  EVALUATING  YOUR  PORTFOLIO  EASY. 


Al 

r ,, 

si 

i  (3/88) 

•  • 

Funds  from  the  Mutual  Fund  Select  List* 

Sar 

nple 

und  B  (6/87) 

***• 

Sar 

nple 

und  C  (9/88) 

•  ••* 

\\  appropriate,  we'll  provide 

thi  nam  s  qj  alternative  funds 

jni  yow  i  onsideration 


Mutual  Fund  Report  Cards  provide  an  easy-to-understand  analysis  ol  your 

mutual  funds  in  a  concise,  single-page  format.  They're  available  on  over  7,700  funds 

from  families  like  Merrill  Lynch.  Vanguard  and  more.  Why  not  call  for  three  free  Report 

Cards  today,  or  stop  by  a  local  Schwab  branch  and  visit  with  a  representative 

1-800-522-7662 

i 

Prospectuses  containing  more  complete  information  including  management  fees,  charges  and  expenses  are  available  from  Schwab.  Please  read  them  care- 
fully before  investing.  Past  performance  is  no  indication  of  future  results. ©1998  diaries Sdiwab  &  Co.,  Inc.  All  rights  reserved.  Member SIPC/hn  SI:.  0898-1796 
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www.schwab.com 


Charles  Schwab 


Stylish.  Introducing  the  Toshiba  Portege"  Series. 
Precious  metal  doesn't  get  more  refined  than  this. 
With  a  magnesium  alloy  casing  and  sculpted 
contours,  it's  the  most  ultra-compact  powerhouse 
Toshiba  has  ever  built.  Because  success  isn't  just 
how  you  carry  yourself.  It's  also  what  you  carry. 


Ultraportable.  It's  one  inch  thin.  And  4  lbs 
Usability  and  portability  have  never  beet 
perfectly  matched.  With  its  built-in  K! 
upgradeable  modem  with  DSVD  data/fa) 
and  full-size  keyboard  with  AccuPoint,™  Por 
designed  for  serious  mobility.  Not  unlike  yo 


hiba  America  Information  Systems,  Inc.  Portege  is  a  registered  trademark  and  ishba  America  Information  Systems,  Inc.  -24X  maximum  speed.  16X  average  speed  Intel  I 


. 


pentium  |j 


The  cutting  edge. 

Forged  from  an  alloy  of  magnesium 

and  imagination. 


Performance.  Powered  by  the  latest  Intel  Pentium 
processor  (300MHz  when  available),  Portege  has  a 
4.3  billion  byte  hard  drive.  32MB  high-speed 
Synchronous  DRAM.  Windows'  95  or  optional 
Windows  NT."  Even  the  new  NeoMagic"  Graphics 
Controller.  All  brought  to  life  on  a  big  12.1 "  display. 


Expansion.  The  optional  CD  Network  Dock  delivers  full 
port  replication  with  a  10/100  BaseT  Ethernet,  24X*  CD- 
ROM,  floppy  disk  drive  and  speaker  with  microphone. 
When  docked,  Portege  does  the  job  of  a  desktop  and 
is  still  thinner  and  lighter  than  most  notebooks. 
Call  us  at  1-800-TOSHIBA  or  surf  www.toshiba.com. 


TOSHIBA 

The  World's  Best  Selling  Portable  Computers. 


Mn  are  registered  trademarks  of  Intel  Corporation.  All  products  and  names  mentioned  are  the  property  of  their  respective  companies-  All  specifications  and  availability  are  subject  to  change  All  rights  reserved 


rui  uca 


M*lfll;M«l:ia  Microsoft  seems  to  have  what  most  companies 
don't  have  in  the  current  economy:  pricing  power. 
It  is  tightening  the  screws  on  big  corporate  users. 

Pay  up,  folks 


By  Nikhil  Hutheesing 

Use  Microsoft  prod- 
ucts at  the  office 
and  maybe  at  home, 
too?  Are  you  reluctant 
to  switch  to  alternative 
software?  Then  get 
out  your  checkbook. 
The  folks  in  Redmond, 
Wash,  may  have  some 
price  hikes  in  store 
for  you. 

Ostensibly,  the 

license  fees  Microsoft 
charges  to  corporations 
are  holding  steady  or 
going  down  slightly. 
But  the  rules  are  chang- 
ing in  ways  that  will 
increase  fees  for  many 
corporate  users.  As  con- 
tracts have  come  up  for 
renewal,  corporations 
are  getting  quite  a 
shock.  Microsoft  has 
made  dramatic  changes 
in  the  way  it  counts  the  number  of 
users  and  determines  the  upgrade  fees 
that  a  corporate  user  has  to  pay  over 
the  course  of  a  typical  two-year  con- 
tract. For  some  companies,  the  hit  to 
the  bottom  line  could  be  huge. 

GartnerGroup,  the  Stamford, 
Conn. -based  consultant  to  corporate 
technology  buyers,  has  come  up  with 
a  hypothetical  example  of  a  large  com- 
pany that  would  have  to  pay  a  stun- 
ning 221%  more  over  a  five-year 
period  for  Microsoft  programs  as  a 
result  of  the  contract  changes  now 
going  into  effect.  This  imaginary  com- 
pany— say,  a  bank,  or  a  retail  chain — 
has  12,000  PCs.  Under  the  old  licens- 
ing rules  it  would  have  paid  $4.2 
million  over  five  years  for  the  right  to 
use  Microsoft  Windows  and  Microsoft 
Office.  Under  the  new  rules,  Gartner 
projects,  the  five-year  total  will  hit 
$13.6  million. 


50 
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aemc 

riot 


errv 


Is  this  an  extreme  case  or  a  likely 
result?  On  this  point  you  will  get  a 
sharp  difference  of  opinion  between 


'96 


•97 


•98 


'99 


2000 


•Cumulative  cost  tor  a  hypothetical  company  licensing 
Microsoft  Office.  Assumptions:  12,000  desktops,  growing 
at  r%  annually;  five  workers  per  license;  20%  home  use; 
Select  Variable  pricing.  Source:  GartnerGroup. 

Microsoft's  new  licensing  rules  could 
cost  a  large  corporation  big  bucks. 


Gartner  and  Microsoft.  Mary  Welch, 
research  director  at  GartnerGrouj 
describes  the  scenario  as  "typical. 
Microsoft's  general  manager  of  worlo1 
wide  volume  licensing,  Peter  Boi 
doesn't  buy  that.  "Gartner's  number 
apply  to  a  minority  of  companies,"  h 
insists. 

Well,  then,  what  kind  of  revenue 
gains  does  Microsoft  itself  project  fc 
these  contract  changes! 
,_   Boit    isn't    about    t 
1   say — indeed,       won 
even  provide  a  break   rj 
down  of  its  corporat 
software  licensing  rev 
enues.  It's  clear,  howev- 
er, that  these  revenue 
make  up  a  big  chunk  c    Kant 
the  company's  desktop 
business,  which  came  t< 
$6.8  billion,  or  47%  c 
revenues,  in  fiscal  1998 
ending  in  June.  Am  i 
increase  in  these  fees  i 
mosdy  gravy  and  a  wa- 
for  Microsoft  to  contin 
ue  profit  growth  eve*  <&[ 
in   a  world  saturatec 
with  PCs. 

Because  the  change | 
are    subtle    and   thei.| 
effects  are  in  some  case 
delayed,  it  is  only  nov 
becoming  apparent  tx 
corporate    users    tha    %t\ 
they  will  have  to  boos      - 
their  software  budgets  substantially   3 
over  the  next  several  years. 

One  of  the  changes  closes  the  so 
called  Singapore  loophole.  If  half  you;  | 
employees  are  in  New  York  and  half  ir 
Singapore,  you  could,  until  recently 
get  by  with  a  half-size  license,  on  tht 
promise  that  the  two  sets  of  employee: 
will  never  be  using  the  software  simul 
taneously.  Or,  let's  say  you  have  50C 
people  in  your  marketing  departmem 
but  only  300  use  Microsoft  Word  ai 
any  given  instant.  Old  rule:  You  pav 
for  300  licenses.  New  rule:  You  have  tc 
buy  500. 

Another  change  concerns  home  use 
Old  rule:  If  your  employer  paid  for  ar 
Office  license  at  your  desk,  you  could 
take  the  program  home  with  you  and 
load  it  onto  your  PC.  New  rule:  If  you 
want  to  do  that,  buy  another  license 
for  the  Office  program. 

"I  was  with  a  client  in  Oklahoma 
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recently,"  says  Gartner's  Welch.  "The 
Lompany  had  not  budgeted  for  when 
■  Q  contract  expired  because  it  didn't 
!<now  about  the  changes  Microsoft 
nade.  The  result  is  the  company  had  to 
ray  r\vo  times  the  softw  are  [licenses]  it 
'nad  originally  purchased."  Additional 
cost  over  two  vears  for  this  user,  a  hos- 
pital with  2,000  PCs:  S368,000. 
i  Microsoft  is  also  getting 
imore  for  maintenance 
agreements,  which  provide 
for  automatic  software 
upgrades.  Microsoft  used 
to  prorate  these  charges, 
allowing  a  company  to 
buy  the  maintenance 
agreement  only  when  sig- 
nificant upgrades  became 
available — say,  one  year 
into  a  two-year  contract. 
Now,  prorating  is  out.  You 
pav  the  same  amount  for 
maintenance  no  matter 
when  you  sign  on  for  it. 

James  Oliverio,  director 
of  technology  at  investment 
bank  Donaldson,  Lutkin  & 
Jenrette,  won't  have  to 
worry  about  the  changes 
until  next  year,  when  his 
current  contracts  expire. 
But  he's  expecting  to  pay 
more.  "Traditionally,  soft- 
ware conies  out  and  the 
trice  is  later  reduced,"  says 
Oliverio.  Tve  never  seen  it 
happen  with  Microsoft 
Small  consumers  can't  be 
priced  out,  so  shrink- 
wrapped  software  stays 
the  same  price.  We  have- 
to  bear  their  burden." 

Yes,  the  little  guy  gets  a 
*  good  deal.  When 
Microsoft  brought  out  its 
spreadsheet,  word  process- 
ing program  and  presenta- 
tion software  in  the  late 
1980s,  the  prices  were 
$450  to  $500— each.  Now 
you  can  get  all  three  in  an 
office  suite  for  $450.  Dell 
and  Compaq  get  an  even 
better  deal  than  that  for 
you  when  they  buy  Office 
and  give  you  a  software 
package  with  your  new  PC. 

So  it's  getting  to  be  a 
kind  of  two-tier  system, 
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with  individuals  less  likely  than  corpo- 
rate users  to  be  hit  with  price  increas- 
es. True,  a  hospital  could  always  buy 
2,000  copies  of  Office  at  CompUSA 
and  be  done  with  it.  It  would  have  the 
right  to  use  the  software  in  perpetuity. 
But  there  are  several  reasons  why  most 
corporadons  prefer  to  buy  a  corporate- 
wide  license  for  the  software  for  a  set 


VENDORS  LIKE  MICROSOFT  maintain  an      BSA'S  Robert  Kru8er 

enforcement  agency  to  do  their  dirty  snforcer. 

work:    the   Washington,    D.C. -based 

Business  Software  Alliance.  In  June  BSA 

blew  the  whistle  on  Budget  Rent  a  Car  for  widespread  use 

of  unlicensed  software.  Budget  said  it  didn't  know  about  the 

abuses,  but  it  settled  for  $403,500. 

To  make  sure  this  doesn't  happen  to  you,  BSA  recom- 
mends that  you  take  the  following  steps: 

•  Do  a  software  audit.  Make  sure  the  software  installed  on 
your  machines  stacks  up  against  your  licenses. 

•  Educate  your  employees.  Tell  everyone  from  the  board- 
room down  not  to  load  unapproved  software.  Discipline 
those  who  do  so. 

•  Have  a  taskmaster.  Centralize  records  and  hire  one 
employee  to  oversee  compliance. 

•  Review  your  budget.  Make  sure  you  read  the  fine  print  in 
the  license  agreement.  It  may  turn  out  to  cost  more  than 
you'd  planned.  -N.H.    MM 


number  of  years  instead.  One  reason  is 
that  corporations  feel  compelled  to 
upgrade  constantly.  Another  is  that 
buying  shrink-wrapped  copies  one  at  a 
time  would  be  a  managerial  nightmare. 
It  would  be  next  to  impossible  to  make 
sure  every  employee  was  using  the 
same  version  and  could  transfer  files  to 
their  colleagues. 

A  bigger  question  is 
why  corporations  don't 
just  shop  for  a  better  deal 
elsewhere.  IBM's  Lotus 
division  sells  a  perfectly 
good  spreadsheet  (1-2- 
3),  as  well  as  word  pro- 
cessing software  and 
many  other  desktop 
applications.  For  really 
cheap  software,  check 
out  Corel  Corp.,  which 
sells  office  suites  for 
about  half  the  price  of 
Microsoft  and,  for  cor- 
porate users,  allows  the 
Singapore  loophole,  plus 
free  copies  for  people 
who  take  work  home. 
The  Texas  attorney  gen- 
eral's office  switched 
1,500  of  its  PCs  to 
Corel — after  looking  at  a 
Microsoft  renewal  that 
would  have  cost  double 
the  old  Microsoft  rate. 
(Interestingly,  the  Texas 
attorney  general  did  not 
join  the  antitrust  attack 
on  Microsoft.) 

Why  aren't  more  cor- 
porate users  switching  to 
cheaper  substitutes? 
Because  Mcrosoft's  soft- 
ware has  become  so 
ubiquitous  that  getting 
rid  of  it  would  be  like 
pulling  the  concrete  out 
from  under  your  sky- 
scraper. Your  report  in 
Word  may,  for  instance, 
contain  an  Excel  spread- 
sheet that  regularly 
queries  a  Microsoft  SQL 
server  for  data  from  every 
division  of  a  company. 
Would  the  Corel  savings 
cover  the  costs  of  de- 
installing one  kind  of 
software,  installing 

another,  converting  files, 
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testing  the  newly  programmed  system 
for  software  conflicts,  retraining?  And 
will  Corel  be  around  in  five  years? 

Microsoft,  for  its  part,  insists  its  new 
contracts  are  aimed  at  making  licensing 
agreements  simpler,  not  more  costly. 
"The  license  fee  has  remained  steady 
and  the  cost  of  using  the  license  has 
actually  come  down,"  says  Microsoft's 
Boit.  That's  true,  of  course,  for  compa- 
nies that  didn't  share  licenses  and  didn't 


have  many  employees  working  at 
home.  But  for  the  rest  of  its  customers, 
what  Microsoft  calls  its  rules  simplifica- 
tion really  amounts  to  a  rate  hike. 

Alexa  Bona,  research  analyst  with 
Gartner,  says  there  is  little  you  can  do 
to  cut  costs.  But  she  offers  a  few  tips 
for  keeping  your  Microsoft  bills  in 
check:  Try  to  get  Microsoft  to  agree 
not  to  change  the  terms  associated 
with  the  products  you  buy  Since  the 


terms  associated  with  specific  produc 
can  supersede  the  terms  in  the  basi 
license,  getting  Microsoft  to  agree  nc 
to  change  them  can  save  money. 

You  could  also  figure  out  how  fasi 
you  will  need  to  upgrade  your  softs 
ware.  If  you  can  go  two  years  withou 
upgrading,  don't  get  the  maintenan 
agreement.  "Short  of  that,"  says  Bona 
"just  understand  your  exposure  am 
budget  for  it." 


I 
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vard's  business  school,  got  to  knov. 
Harrah's  in  the  early  1990s  as  a  part 
time  instructor  for  the  company's  in 
house  executive  training  program 

Satre  felt  he  needed  outside  help  ii 
dealing  with  his  toughest  problem 
How  could  Harrah's  continue 
grow  in  an  industry  where  overal 
growth  was  flat?  He  enlisted  Lovei 
man  as  a  consultant. 

'Clearly,"  Loveman  explains,  "we 
had  to  think  differently."  Loveman 
rumpled  and  rotund,  helped  develof 
the  idea  for  a  sort  of  Frequent  Gam 
biers  program.  For  those  who  kep 


icniflMMci  A  dignified  corporate  lawyer  and  a  Harvard 
Business  School  prof  figure  to  shake  up  the  casino  business. 

The  odd  couple 


By  Seth  Lubove 

Harrah's  Entertainment  Inc.'s 
chairman  and  chief  executive,  Philip 
Satre,  is  nobody's  idea  of  a  gambling 
magnate.  A  former  corporate  lawyer, 
he  flashes  no  fat  diamond  rings  or 
gold  chains,  but  instead  prefers  char- 
coal suits  and  conserva- 
tive ties. 

But  wait  until  you 
meet  his  new  chief  oper- 
ating officer,  a  Harvard 
Business  School  associate 
professor,  no  less. 

Satre  recalls  the  tough 
decision  he  confronted 
when  he  put  daily  opera- 
tions of  the  20-casino 
chain  in  the  hands  of  a 
38-year-old  academic, 
Gary  Loveman,  one  of 
whose  claims  to  fame  was 
coauthorship  of  "A 
Comparison  of  Changes 
in  the  Structure  of  Wages 
in  Four  OECD  Coun- 
tries," among  other  dry 
academic  papers. 

Remembers  Satre:  "I 
couldn't  sleep  the  night 
before  the  meeting.  I  was 
doing  something  so  far 
off  of  what's  been  done 
in  the  industry,  I  thought 
they'd  think  I'd  lost  it." 

Loveman  agrees:  "It 
took  a  lot  of  testicular 
fortitude  to  go  to  the 
board  and  say,  'I'm  going 
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to  bring  in  a  guy  who  spent  the  last 
eight  years  in  academia  and  put  him 
in  charge  of  a  large  P&L  function.'" 

Actually  Satre  knew  what  he  was 
doing.  Loveman,  an  MIT-trained 
economist  now  on  leave  from  Har- 


Harrah's  Philip  Satre  (right)  and  Gary  Loveman 

Buttoned-down  chairman  is  gambling  on  the  Boston  academic. 


bming  back  to  its  casinos,  Harrah's 
;:gan  offering  aO  kinds  of  inducements. 
Aware  that  Harrah's  gets  over  80% 
tits  SI. 6  billion  in  revenues  from 
le  most  loyal  one-fourth  of  its  cus- 
tomers, Loveman  told  Satre  that  the 
nlv  way  to  grow  without  building 
em  casinos  was  to  exploit,  or  "entan- 
le,"  these  folks  to  a  greater  degree, 
liarrah's  is  gathering  more  personal 
liformation  about  its  customers — 
Heir  superstitions,  their  entertain- 
ment preferences,  whatever — and 
sing  it  to  entice  them  to  gamble 
norc  frequently  at  a  Harrah's.  For 
sample,  knowing  that  many  of  its 
>yal  customers  from  around  the 
Wintry  like  to  gamble  periodically  in 
enue-rich  Las  Vegas,  Harrah's  sends 
nem  discount  vouchers  and  other 
nticements  to  wager  at  Harrah's 
ithcr  than  at  competing  casinos. 

The  company  says  its  bottom  line 
.  already  benefiting  from  cross-prop- 
rtv  visits  by  loyal  Harrah's  gamblers, 
.hich  now   contribute  as  much  as 
8%  of  the  company's  gambling  rev- 
uues,  up  from  9%  in  1995,  and  as 
luch  as  34%  in  Las  Vegas,  up  from 
0%  in  1997. 
Pleased  with  Loveman's  ideas,  Satre 
>oppod  the  question  last  spring:  How 
bout  taking  a  leave  of  absence  from 
Harvard  and  becoming  my  chief  oper- 
ting  officer?  "I  said,  do  you  want  to 
each  all  your  life  or  feel  what  it's  really 
ikef"    Loveman    decided    that    for 
"5,000  stexk  options  and  a  likely  base- 
alary  of  over  $380,000  a  year  he'd 
ve  to  taste  life  on  the  other  side. 
Loveman  says  he's  got  his  work  cut 
ut  for  him  in  shaking  up  a  corporate 
rulture  that  has  traditionally  focused 
n  gambling  machines,  tables  and  so 
>n  <rather  than  on  pampering  cus- 
:omers.  As  a  way  of  highlighting  the 
:ontrast,  Loveman  showed  top  man- 
gers   a    videotape    of  the    highly 
•rchestrated  and  reverential  process 
if  delivering  chips  to  the  tables.  The 
joint:  Chips  get  more  respect  than 
ustomers.  "The  reaction  was  dis- 
comfort," Loveman  says. 
Loveman's  ultimate  goal  is  to  make 
i  ;the  customers  so  love  Harrah's  that 
( Ithey  eschew  visits  to  competing  casinos. 
Right  now  he  figures  that  Harrah's  gets 
only  26%  of  what  its  customers  spend 
in  casinos  overall.  "We  don't  have  to 
get  customers  to  play  any  more;  we  just 
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have  to  get  40  cents  out  of  their  dollar 
instead  of  26,"  he  says. 

To  make  sure  they  stay  with 
Harrah's  when  they  feel  a  bit  more 
extravagant,  Satre  plans  to  acquire 
Las  Vegas'  Rio  Hotel  &  Casino, 
paying  close  to  $900  million  in  stock 
and  assumption  of  debt  for  the  prop- 
erty. The  casino/hotel  is  well  known 
for  scantily  clad  cocktail  waitresses 
and    fancy    (by    Vegas    standards) 


restaurants.  It's  a  more  luxurious 
alternative  to  Harrah's  own 
casino/hotel  on  the  Strip  for  cus- 
tomers who  might  be  tempted 
instead  to  blow  their  winnings  or 
mourn  their  losses  in  one  of  the  Rio's 
15  restaurants  and  2  nightclubs. 

Brand  loyalty  for  a  chain  of  casi- 
nos? It's  a  great  opportunity  for  Gary 
Lovemen  to  test  out  his  Harvard 
Business  School  ideas.  mm 


■fluriMMM  Old  Ben  Graham  was  right:  Investor  sentiments 
swing  to  extremes.  Consider  the  case  of  Oxford  Health  Plans. 

Oxford's  anguish 

By  Rita  Koselka 

In  July  Oxford  Hf;alth  Plans  sent 
a  letter  to  doctors  saying  that  their 
fees  would  have  to  be  cut  and  that 
premiums  to  customers  would  rise. 
Two  weeks  later  the  company  an- 
nounced large  losses.  The  stock 
dropped  by  more  than  half,  from  $16 
a  share  to  $7. 

Here's  a  company  that  once  could 
do  DO  wrong.  As  recently  as  a  year  ago 
its  shares  hit  $80,  giving  the  company 
a  market  capitalization  of  well  over  $6 
billion.  Its  price/earnings  ratio  was 
near  60. 

Now  it  seems  Oxford  can  do  no 
right.  Yet  it  is  doing  many  things  nght. 
Norman  Payson,  50,  formerly  cbief 
executive  of  Healthsource,  was  recruit- 
ed in  February  to  clean  up  the  mess. 
He  quickly  saw  that  Oxford's  business 
model  simply  would  not  work — the 
very  model  that  had  won  it  such  favor 
in  the  stock  market.  Oxford  promised 
a  health  care  system  in  which  doctors 
would  get  their  usual  fees  and  patients 
could  pick  their  own  doctors.  It  would 
have  been  the  best  of  all  worlds,  but  it 
couldn't  work.  There  is  simply  no  way 
to  cut  medical  costs  unless  patients 
give  up  some  of  their  freedom  of 
choice  and/or  doctors  take  big  cuts  in 
fees.  Its  best-of-both-worlds  Freedom 
Plan  garnered  Oxford  2  million  mem- 
bers but  almost  broke  it.  The  result 
was  a  bookkeeping  nightmare  and 
writeoffs  that  sank  the  stock  and 
dumped  the  old  management. 

So  where  does  that  leave  Oxford? 


Oxford  chief  Norman  Payson 
It's  still  a  valuable  franchise. 


Payson  proposes  raising  premiums  by 
10%  on  average,  and  offering  a  range 
of  more  traditional,  restricted  HMO 
plans.  Says  Payson,  "Customers  who 
value  choice  and  want  a  premium 
product  will  pay  a  premium  price." 
That  doesn't  mean  Oxford's  stock  is 
worthless.  It  still  has  those  2  million 
members,  concentrated  in  affluent 
New  York  City,  Connecticut  and  New 
Jersey  areas.  Even  if  many  of  Oxford's 
customers  migrate  to  cheaper  Oxford 
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plans,  with  just  good,  simple  HMO 
economics,  it  should  be  a  profitable 
business. 

Dividing  Oxford's  current  market 
capitalization  of  $542  million  by  the 
number  of  members  places  a  dollar 
value  of  $271  per  customer.  Pacifi- 
Care, a  large  HMO  based  in  Santa  Ana, 
Calif,  has  3.7  million  members,  and 
the  stock  market  values  it  at  $760  per 
customer.  In  August,  Minnetonka, 
Minn. -based  United  HealthCare  an- 
nounced a  big  writeoff  and  the  cance- 
lation of  its  acquisition  of  Humana, 
and  saw  its  stock  drop  40%.  Yet  it  still 
has  a  value  of  $568  for  each  of  its  1 1 
million  members. 

Health  care  consultant  Douglas 
Sherlock  uses  a  somewhat  fancier 
method  that  takes  working  capital  and 
debt  into  account.  He  comes  up  with 
an  average  of  $691  per  customer  for 
the  industry  as  a  whole.  That's  the 
price  the  stock  market  puts  on  an  HMO 
customer.  His  calculations  put  Oxford 
at  $329  per  member.  Are  Oxford's 


customers  worth  only  half  what  the 
average  HMO  customer  is  worth? 

Okay,  Oxford  won't  be  able  to  keep 
all  its  present  customers.  Sherlock 
points  out  that  Oxford  has  already 
announced  it  is  curtailing  its  Medicaid 
and  Medicare  business,  a  move  that 
will  cost  it  half  a  million  customers. 
But  then,  several  other  big  hmos  are 
doing  the  same  and  also  stand  to  lose 
customers.  We  don't  know  how  many 
other  members  might  leave  Oxford, 
but  why  should  they  if  they  can't  get  a 
better  deal  elsewhere? 

"If  you  are  an  Oxford  beneficiary, 
they  have  85%  of  the  best  doctors  in 
the  New  York  metropolitan  area. 
There  aren't  a  lot  of  better  options," 
says  Cheryl  Skolnick,  health  care  ana- 
lyst with  Robertson  Stephens. 

Oxford  lost  $204  million  on  opera- 
tions in  the  first  half  of  this  year,  but 
Payson  has  cut  17%  of  the  work  force 
and  expects  to  make  more  cost  cuts, 
many  of  them  at  the  expense  of  doc- 
tors, who  will  have  to  accept  lower  fees 
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or  leave  the  system. 

To  stay  afloat,  Oxford  has  rai 
$710  million  from  investors  such 
Payson  himself  and  the  investm 
firm  Texas  Pacific  Group.  This  w    5 
inevitably  lead  to  dilution  of  curre 
shareholders'  equity.  How  much  dilj 
tion  is  uncertain  because  investc 
received  options  for  common  stod 
but  the  price  depends  on  the  mark 
value  next  April. 

Still,  a  customer  base  of  1.5  milli 
affluent  customers  is  not  to  be  snee: 
at.  If  it  can  keep  them — and  keep 
happy — Oxford  stands  to  make  mon 
from  them.  (Most  Internet  companil 
don't  make  money  either,  but  investc 
tend  to  value  them  by  the  number 
eyeballs  they  attract.)  Oxford  is  ru 
going  out  of  business,  and  Payson 
doing  all  the  right  things. 

Ben  Graham  was  right  on:  Invest 
always  go  to  extremes.  Oxford  w» 
never  worth  $6  billion  but  it  is  alma 
certainly  worth  more  than  $542  nu 
lion  now. 
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Death  to  the  cubicle! 


"Space  compression  is  really  hot  right  now,"  explains 
Rick  Mohr,  director  of  the  Advanced  Solutions  Team 
at  office  furniture  maker  Steelcase.  Physics?  Guess 
again.  Mohr  is  talking  about  "alternative  officing," 
the  latest  movement  in  the  $20  billion  office  furni- 
ture business.  Followers  believe  it's  the  most  radical 
redesign  of  office  space  since  the  1960s  invention  of 
the  three-walled  cubicle. 

Last  month's  second  annual  alt. office  Conference 
&  Exposition,  held  in  San  Jose,  Calif,  drew  thou- 
sands of  attendees  to  workshops  with  titles  like 
"Space  Anatomy"  and  "Cognitive  Resonance."  If  you 
missed  the  conference,  you  had  better  bone  up  on  the 
terminology — or  risk  sounding  like  the  dim-witted 
boss  in  a  Dilbert  cartoon. 


flo\U 


Free-range  teaming  Not  a  roasting  technique  but  a 
technical  word  defined  by  an  alternative  office  expert 
as  "the  freedom  of  movement  and 
expression  in  open  space  that  sup- 
ports a  collaborative  work  cul- 
ture." We're  not  sure  what  that 
means,  but  it  might  have  some- 
thing to  do  with  the  fact  that 
Monsanto  just  redesigned  its 
space  so  that  square  footage  for 
executives'  private  offices  is  cut  b\ 
more  than  half. 
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Hot-desking  Like  the  high  school  cafeteria,  space  is 
claimed  on  a  first-come,  first-served  basis.  Employees 
arrive  at  the  office,  select  from  available  wired  worksta- 
tions, plug  in  and  log  on.  Cisco  Systems  uses  this  one. 

Hoteling  Employees  book  reservations  for  office  space 
with  a  company  concierge,  who  then  assigns  the 
employee  to  a  workplace,  switches  the  phone  lines, 
wheels  out  employees'  personal  belongings — including 
college  diploma  and  photos  of  the  kids — and  slaps  the 
right  nametag  on  the  door.  Employees  "check  out" 
upon  departure.  Space  is  reserved  by  the  day  in  the 
hotel  model;  "motels"  allow  employees  to  reserve  by 
the  hour,  ktmg  Peat  Marwick,  Ernst  &  Young  and 
Andersen  Consulting  all  use  some  version  of  hoteling. 

Softwork  A  Silicon  Valley-inspired  office  format  that 
includes  a  lounge-y,  living-room-like  design  of  confer- 
ence and  team  space — the  furni- 
g      ture  equivalent  of  casual  Friday. 


Whiteboarding  Water  cooler,  updat- 
ed. The  exchange  of  ideas  in 
impromptu  meeting  places  like 
hallways.  Named  for  the  white- 
board, a  digital  Nineties  version 
of  the  blackboard. 

-Leigh  Gallagher  wm 
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With  the  aid  of 
jldman,  Sachs— and  at  the 

>nse  of  yield-seeking 
/estors— dealmeister  Leon 
3ck  bailed  himself  out  of  a 
;ing  position. 
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Matthew  Schifrin 

3  MATTER  HOW  IMAGINATIVELY  you 

ess  it  in  a  concept,  a  lousy  business  is 
11  a  lousy  business.  Al  Dunlap  found 
it  out  when  the  former  miracle  man- 
;er  tried  to  turn  Sunbeam,  a  house- 
ires  outfit,  into  a  growth  company, 
's  protege  Richard  Nicolosi  made  a 
nilar  discovery  at  Denver  based  Sam- 
nite  Corp.  Samsonite,  of  course, 
akes  luggage,  bike  housewares,  lug- 
ge  is  a  sluggish  business  beset  by 
eap  foreign  imports. 
Samsonite  ($740  million,  1998  rev- 
uies  was  acquired  out  of  bankrupt- 
in  1993  by  a  trio  of  New  York 
oanciers — Leon  Black,  Carl  Icahn 
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Nicolosi  (left) 
and  the  company's 
largest  shareholder, 
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Leon  Black 
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Black's  "Dunlap" 

turnaround  plan 
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backfired,  but  junk 
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bailed  him  out. 
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and  Leon  Coopcrman.  They  hired 
Nicolosi,  who  had  served  under 
Dunlap  at  Scott  Paper,  to  perform  a 
Dunlap  style  turnaround  of  the  com- 
pany (Forbes,  Mar.  24,  1997).  For  a 
while  it  worked.  Nicolosi  made  a  lot 
of  noise.  He  fired  thousands  of  work 
ers  a\m\  sent  out  press  releases  about 
how  he  would  raise  prices  and 
improve  margins.  Wall  Street  bought 
the  story,  and  the  stock  more  than 
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Through  Aug.  18.  .  Source:  Bloomberg  Financial  Markets. 

Sunbeam  fiasco  is  playing  with  much  less  fanfare  at  Samsonite.  The  differ- 
%    nee  is  that  Mike  Price  didn't  get  his  investors'  money  out,  and  Leon  Black  did. 


doubled,  to  around  $50.  In  early 
1997  Nicolosi  hired  Merrill  Lynch  to 
sell  stock  to  the  public.  Icahn 
unloaded  most  of  his  shares  at  the 
offering  at  $42,  and  Cooperman  later 
got  out  at  around  $50  a  share.  But 
Samsonite's  largest  shareholder, 
Apollo  Partners'  Leon  Black,  kept 
most  of  his  7.3  million  shares  repre- 
senting 36%  of  the  company.  Black, 
who  learned  his  trade  at  Drexel, 
Burnham  during  the  Michael  Milken 
days,  apparently  felt  that  Nicolosi 
could  take  the  stock  further. 

As  it  turns  out,  he  was  making  the 
same  mistake  that  fund  tycoon  Michael 
Price  made  at  Sunbeam:  He  stayed  too 
long  in  the  stock.  But  this  wasn't 
apparent  at  first. 

Nicolosi  continued  to  work  his 
magic.  He  stuffed  the  distribution 
channels  by  calling  customers  at  the 
end  of  each  quarter  offering  to 
extend  credit  by  90  days  if  they 
would  place  large  orders.  Samsonite 
dumped  inventory  into  its  own 
nearly  200  retail  stores,  offering  suit- 
cases at  close-to-wholesale  prices  to 
the  public. 

For  a  while  it  worked.  For  the  nine 
months  ended  Oct.  31,  1997  Sam- 
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sonite  earned  $1.71  per  share,  com- 
pared with  a  loss  of  87  cents  in  the 
same  period  in  1996.  The  stock 
peaked  at  $53  in  October  1997. 

Came  the  reckoning.  Wholesale  cus- 
tomers were  miffed  by  the  cheap  sales 
at  $amsonite,s  retail  stores,  and  new 
products  didn't  live  up  to  expectations. 
$amsonite's  stock  began  to  drift  down 
into  the  30s,  and  in  January  of  1998 
Leon  Black  and  his  partners  hired 
Goldman,  $achs  to  sell  the  company. 
No  suckers  appeared. 

Never  a  one  to  take  a  loss  when  he 
could  unload  on  the  public,  Leon 
Black  went  to  the  junk  bond  market 
for  a  bailout.  He  and  advisers  Gold- 
man, $achs  devised  a  stock  buyback 
plan  that  would  redeem  up  to  half  of 
$amsonite's  outstanding  stock  at  $40 
per  share,  a  38%  premium  over  Sam- 
sonite's  market  price.  On  the 
strength  of  extremely  optimistic  cash 
flow  projections,  $amsonite  was  able 
to  foist  on  the  public  $525  million 
worth  of  junk  securities  to  finance 
the  recapitalization;  the  bonds  and 
preferred  stock  offered  tantalizing 
yields  ranging  from  10%%  to  13%%. 
In  June  Black  sold  3.8  million  of  his 
shares  back  to  the  company,  which 
paid  him  with  proceeds  from  the 
junk  offering. 

Good  timing  for  Black.  In 
August — less  than  two  months 
later — $amsonite  announced  that 
because  of  computer  problems  and 
excess  inventory  levels  among  retail- 
ers, its  second-quarter  results  would 
be  dismal.  Instead  of  the  projected 
$22  million  in  cash  flow,  $7  million 
would  be  more  accurate.  It  was  eerily 
similar  to  $unbeam's  surprising  dis- 
appointment last  spring.  The  stock 
dropped  to  a  low  of  $5.75  per  share. 
Those  junk  bonds  fell  to  around  80 
cents  on  the  dollar. 

Let's  review  the  bidding:  Black 
and  his  partners  invested  $250  mil- 
lion to  buy  the  conglomerate  that 
owned  $amsonite.  $o  far,  among 
them  they  have  taken  out  at  least 
$308  million  in  cash  and  still  own 
stock  in  Samsonite  and  another 
holding,  U.$.  Filter  Corp.,  worth 
$375  million  combined.  "1  hank  you, 
Leon  Black.  Thank  you,  Goldman, 
$achs.  Thus  do  the  unscrupulous 
rich  get  richer  while  the  unsuspect- 
ing public  gets  poorer.  Hi 
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A  letter  to  Forbes  readers 

The  safest  form  of  journalism  is  the  two-handed  sort:  On-the-one- 
hand-this/on-the-other-hand-diat.  Give  exposure  to  both  sides,  but 
don't  let  the  reader  know  what  the  writer  really  thinks.  That's  certainly 
useful,  but  it's  not  Forbes'  style*.  Drawing  on  81  years  as  a  friendly  critic 
of  capitalism,  we  feel  qualified  to  render  judgments  as  well. 

Not  for  the  first  time — or  the  last — this  outspokenness  has  landed  us 
in  a  controversy.  The  folks  who  run  ibm's  Lotus  Development  Corp.  are 
fighting  mad  over  "The  decline  and  fall  of  Lotus"  in  our  Aug.  10  issue. 
We  said  that  Microsoft  is  eating  Lotus'  lunch  and  conclude  that  IBM's 
$3.2  billion  purchase  of  Lotus  will  turn  out  badly  for  the  computer  giant. 

Lotus  has  mustered  an  aggressive  counterattack.  You  can  check  it  on 
the  Lotus  Web  site,  www.lotus.com.  Lotus  Chief  Executive  Jeffrey 
Papows  and  his  aides  fired  off  voluminous  and  angry  E-mails  to  us 
and  urged  the  company's  friends  and  supporters  to  do  the  same.  We 
suspect  that  at  least  one  of  our  sources  was  subjected  to  arm-twisting  by 
Lotus  people  after  the  article  appeared. 

Lotus  has  demanded  a  retraction.  There 
will  be  none.  We  stand  by  the  article,  con- 
vinced that  it  was  accurate  and  fair  com- 
ment. Daniel  Lyons  is  an  experienced  com- 
puter journalist.  He  conducted  66 
interviews.  His  facts  were  checked  indepen- 
dendy — as  Forbes  stories  always  are — by 
our  research  staff.  The  article  was  vetted 
both  by  me  and  by  our  rnanaging  editor. 
On  re-checking,  we  found  no  substantive 
errors  and  only  a  few  minor  ones.  We  said 
30  of  the  50  largest  U.8.  corporations  have 
standardized  on  Microsoft  Exchange;  the 
correct  figure  is  26.  We  reported  that 
Infolmage  now  does  business  with 
Microsoft,  finding  it  significant  that  this 
longtime  Lotus  partner  now  deals  with 
both  sides.  Perhaps  we  should  have  added 
that  it  still  does  most  of  its  business  with 
Lotus.  But  these  minor  slips  in  no  way  undermine  the  storv.  Where 
Lotus  executives  have  challenged  us,  they  are  really  objecting  to  our 
interpretations.  ($ee  Lotus  letter  on  p.  26.) 

In  an  interview  with  another  publication,  after  our  article  appeared, 
Lotus'  chief  executive  described  the  race  between  his  Notes  and 
Microsoft's  Exchange  as  ua  two-horse  race  and  we're  neck  and  neck." 
But  in  our  view  this  is  about  momentum,  not  about  comparative  num 
bers.  Coming  from  way  behind,  Microsoft  Exchange  has  made  big 
gains  and,  in  die  first  quarter  of  1998,  outsold  Notes  for  the  first  time 
ever.  Lotus  has  conceded  it  is  not  making  its  numbers  this  year,  and 
recently  reorganized  its  North  American  operations. 

Our  readers  pay  us  to  keep  them  ahead  of  die  fast-moving  informa- 
tion curve.  This  means  doing  our  homework  and,  when  we've  done  it 
thoroughly,  caking  a  gutsy  stand.  A  good  amount  of  flak  goes  with 
that — lawsuits,  threatened  loss  of  advertising  and  other  pressures. 
We're  willing  to  pay  that  price  for  the  privilege  of  calling  the  shots  as 
we  see  them. 

James  W.  Michaels 
Editor 
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HOW  DOES  IT  FEEL?  ^  ''^'e  more  relaxed  than  the  rest  of  the  week; 

More  open  to  your  own  interpretation  of  the  wa) 
things  should  be?  Without  a  doubt,  this  is  a  da^ 
that's  somehow  different;  a  bonus  that  ranks  right  up  there  with  the  last  day  of  school  and  < 
free  round  of  golf.  But  the  character  of  a  Saturday  isn't  so  much  related  to  its  position  at  thi 
end  of  the  work  week  as  to  thBttt  that  it  remains  so  gloriously  undefined.  Every  other  day  r 
filled  with  a  certain  expectation]! "Saturday  comes  with  nothing  but  possibility. 


WE'RE  PROUD  TO  SAY 

you'll  find  more  than  a  few  similarities  between 
the  average  Saturday  and  the  average  day  in 


ALABAMA. 


People  here  are  a  little  friendlier,  traffic  is  a  little  lighter,  the 
seasons  a  little  warmer.  And  much  like  a  Saturday,  this  state 
operates  from  a  slightly  different  set  of  priorities,  making 
conditions  perfect  for  just  about  anything.  Case  in  point: 
Mercedes-Benz  chose  Alabama  as  the  place  it  would  produce 
its  new  M-Class  All  Activity  Vehicle  because  our  state  fit  critical 
site  selection  parameters  perfectly.  Alabama  offered  an  ideal 
pro-business  environment,  a  solid  infrastructure,  proximity  to 
major  universities,  even  workforce  recruitment  and  training. 
But  the  newcomers  quickly  realized  there  was  something  more 
to  this  state.  There  was  a  distinctive  attitude  toward  living 
that  would  prove  to  be  an  important  advantage  to  the  new 
operation.  Alabama  is  a  naturally  beautiful  state  where  people 
still  believe  in  family,  honest  work  and  loyalty.   Those  values 
have  translated  to  an  enviable  way  of  life  and  a  refreshing 
change  for  a  lot  of  people  who  now  call  Alabama  home.  We'd 
like  you  to  see  things  from  their  point  of  view: 


*9y9*m*.z 


He  ShakespeareTheater  in  AlorfjoMery  is  the  I  I  Riverrhase  Qall&ia  BLrJZu^^^^^ 
onlyhmeruan  theater  invited  to  HytheH^  ||  under  vkss -feature +L ™m  \shoPP'^city 
7  EhjWj  Royal  SkkeSpeare  Company.  3         ^'"5  **  grid's  latest  £$£ 


in  the  move 


ment  tot  racv 


fcattsS? 


Ihe  Original  AWi  Oras 
Celebration  started  in  Mobile  in  pi- 


WORKING 


SSKUSSS^ 


MERCEDES-BENZ  AND  SUPPLIERS  WITH  ALABAMA  OPERATIONS 
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TOGETHER. 


•  Rehau  Industries,  a  German  polymer  manufacturer,  supplies  front! 
and  rear  bumper  systems,  as  well  as  other  parts  for  the  new  Mercedes] 
M-Class-vehicle.  Many  of  the  vehicle  components  shipped  to  Mercedes\ 
from  its  386,000  square  foot  plant  In  Cullman,  Alabama  arrive  fully  assembled. 

•  Complete  seat  and  overhead  systems  for  the  Mercedes  M- Class  vehicle  are  produced 
and  supplied  by  Johnson  Controls,  which  recently  began  operation  of  a  new  60, 000 
square  foot  facility  in  Cottondale,  Alabama,  Like  all  Mercedes  suppliers,  Johnson 
Controls  utilizes  a  "just  in  time,  just  in  sequence"  production  method. 

German  manufacturer  ZF  Industries  produces  complete 
front  and  rear  axle  systems  for  the  M-Class.  Its  new  $20 
million  Tuscaloosa,  Alabama  facility  now  employs  about 
200  people  largely  recruited  and  trained  by  Alabama  Industrial 
Development 


As  Mercedes-Benz  U.S.  International  began  making  plans  fc 
start-up,  the  German  automaker's  first-tier  parts  suppliers 
scrambled  to  begin  operations  of  their  own  in  the  Southeasl 
Most  were  unprepared  for  the  high  quality  of  the  workforce 
and  the  sheer  amount  of  cooperation  they  found  in  Alabamal 
Perhaps  most  impressive  was  the  effectiveness  of  Alabama] 
Industrial  Development  Training  (AIDT),  the  state  program 
that  works  with  industries  starting  up  or  expanding  within 
Alabama  to  provide  recruitment  and  employee  training. 
Johnson  Controls'  Howard  Whisenant  talks  about  the 
Alabama  workers  hired  through  AIDT:  "They've  done  an 
excellent  job.  We  are  very  pleased  with  the  people  we've 
hired  and  the  job  they're  doing  as  we've  worked  toward 
the  goal  of  getting  our  plant  up  to  full  speed  to  begin 
supplying  Mercedes.  The  work  ethic  is  very  good."  Another 
thing  the  freshly  transplanted  residents  didn't  expect? 
Their  new  Southern  locale  turned  out  to  be  one  of  the  mosj 
inviting  places  to  live  and  play  many  of  them  had  ever  seerl 
Rehau  Industries'  Sung  Yang  offers  this:  "The  highways  are  j 
full  of  trees!  Every  time  you  get  on  a  highway,  it  looks  like 
you're  going  on  vacation..  I've  started  playing  golf,  and  l'm| 
getting  addicted  to  it."  ZF  Industries'  Project  Manager, 
Robert  Paton,  says  his  family  also  enjoys  Alabama's  recre- 
ational opportunities.  "The  number  of  things  to  do  here  is 
incredible.  The  leisure  activities,  the  sports  and  clubs... 
we've  been  to  the  Space  and  Rocket  Center  three  or  four 
times-the  kids  loved  it." 


*  -MERCEDES-BENZ  U  S  INTERf^ 


(  ' 


«3&2**,- 


■  near  Q, 


"rtersvi/k. 


u 


People  here  are  so 

WARIVKancT 


as  my  ream  mumuui  responsrore  iui  iiidMiidiiiiiiy  uiu 
Mercedes-Benz  fleet  of  M-Class  press  vehicles,  Pforzheim, 
Germany  native  and  Alabama  transplant  Arthur  Rieger 
has  stayed  busy  since  he  joined  the  Mercedes-Benz  U.S. 
International  operation. 


FRIENDLY. 


My  family  and  I  felt  right  at  home  ffff 
IMMEDIATELY. 


Arthur  Rieger,  Mercedes-Benz  U.S.  International 


-OS*-*-* 


But  everybody  eventually  gets  time  off,  and  he  and  his  family  J 
found  Alabama  to  be  more  than  they  anticipated.  Says 
Rieger,  "There  are  so  many  things  to  do  if  you  want  to  go 
out,  and  at  the  same  time  it  can  be  very  peaceful  if  you 
want  to  relax."  Arthur's  family  was  also  surprised  by  the 
natural  beauty  here.  "The  beaches  are  very  nice.  Gulf  Shores 
is  beautiful.   I've  been  to  France,  Spain  and  Africa,  and  I've 
never  seen  white  beaches  like  Alabama's."  He's  right.  We're 
home  to  some  of  the  most  beautiful  beaches  in  the  world, 
as  well  as  the  lush  green  of  the  Appalachian  foothills  and 
the  cosmopolitan  swagger  of  major  cities.  It's  a  place  with 
tropical  springs  and  summers,  blazing  fall  foliage,  even  the 
occasional  winter  snow. 

In  short,  Alabama  is  gorgeous.  But  Alabama's  beauty 
goes  well  beyond  looks.  It  boasts  a  cost  of  living  among 
the  lowest  in  the  nation,  and  claims  one  of  America's  leading 
centers  for  medical  research,  as  well  as  several  highly  regarded 
schools  and  universities.  This  is  easily  one  of  the  more 
diverse  places  you'll  come  across.  People  become  accus- 
tomed to  its  awesome  beauty  and  the  gracious  Southern 
lifestyle  which  is  so  prevalent.  It  certainly  made  an  impression 
on  Arthur  Rieger.  In  his  own  words,"Living  here  is  very 
relaxing,  and  there's  not  a  lot  of  stress.  My  whole  family  likes 
Alabama  very  much." 


^tfeiv 


It  seems  the  folks  from  Mercedes  and  its  suppliers  have  discovered  something  really  special  in  Alabama. 
And  they're  not  the  only  ones.  In  fact,  there  are  more  people  around  than  ever  who  think  Alabama  is 
a  great  place  to  be.  Come  here  for  even  a  quick  visit,  and  you'll  start  to  see  exactly  what  we  mean. 
Just  take  a  day  to  drive  from  one  end  of  the  state  to  the  other.  Dig  your  toes  into  the  sand,  have  some 
lunch  and  visit  for  a  while.  Around  dark,  head  to  the  top  of  the  nearest  mountain,  breathe  deeply  and 
stare  up  at  the  million  little  diamonds  in  a  sky  that's  not  quite  black  and  not  quite  blue.  Let  the  silence 
wrap  around  you  like  a  blanket.  If  you're  not  already  smiling,  you  will  be,  because  this  place  is  nice. 
You  might  even  get  used  to  it. 

Alabama.  Were  Moving  Here. 

Economic  Development  Partnership  of  Alabama  •  800-276-3372    Fax:334-223-5714    E-Mail:  info@edpa.org 

PHOTOCREDITS  Geoff  Knight  Photography,  Barry  Fikes  Photography,  and  the  Alabama  Bureau  of  Tourism  and  Travel.  Copyrighted  material  reprinted  with  permission  of  Plastics  News  from  its  March  10, 1997  issue. 
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Teaching 
"loads11  are  a 
joke  on  most 
campuses. 
At  elite  insti- 
tutions, they 
are  hilarious. 


One  OF  rat:  big  stories  of  1997  was  the 
outbreak  of  "mad  cow"  disease.  Even 
more  astonishing  was  an  outbreak  of  sanity 
in  one  of  the  most  unlikely  places — the  aca- 
demic world. 

James  F.  Carlin,  chairman  of  the  Massa- 
chusetts Board  of  Higher  Education,  has 
attacked  the  most  sacred  of  all  the  sacred 
COWS  of  academia:  tenure,  faculty  control, 
light  teaching  schedules,  and  the  "publish 
or  perish"  mania.  He  also  thinks  that  using 
search  committees  to  pick  university  presi- 
dents virtually  guarantees  that  people  with 
convictions  and  backbone  will  be  passed 
over  in  favor  of  people  who  don't  rub  anv 
campus  constituencies  the  wrong  way. 

Although  tenure  is  supposed  to  produce 
academic  freedom,  what  it  too  often  pro- 
duces, according  to  Carlin,  is  arrogance. 
Whatever  the  justification  for  tenure  when  it 
became  a  big  issue  back  around  the  time  of 
the  First  World  War,  Carlin  points  out  that 
all  the  laws  now  on  the  books  against  unjus- 
tified firing  of  employees  in  general  make 
firing  a  professor  for  expressing  unpopular 
opinions  much  less  of  a  danger  to  academic 
freedom  today. 

Combined  with  so-called  "faculty  self 
governance,"  tenure  produces  the  deadly 
combination  of  decision-making  power 
without  accountability  for  the  conse- 
quences.  In  no  other  institution  anywhere 
are  large  numbers  of  people  able  to  make 
decisions  without  being  subject  to  being 
fired  (or  even  demoted)  for  being  wrong. 

The  unaccountability  of  the  faculty  means 
that  college  and  university  presidents  can 
likewise  escape  accountability  to  a  large 
extent  by  saying  "our  hands  are  tied"  by 
faculty  control  of  all  the  key  decisions  on 
hiring,  curriculum,  and  many  other  policies, 
ranging  in  some  cases  to  how  the  institu- 
tion's endowment  is  invested. 

Professors'  teaching  "loads"  are  a  joke  on 
most  campuses.  At  elite  institutions,  they 
are  hilarious — except  perhaps  to  those  who 
pay  the  inflated  costs  that  result. 

Even  at  the  lowest  academic  prestige 
level — the  community  colleges — Carlin 
points  out,  in  Massachusetts  the  union  con- 


tract limits  professors  to  1 5  hours  per  week 
in  class,  for  32  weeks  a  year.  That  is  3  hours 
a  day  with  a  20-week  vacation  to  rest  up 
from  such  labors. 

Yet,  at  most  prestige  universities,  any 
attempt  to  impose  a  teaching  load  that  is 
even  half  of  that  would  be  greeted  with  out- 
rage. I  never  spent  as  much  as  seven  and  a 
half  hours  a  week  in  a  classroom  when  I  was 
a  hill-time  faculty  member  at  Cornell, 
U.C.L.A.  or  Amherst. 

One  of  the  rationales  for  such  fleeting 
appearances  in  class  is  that  research  is  expect- 
ed under  "publish  or  perish"  principles.  No 
doubt  such  research  is  very  important  in 
medicine,  engineering,  science  and  some 
other  fields.  But  this  should  not  provide  a 
blank  check  for  many  other  academic  fields 
where  huge  outpourings  of  writings  contain 
little  of  value  to  anyone  but  the  authors. 

"Based  on  confidential  conversations  with 
professors  and  college  presidents,"  James 
Carlin  concludes  that  at  least  half  the 
research  outside  the  hard  sciences  is  "a  lot 
of  foolishness."  In  some  fields,  especially  in 
education  and  various  ethnic  and  feminist 
"studies,"  drivel  is  the  norm. 

As  an  outsider,  Carlin  was  wise  to  seek  the 
views  of  people  who  have  seen  academia  from 
the  inside — and  especially  to  seek  it  confiden- 
tially. Professors  themselves  know  what 
abuses  and  corruption  abound  in  academia, 
but  they  are  very  unlikely  to  say  so  in  public. 

A  confidential  survey  among  the  faculty 
would  turn  up  many  courses  and  even 
w  hole  departments  whose  contributions 
and  academic  standards  are  worthless  at 
best.  Moreover,  if  this  information  came 
from  professors,  it  would  undermine  the 
inevitable  defense  that  outsiders  don't  really 
understand  the  academic  world. 

Those  who  have  sought  to  discredit  what 
Carlin  said  have  resorted  to  the  empty  conde- 
scension of  words  like  "oversimplified"  and 
"distorting  the  issues."  These  are  fashionable 
ways  of  seeming  to  argue  without  having  to 
advance  a  single  fact  or  a  single  step  of  logic. 

Whatever  the  outcome  of  James  Carlin's 
attempt  to  restore  some  sanity  and  account- 
ability to  the  Massachusetts  state  college 
system,  it  is  heartening  to  see  trustees  actu- 
ally behaving  as  if  they  have  a  trust  to 
honor,  even  if  it  makes  them  unpopular. 
The  likelihood  that  the  academic  world  will 
reform  itself  from  within  is  about  the  same 
as  the  likelihood  that  the  Mafia  will  decide 
to  go  straight.  m 


Dr.  Thomas  Sowell  is  an  economist  and  a  senior  fellow  at  the  Hoover  Institution  in  Stanford,  Calif. 
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1800  —    Where  would  the  Nasdaq  composite  index  be  without  Microsoft  and  Intel? 

-  Nasdaq  is 
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By  Peter  Brimelow 

Way  back  in  1979  mit  Nobel  laureate  economist  Franco  Modigliani  and  finance  professor  Richard 
Cohn  (now  of  the  University  of  Hartford),  coauthored  a  famous  Financial  Analysts  Journal  article. 
They  argued  that  the  stock  market,  then  dawdling  at  100  on  the  s&P  500,  was  seriously 
undervaluing  earnings.  In  reality,  argued  Modigliani  and  Cohn,  the  market  should  have  been  closer 
to  200. 

They  were  right.  So  we  listen  to  these  guys. 

Recently  Cohn  suggested  to  us  that  we  look  at  what  the  Nasdaq  composite  index  would  look  like  if 
we  deflated  it  by  removing  the  effect  of  Microsoft.  The  Nasdaq  index  reflects  the  market  capitalization 
of  all  its  5,355  listed  companies.  Microsoft  first  listed  in  1986,  when  it  was  worth  about  0.4%  of  the 
index.  Now  it's  worth  an  astonishing  12%.  We  threw  in  Intel  (in  1984  at  1.5%,  now  6.8%)  for  good  mea- 
sure. (See  chart.) 

Microsoft's  dominance  underscores  the  extent  to  which  the  Nasdaq  is  no  longer  an  index  of  small- 
capitalization  stocks  but  now  reflects  a  handful  of  major  technology  players.  This  exposes  those  money 
managers  trying  to  operate  in  the  area  of  small-cap  stocks  to  a  "tracking  error" — they  are  being  mea- 
sured against  the  wrong  thing.  With  an  effect  of  this  magnitude,  it's  even  possible  to  reverse  the  direc- 
tion of  the  index,  which  happened  in  this  year's  second  quarter — without  Microsoft  and  Intel,  the  Nasdaq 
would  actually  have  been  flat. 


Microsoft's  1986  weight  in  Nasdaq:  0.4% 
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Cohn's  comments:  The  effect  of  missing  just  a  couple  of  stocks  can  be  dis- 
istrous.  Investors  have  to  diversify  in  the  face  of  this  sort  of  disparity — not 
Dnly  buying  a  range  of  stocks  but  also  readjusting  their  portfolios  accord- 
ng  to  changes  in  market  capitalization —  i.e.,  success.  Those  people  who 
;hied  away  from  buying  Microsoft  or  Intel  because  they  were  "too 
.wpensive"  would  have  lost  a  great  deal:  Since  1991,  Cohn  points  out, 
he  Nasdaq  without  Microsoft  and  Intel  has  underperformed  the 
Nasdaq  with  the  two  standouts  by  2.3%  a  year. 

Although  Cohn  advises  trend- following,  he  still  keeps  an  eye  on 
x>ssible  major  turns.  When  we  spoke  to  him  last  spring  (Forbes, 
May  5,  1997),  he  thought  the  market  was  overvalued,  but  not 
icessively. 

Now  the  market  is  higher  by  260  points  on  the  s&P  500. 
rVnd  Cohn  says  that  a  rate-of-return  model  he's  developed 
br  Hartford-based  securities  firm  Harris  Capital  Advisors 
uggcsts  to  him  that  a  "rationally  correct  value"  for  the 
S&P  500  should  be  around  835. 

In  other  words,  at  1090  it's  overvalued  by  some  23%. 

But  rationality  will  prevail  only  in  the  long  term. 
kI  actually  think  the  market  will  hit  another  high 
jefore  the  year  is  over,"  Cohn  warns.  "Lord 
Keynes  put  it  nicely:  'Nothing  is  more  suici- 
dal than  a  rational  investment  policy  in  an 
rrational  world.'"   Hi 
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'Through  Aug.  7. 

Source:  Michael  Shokouhi,  Nasdaq  market  information  specialist.  Calculations  of  Nasdaq  composite  index  without  Microsoft  and  Intel  by  Ed  Rubenstein. 
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HOW      WE'RE      DOING      THE      IMPOSSIBLE:       GIVING 
OFFICE      EQUIPMENT      SALES      REPS      A      GOOD      NAME. 


Danka  competes  with 
Xerox,  the  people  synony- 
mous with  the  copying 
business.  So  how  can  we 
possibly  compete?  By  not 
copying  them. 

( )ur  approach  to  sales 
isn't  based  on  teams,  tech- 
niques or  tactics.  It's  based  on 
empathy  —  putting  ourselves  in  our 
clients'  shoes  and  understanding  their 
operations.  We  listen  closely  to  our 
clients,  analyze  their  businesses,  then 
recommend  the  hest  equipment,  systems 
and  support  to  maximize  productivity, 
efficiency  and  cost  effectiveness. 

We  call  it  being  customer  advocates. 
You'll  call  it  having  someone  you  can 
trust  to  find  you  the  hest  ways  to  get 
things  done.  And  done  well. 

One  X?e,  doe?  not  lit  ail. 

With  Xerox,  you  only  get  Xerox 


equipment.  Which  is 
fine  if  you  think  they 
have  all  the  answers. 
Danka  doesn't 
believe  anyone  has  a 
monopoly  on  good 
ideas,  so  we  choose  the 
best  analog  and  digital 
copiers,  printers  and  fax 
machines  from  Kodak,  Hewlett- 
Packard,  Toshiba,  Canon,  Minolta, 
OmniFax  and  more. 

Rather  than  rely  on  just  one  source, 
we  select  the  best  equipment  from 
around  the  world. 

Danka  can  provide  you  the  very  latest 
technology  along  with  a  relationship 
built  on  empathy.  We  do  business  this 
way  because  we  believe  it's  always  in 
our  best  interest  to  look  out  for  yours. 
May  we  try  on  your  shoes? 
Call  1-800-OK-DANKA.  ■ 


DANCA 

Qua.  bu5tfie,»  15  impix/vlna  uowv5! 


www.danka.com 


Kodak  Chief  Executive  George  Fisher 
Layoffs  are  his  last  option,  not  his  first. 


First,  Kodak's  George  Fisher  was  a  hero, 
then  he  was  a  bum.  Now  it  looks  like 
the  first  judgment  was  the  correct  one. 

Vindication 


By  Subrata  N.  Chakravarty  with  Joanne  Gordon 


Eastman  Kodak  Co.  Chief  Executive 
George  Fisher,  57,  leans  back  in  his 
chair,  relaxed.  Kodak  has  just  an- 
nounced its  second-quarter  earnings, 
which  far  exceeded  analysts'  expecta- 
tions. Wall  Street  responded  by  bid- 
ding up  the  stock  17%  in  just  three 
days,  to  over  $86.  For  the  first  half  of 
1998  Kodak  earned  S720  million,  up 
39%,  from  $517  million  in  the  same 
period  last  year.  Earnings  per  share 
rose  43%,  to  $2.20.  Though  the  1998 
showing  is  impressive,  it  conies  as  a 
bounce-back  from  a  terrible  1997, 
when  earnings  went  from  $3.82  a 
share  in  1996,  to  only  one  penny  a 


share  (after  charges)  for  all  of  1997. 

Is  it  for  real  this  time?  Few  big  com- 
panies have  disappointed  investors 
more  in  recent  years  than  this 
Rochester,  N.Y.-based  $15  billion 
(revenues)  photographic  giant.  Says 
FAC/Equities  analyst  Peter  Enderlin: 
"People  were  really  beginning  to 
question  whether  he  [Fisher]  could 
turn  the  company  around." 

When  Fisher,  who  has  a  Ph.D.  in 
applied  mathematics  from  Brown 
University,  left  the  chief  executive  job 
at  Motorola  for  the  top  job  at  Kodak 
in  1993,  the  company  had  gone 
through  almost  a  decade  of  job  buy- 


outs, layoffs  and  restructurings. 
Morale  was  lousy.  Fisher  surprised 
everyone  by  calling  a  halt  to  the  head- 
count  reductions.  "I  think  you  resort 
to  layoffs  as  a  failure,"  he  says.  Yes, 
Kodak  was  going  to  shed  some  busi- 
nesses, but  Fisher  hoped  that  the 
remaining  ones  would  grow  suffi- 
ciently to  make  major  personnel 
reductions  unnecessary. 

His  biggest  move  was  simplicity 
itself.  Almost  afraid  to  compete  in  its 
basic  business — photography— pre - 
Fisher  Kodak  had  diversified  all  over 
die  place — into  pharmaceuticals,  office 
equipment,  batteries.  Fisher  told 
employees  that  images,  not  aspirin, 
were  their  business,  and  that  long- 
feared  digital  imaging  was  an  ally — not 
an  enemy.  He  pointed  to  the  huge 
potential  of  emerging  markets  like 
China  and  India  (Forbes,  "How  an 
outsider's  vision  saved  Kodak,"  Jan. 
13,  1997).  Out  went  such  businesses 
as  Sterling  Drug,  clinical  diagnostics 
and  household  products,  like  Lysol. 
Using  that  money,  Fisher  cut  Kodak's 
debt  from  some  $7  billion  to  well 
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Daniel  Carp,  Kodak  president 
New  products  boost  earnings. 
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under  $1  billion.  For  three  years,  sales  and  earnings  grew 
steadily,  and  Fisher  was  hailed  as  a  hero. 

Then  disappointment  struck.  In  the  spring  of  1997 
archrival  Fuji  Photo  Film  Co.  challenged  Kodak  to  a  price 
war  in  photographic  film.  Kodak  refused  the  challenge  and 
held  prices  steady.  It  lost  market  share  in  the  U.S.,  drop- 
ping from  an  estimated  69%  to  65%. 

With  a  weaker  yen,  Fuji  could  afford  to  cut  prices;  Kodak 
couldn't.  As  a  U.S. -based  company  that  gets  half  its  sales 
and  earnings  from  abroad,  Kodak  suffered  as  the  dollar 
grew  stronger.  Chief  Financial  Officer  Harry  Kavetas  esti- 
mates that  the  strength  of  the  dollar  cost  Kodak  $558  mil- 

The  hero-to-goat-to-hero  syndrome 


§  lion  in  revenues  and  close  to  5. 
cents  per  share  in  1997,  ann 
only  slightly  less  in  1998,  base«j 
on  June  exchange  rates. 

Fisher's  luck  went  bad  jusi 
about  everywhere.  In  Kodak':;;  | 
growing  digital  business,  al 
kinds  of  things  went  wrong 
Prices  on  CD-ROM  discs  col 
lapsed,  dropping  from  $5  at  thtii 
beginning  of  1997  to  about  $1 
today.    Kodak    also    invested 
more   than   planned   on   the    ke 
Internet.  Result:  a  $440  million 
loss  in  digital. 

Had  Fisher  not  tried  so  hare 
to  avoid  layoffs,  the  combina 
tion  of  bad  blows  might  have 
been  cushioned.  He  had  hopec 
to  work  overhead  costs  down  gradually,  increasing  revenues 
enough  to  avoid  layoffs. 

Last  year  Fisher  took  a  lot  of  abuse.  Where  was  tha 
vaunted  turnaround?  Was  he  all  talk  and  no  action?  In  the: 
end,  he  acted.  Last  fall  Fisher  said  that  19,900  jobs  woulc 
be  eliminated  over  two  years — a  20%  overall  reduction  in 
head  count.  Combined  with  asset  sales  and  other  cost 
reductions,  overall  costs  would  be  reduced  by  $  1  billion  a 
year  when  the  program  ended.  In  the  intervening  year  he 
has  gotten  halfway  there,  with  9,000  jobs  eliminated 

Gone,  too,  are  a  good  many  top  managers.  Heads  of 
three  of  the  largest  operating  units — consumer,  profession 
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Kodak  ousts 
Chief  Executive 
Kay  Whitmore, 
taps  Motorola's 
George  Fisher. 
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1994 

Sale  of  clinical 
diagnostic,  drug 
and  Lysol  units 
slashes  debt  by 
$7  billion. 

Fisher  speeds 

development 

of  Advantix  camera 

and  film,  which  use 

digital  technology 

for  better 

snapshots. 
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1995 

Fisher's  vision  for 
digital  future  takes 
hold.  Spending  on 
digital  technology 
takes  off  in  all 
divisions. 

Successful  launch 
of  Fun  Saver, 
first  sleek  dispos- 
able camera. 
Copycats  follow. 
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1996 

Kodak  sells  sales 
and  servicing  arm 
of  copier  business. 

Advantix  hits 
stores.  Demand 
exceeds  supply- 
no  cameras 
fcr  Christmas. 
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1997 

Fuji  film  price  war, 
strong  dollar, 
uncontrolled 
spending  on  digital 
cost  Kodak  market 
share  and  some 
$600  million. 

Fisher  reacts  with 
20,000  layoffs  and 
promises  to  reduce 
costs  $1  billion 
by  1999. 
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1998 

Joint  ventures  with 
Sun  Chemical, 
Intel,  AOL. 

New  digital 
cameras  draw  raves 
from  amateur, 
professional 
photogs. 

Earnings  exceed 
estimates. 
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Despite  three  strong  years,  a  dismal  1997  cast  Kodak's  George  Fisher  as  a  bum.  Now  he's  hailed  as  a  hero,  once  again. 
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I  and  digital — are  all  new  to  their  jobs.  "If 
c  can't  do  it  with  this  team,  we  can't  do  it," 
lisher  told  Forbes.  "I  think  the  results  are 
eginning  to  sav  we  can  do  it." 
!  To  stem  digital  losses,  Kodak  trimmed 
lanv  projects  and  concentrated  on  the  most 
promising  ones.  "What  you  basically  do  is 
;art  cutting  off  ways  to  lose  money,"  says 
A'illv  Shih,  president  of  the  digital  and 
bplied  imaging  group. 
I  The  Kodak  company  Fisher  took  over  was 
icry  much  in  the  mold  of  the  older  U.S.  blue 
hips:  It  was  heavily  integrated,  preferring  to 
lake  as  manv  components  of  its  products  as 
►ossible.  Fisher  is  slowly  changing  that  mold,  ■■■§ 
lainlv  through  joint  ventures:  with  Intel,  to 
Iroduce  sensor  chips  for  digital  cameras;  another  with  AOL, 
)  send  processed  photos  to  customers  in  digital  form  over 
he  Internet.  Kodak  has  also  combined  its  graphics  hard- 
ware and  supply  business  with  Sun  Chemical's  to  form  Poly- 
hrome  Graphics. 

As  a  result  of  the  cost-cutting  and  joint  venturing, 
Kodak's  operating  margins  improved  sharply  in  the  first  half 
if  1998 — even  though  revenues  declined  by  8%.  Operating 
nar^ins  increased,  from  10.7%  to  15.6%.  "In  the  midst  of 
Dtense  pricing  pressures,  our  gross  margins  actually 
ncrcased,"  says  Fisher.  Adds  Shih,  "We  put  out  five  to  six 
lmes  more  [co]  disks,  with  one-third  fewer  people." 


Years  of  layoffs 


Number  of  employees  (thousands) 
160 


Rochester 


'93  '98E 

Source:  Eastman  Kodak. 


Despite  employee  cuts, 
Kodak  hasn't  abandoned 
its  hometown,  like  so 
many  old-time  companies, 


Kodak  has  introduced  digital  cameras  rang- 
ing in  price  from  below  $1,000  to  $15,000, 
as  well  as  a  host  of  consumer  and  profession- 
al films  in  the  last  year.  Fisher  says  Kodak  has 
improved  cycle  time  in  some  product  areas 
tenfold  in  the  past  four  years. 

To  improve  coordination  at  the  top,  Fisher 
created  a  chief  operating  office.  Joining  him 
is  Daniel  Carp,  president  and  chief  operating 
officer.  Carl  Kohrt  and  Eric  Steenburgh  serve 
as  assistant  chief  operating  officers.  Kohrt  is 
responsible  for  the  Asia-Pacific  region — par- 
ticularly China,  where  Kodak  has  scored  big 
against  its  Japanese  rival,  Fuji.  Steenburgh,  a 
27-year  veteran  of  Xerox,  is  primarily  respon- 
sible for  production  and  operations. 
With  almost  1 1 ,000  jobs  still  slated  for  elimination  and, 
according  to  Steenburgh,  plenty  of  costs  still  to  cut,  you 
can  look  for  Kodak  to  continue  to  improve  profit  margins 
rather  than  build  revenues  for  the  immediate  future. 
FAC/Equities'  Enderlin  estimates  that  1998  earnings  will 
be  up  29%,  to  $4.45  per  share,  and  that  1999  earnings  will 
hit  a  record  $5.40.  Thus,  he  is  bullish  on  the  stock. 
"George  Fisher  turned  from  a  goat  to  a  hero  in  a  single 
day,"  says  Enderlin. 

Maybe  Fisher  wasn't  the  miracle  man  everyone  expected 
him  to  be.  Though  it  took  longer  than  people  thought  it 
would,  he's  definitely  turned  this  supertanker  around.    Hi 
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Either  MicroStrategy's  Michael  Saylor  is  a  visionary,  or  he's  a  delusional 
egomaniac.  Either  way,  big  corporate  customers  are  lining  up  to  buy  his  software. 

Database  evangelist 


By  Janet  Novack 

Dressed  in  loose  black  slacks  and 
a  collarless  shirt,  Michael  J.  Saylor, 
founder  of  MicroStrategy  Inc.,  leans 
into  the  microphone  to  address  a 
gathering  of  his  750  employees  and 
their  families.  They  have  assembled  in 
the  Washington  Convention  Center 
in  D.C.,  which  Saylor  has  rented  for 
the  meeting.  The  hall  is  half  empty, 
yet  seems  too  small  for  his  ambitions: 

"We  think  we've  found  the  next 
great  market — the  ability  to  provide 
information  to  everybody,  every- 
where, anytime,  and  to  automate  sales 
and  marketing  of  services,"  he  says. 
"We  have  multidecades  of  growth 
ahead  of  us  .  .  .  We  will  have  finished 
when  we  employ  20,000  or  30,000 
or  40,000  people,  and  we're  a  $10 
billion  company,  and  everybody  on 
the  planet  lives  every  hour  of  every 
day  dependent  upon  our  technology." 

Heady  talk,  coming  from  the  33- 
year-old  chief  executive  of  a  company 
that  analysts  figure  will  earn  $5  mil- 
lion on  $100  million  in  sales  this  year. 
Is  he  delusional  or  visionary?  "He's  a 
visionary  [who's]  learned  how  to  run 
a  business,"  opines  Robert  Moran  of 
Aberdeen  Group.  "And  he  markets 
the  hell  out  of  what  he's  got." 

Say  what  you  will  about  Michael 
Saylor,  he  is  not  lacking  for  admirers 
on  Wall  Street.  MicroStrategy  is  at  the 
intersection  of  some  hot  neighbor- 
hoods— the  Web,  "decision  support" 
and  databases.  With  his  stock  trading 
at  $39,  up  225%  from  its  June  issue 
price,  Saylor's  64%  stake  in  the  com 
pany  is  worth  $880  million. 

Molding  MicroStrategy  around  his 
vision  of  what  a  company  should  be, 
Saylor  is  contemptuous  of  what  he 
sees  as  the  "antarctic  affectation"  of 
the  Silicon  Valley  culture:  "Everybody 
[there]  is  busy  basically  screwing 
everybody  else.  There's  no  honor 
among  thieves.  It  consists  of  a  bunch 
of  venture  capitalists  who  don't  have 


MicroStrategy  founder  Michael  J.  Saylor 

Building  a  culture  with  boot  camps,  mandatory  study  hall  and  company  cruises. 


a  long-term  commitment  to  their 
investments,  employees  who  don't 
have  a  long-term  commitment  to 
their  company  and  companies  that 
don't  have  a  long-term  commitment 
to  their  customers." 

MicroStrategy,  run  out  of  a  striking 
17-story  Philip  Johnson  building  in 
the  Virginia  suburbs  of  Washington 
D.C.,  is  definitely  not  a  bring-your- 
dog-to-work  kind  of  place.  New 
hires — even  seasoned  executives — 
must  complete  a  six -week  "boot 
camp"  and  pass  tests  on  the  com- 
pany's software  and  marketing  mes- 


sage. At  an  annual  one-week  "univer 
sity"  all  employees  must  attend  class 
es  from  8  a.m.  to  6  p.m.,  widi  manda 
tory  study  hall  from  8  p.m.  to  1( 
p.m.  Once  a  year  Saylor  takes  al 
employees  on  an  ocean  cruise — nc 
spouses  invited.  "Our  culture  is  pari 
intellectual,  part  military,  part  frater- 
nity, part  religion,"  says  Saylor. 

Saylor  is  in  die  information  sorting 
and  extraction  business.  Retailers, 
banks  and  other  companies  have  beer 
spending  big  bucks  to  build  data  ware- 
houses containing  masses  of  informa- 
tion about  individual  customers  and 
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ansactions.  Then  50  or  100  folks  sit 
headquarters  and  use  a  query  engine 
id  tools — sold  by  MicroStrategy  or 
competitors — to  try  to  extract 
sights  from  these  huge  databases. 
Retailer  Best  Buy  analyzed  what 
•oducts  customers  buy  together — CD 
Livers  tend  to  load  up  on  film,  for 
\ample — to  help  redesign  its  store 
vout.  PetsMart  uses  its  warehouse  to 
ulor  inventory  selection  for  individ- 
|al  markets;  dog  sweaters  are  now 
ocked  in  larger  sizes  in  rural  areas. 
In  1996  MicroStrategy  brought 
t  its  first  product  allowing  users,  via 
c  Web  or  an  intranet,  to  query  a 
atabase  without  special  desktop  soft- 
are.  British  retailer  Marks  &  Spencer 
using  MicroStrategy 's  Web  software 
)  increase  to  800  from  50  the 
umber  of  employees  given  access  to 
s  600-gigabvtc  data  warehouse. 
Now  MicroStrategy  has  just  rolled 
ut  "DSS  Broadcaster" — a  "push  tech- 
ology"  product.  Preset  queries  are 
n  against  the  data  warehouse.  Users 
n  either  receive  all  reports  or  an 
!ert — by  E-mail  or  tax  or  pager — only 


when  there's  an  unexpected  result. 
For  instance,  Spain's  La  Caixa  savings 
bank  may  use  Broadcaster  to  reach  all 
4,000  branches  with  alarms  about 
nonperforming  loans  or  with  prospect 
lists  for  some  new  marketing  push. 

Sabre  Group,  which  books  $66  bil- 
lion of  travel  reservations  a  year,  is 
also  a  MicroStrategy  customer.  It  has 
just  built  a  2-terabyte  (2,000-giga- 
byte)  warehouse  of  airline  bookings 
that  will  grow  to  4  terabytes  when 
hotel  and  rental-car  bookings  are 
added.  About  1,000  Sabre  employees 
will  eventually  have  access  to  at  least 
some  of  the  data,  as  will  the  airlines 
that  now  buy  tapes  of  Sabre's  raw 
booking  data,  says  warehouse  man- 
ager Kathleen  Wayton.  Moreover, 
within  the  next  few  years,  using 
Broadcaster,  Sabre  plans  to  sell  E- 
mailed  reports  to  both  travel  agents 
and  companies  that  want  a  better  fix 
on  their  travel  costs.  A  company 
could  also  buy  Web  access  to  extract 
such  information  as  which  depart- 
ments book  an  inordinate  number  of 
expensive,  last-minute  fares. 


Saylor  also  sees  a  consumer  market 
for  warehouse  data.  One  example:  An 
individual  bank  customer  could  sign 
up  to  receive  an  alert  if  his  balance  got 
too  low.  And  Saylor  predicts  that  ware- 
housed information  about  each  con- 
sumer's buying  habits,  combined  with 
push  technology  like  Broadcaster,  will 
dramatically  expand  direct  selling. 

"We're  going  to  use  our  technolo- 
gy to  obliterate  entire  supply  chains, 
to  move  the  way  people  shop,"  he 
says.  Whether  consumers  want  to  be 
beeped  and  bombarded  with  alerts 
and  pitches  remains  to  be  seen. 

"We're  playing  for  all  the  marbles, 
to  essentially  win  the  entire  industry, 
worldwide,  forever,"  says  Saylor 
grandly.  Wait  a  minute.  Aren't  bigger 
companies — including  Oracle  and 
Microsoft — after  the  same  marbles? 
Yes,  but  for  now  MicroStrategy's 
tools  (which  can  run  on  an  Oracle 
database)  allow  more  detailed  analysis 
of  big  databases  (see  box,  p.  68). 

Other  small  companies  in  this 
market,  eyeing  the  competition,  have 
been  merging  or  selling  out.  Saylor  is 
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contemptuous  of  that.  More  of  his 
Silicon  Valley  thing:  "It's  get  rich 
quick.  Don't  think  about  tomorrow. 
Go  fast.  Die  young." 

Saylor  didn't  sell  any  stock  in 
MicroStrategy's  initial  offering.  But 
he  and  other  insiders  took  a  one-time 
$10  million  dividend  before  the  offer- 
ing. Moreover,  public  shareholders 
get  only  one  vote  per  share,  compared 
with  ten  per  share  for  insiders.  Go  for 
all  the  marbles — but  count  your  votes. 

The  son  of  an  Air  Force  noncom- 
missioned officer,  Saylor  grew  up 
devouring  history  books  and  is 
obsessed  with  larger-than-life  heroes 
and  zealots.  In  a  long  interview  he 
invokes  Martin  Luther  King,  Mother 
Teresa,  Churchill,  Caesar  and  Lincoln. 
When  he  enrolled  at  mit  on  an  rotc 
scholarship,  he  was  surrounded  by 
other  high  school  valedictorians  just 
as  bright  as  he.  He  concluded  there 
that  the  "core  differentiator"  is, 
"How  bad  do  you  really  want  it?" 

Saylor  carries  this  competitive  inten- 
sity into  all  areas  of  his  life.  Here  is  his 
description  of  a  rare  seven-day  vaca- 
tion in  London:  "I  saw  5  musicals, 
one  Royal  Philharmonic,  one  Shake- 
speare, 15  museums  and  7  castles." 


Chief  Operating  Officer  Sanju  K.  Bansal 
A  calming  influence  at  MicroStrategy. 


Saylor  planned  to  be  an  Air  Force 
fighter  pilot  and  astronaut.  But  just 
before  graduating  from  MIT,  he  says, 
a  military  physical  showed  that  he  had 
a  heart  murmur,  disqualifying  him. 

So  he  ended  up  in  New  York, 
working  for  a  struggling  computer 
consulting  firm,  writing  computer 
simulation  models  for  DuPont.  When 
his  bosses  demanded  he  sign  an 
agreement  not  to  compete,  he  did  the 
opposite.   He   called   DuPont  and 


offered  his  services  as  an  employee. 

At  24,  he  announced  to  DuPoi 
that  he'd  rather  be  an  independei 
consultant.  DuPont  gave  him  offic 
space  and  a  $250,000  contract.  Equa 
ly  important,  Saylor  talked  mit  frate 
nity  brother  Sanju  K.  Bansal, 
Indian-born  engineer  with  a  master's  i 
computer  science,  into  leaving  Boo: 
Allen  to  join  him  in  the  new  business 

Bansal,  32,  is  chief  operating  office! 
and  has  a  14%  stake  in  MicroStrategiki 
worth  $195  million.  The  soft-spokej  I 
Bansal  smooths  ruffled  feathers  whe 
the  zealot  Saylor  goes  too  far.  Stil 
Saylor's  aggressive  style  sets  the  ton< 
At  trade   shows   in    1993,  Micrc 
Strategy  cranked  up  its  sound  syster 
so  loud  that  better-known  exhibitor: 
with  more  salesmen,  couldn't  mak 
their  pitches. 

Saylor  makes  no  apologies  for  hi 
grandiose  ambitions.  "There's  nothin: 
more  frustrating  than  seeing  cynics  s  < 
there  and  say,  'Well,  nobody  can  maki 
any  more  money  because  Microsofc 
and  Intel  own  everything,'"  he  fume:. 
"Is  the  software  industry  mature,  or  i 
it  embryonic?  I  would  say  it's  embry 
onic.  There  will  be  100  m 
Microsofts,  not  just  one." 


OLAP,  ROLAP, 
MOLAP 

More  than  30  companies 
sell  "on-line  analytical  pro- 
cessing" software  (olap). 
olap  is  a  fuzzy  term,  but 
the  general  idea  is  that  you 
get  business  analysis,  not 
mere  order  processing. 
OLAP  is  also  interactive:  You 
can  "drill  down"  for  more 
detail. 

Cognos,  Business 
Objects  and  Brio  Technol- 
ogy compete  in  desktop 
OLAP  tools.  Arbor  and 
Oracle  sell  "multidimen- 
sional on-line  analytical 
processing"  software.  These 
"MOIAP"  tools  extract  data 
from  a  warehouse,  summa- 
rize it  and  store  it  in  a 
multidimensional  database . 

Think  of  a  multi- 
dimensional database  as  a 


68 


spreadsheet  in  three 
dimensions  (or  five  or  ten). 
On  one  axis,  perhaps,  are 
your  sales  reps;  on  another, 
the  months  of  the  year;  on 
the  third,  the  products  you 
sell.  You  can  slice  the  cube 
in  any  dimension:  How 
well  is  salesman  Smith 
doing?  How  well  did  we 
do  in  March?  How  well  are 
the  scrub  brushes  selling? 

MicroStrategy  competes 
in  a  niche  known  as  "rela- 
tional on-line  analytical 
processing"  (rolap).  Data 
from  a  big  relational  data- 
base is  analyzed  live,  with- 
out the  prior  creation  of  an 
intermediate  summarized 
database.  It  isn't  as  fast  as 
moiap,  or  as  suited  for 
financial  analysis.  But  it 
allows  users  to  pose  a 
greater  variety  of  ad  hoc 
questions.  ROLAP  appeals, 


for  example,  to  retailers 
who  want  to  probe  sales 
down  to  the  store,  cus- 
tomer and  product  levels. 

Software  sold  by  Infor- 
mation Advantage,  Micro- 
Strategy's  main  rolap 
competitor,  retrieves  data 
from  the  warehouse  and 
then  does  many  of  the  cal- 
culations in  a  separate 
Unix- based  server  before 
sending  the  results  to  the 
user's  desktop.  MicroStrat- 
egy's software  does  the  cal- 
culations in  the  warehouse 
itself,  with  a  Windows  NT 
server  playing  traffic  cop 
for  the  queries. 

Nigel  Pendse,  the 
London- based  author  of 
the  olap  Report,  says  this 
makes  MicroStrategy's  soft- 
ware less  suitable  for  large 
numbers  of  warehouse 
users — die  core  of  Michael 


Saylor's  vision.  If  too  many 
queries  are  posed  at  once, 
he  says,  the  warehouse  bog 
down.  "Michael  Saylor 
talks  about  40,000  users. 
That's  not  the  reality  of 
what  they  offer  now,"  says 
Howard  Dresner,  research 
director  for  GartnerGroup 

But  Teresa  Wingfield, 
research  director  for  Giga 
Information  Group, 
defends  MicroStrategy's 
approach.  Its  new  Broad- 
caster product  could  stretel 
a  warehouse's  user  base 
since  preset  reports  can  be 
run  through  the  night  and 
then  sent  out.  She  believes 
some  of  the  sniping  has 
nontechnical  roots. 
"Michael  Saylor  is  not  well 
liked  in  the  industry," 
Wingfield  says.  "He's  con- 
sidered very  aggressive  and 
arrogant."  -J.N.  ■ 
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We  Think  The  way  Corporate  facilities  Are 

developed  needs  a  majoi^  overhaul. 


)NSULTANTS,  REAL  ESTATE  BROKERS,  ARCHITECTS,  CONTRACTORS... ALL  DOING  THEIR  OWN  THINGS... 
.L  REQUIRING  DIFFERENT  CONTRACTS.  LET'S  FACE  IT  -  THE  OLD  METHOD  CAN  BE  A  HIT  OR  MISS  THING. 
)  THE  HASKELL  COMPANY  CAME  UP  WITH  A  BETTER  WAY  -  TOTAL  FACILITY  SOLUTIONS.  IT  MEANS  WE  CAN 
YOUR  SINGLE  SOURCE  FOR  FACILITY  DEVELOPMENT  -  FROM  INITIAL  ANALYSIS,  SITE  SELECTION,  AND  UP- 
ONT  FINANCING  TO  DESIGN,  CONSTRUCTION,  AND  FACILITY  MANAGEMENT  AT  THE  END.  ONE  COMPANY.  ONE 
)NTRACT.  ONE  SIMPLE  PROCESS.  AND  JUST  ONE  PERSON  TO  TALK  TO.  CALL  LAMAR  NASH  AT  1  -888-742-7535, 
I  VISIT  OUR  WEB  SITE  AT  www.thehaskellco.com. 
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Still  a  distant  third  in  a  rough-and-tumble  business, 
Coors  has  a  unique  beer,  but  lacks  market  muscle. 

No  fizz 

in  the  profits 


By  Seth  Lubove 

ADOLPH  COORS  CO.'S  annual  distrib- 
utor conventions  used  to  be  staid 
affairs.  No  longer.  At  last  April's  con- 
vention at  the  Grand  Ole  Opry  in 
Nashville,  President  W.  Leo  Kick  111 
bounded  onto  the  stage  and  jutted 
his  substantial  gut  against  the  waist  of 
his  senior  VP  of  sales,  Carl  Rarnhill. 
Amidst  hearty  whoops  mu\  applause 
from  the  audience,  the  belly  bumping 
was  followed  by  a  beer  soaked  party 
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that  lasted  into  the  wee  hours. 

Kiely  has  every  reason  to  try  to 
keep  his  distributors  happy.  He  has 
been  losing  many  of  them.  Through 
consolidation  or  defection,  Coors  has 
lost  about  9%  of  its  distributors  in 
the  past  three  years  and  now  has 
only  600.  Others  are  taking  on  two 
major  brands,  Coors  and  Miller,  to 
fight  the  power  of  industry  leader 
Anheuser-  Busch. 


Since  Kiely  left  a  division  president 
job  at  Frito-Lay  and  arrived  at  Coors' 
headquarters  in  Golden,  Colo,  five 
years  back,  he  has  presided  over  a 
drastic  change  of  atmosphere.  Before, 
Kiely  says,  Coors  may  have  been  seri- 
ous about  its  beer,  but  "we  just 
weren't  serious  about  making 
money." 

Forbes  interviewed  Kiely  in  his 
open,  wall-less  office.  Chief  Executive 
Peter  Coors,  whose  family  owns  all  of 
the  voting  stock,  is  doing  away  with 
private  offices  because  they  stifle  open 
exchange. 

As  Kiely  and  his  managers  readily 
admit,  Coors  (1997  revenues  $1.8  bil- 
lion) badly  needs  to  change.  It  is  a  dis- 
tant number  diree  to  Anheuser-Busch 
($11  billion)  and  the  Miller  division  of 
Philip  Morris  ($4.2  billion).  Anheuser- 
Busch  nets  nearly  1 1  cents  on  die  rev- 
enue dollar;  Coors  nets  less  than  4 
cents.  As  number  diree,  with  a  domes- 
tic market  share  of  only  11%,  it  is  sub- 
ject to  murderous  pricing  pressure  at 
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Morgan  Stanley  Dean  Witter 
Dividend  Growth  Securities 

**** 
Morningstar 

Overall  Rating  as  of  6/30/98  among  2.545  Domestic  Equity  Funds 


Class  B  ,  y  r  Yetm        W  Ymr*         Life  of  Fund 

As  of  6/30/98  IYear  0*'w,'       J0iears  (3/30/81) 
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SEC  Standardized 
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S18.6  Billion  in  Assets  (all  shares) 
Graph  of  hypothetical  S10.000  investment 
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Don't  you  wish  you  had  seen  this  ad  in  1981? 


Of  course  you  do.  Over  the  past  17  years, 
the  Morgan  Stanley  Dean  Witter 
Dividend  Growth  Securities  fund,  in  up 
markets  and  down,  has  provided  consistent 
growth  and  income  for  more  than 
860,000  investors. 

But  the  impressive  numbers  don't  end 
there.  Morgan  Stanley  Dean  Witter  has  a 
network  of  over  10,000  Financial  Advisors, 


1-800-THE-DEAN 


each  with  the  experience  to  give  you  the 
investment  advice  that's  right  for  your 
individual  goals. 

Remember,  past  performance  cannot 
guarantee  future  results,  and  you  may  have 
a  loss  or  gain  when  you  sell  your  shares. 

Call  Morgan  Stanley  Dean  Witter  today  for 
more  information  on  these  and  other  impressive 
numbers.  And  for  the  office  nearest  you. 


www.deanwitter.com/funds 
Measuring  Success  One  Investor  At  A  Time 

MORGAN  STANLEY  DEAN  WITTER 


Ask  for  our  free  brochure  and  a  prospectus,  which  contains  complete  information  on  risks,  charges  and  expenses.  Read  the  prospectus  carefully  before  you  invest  or  send  money. 

The  graph  illustrates  a  hypothetical  $10,000  investment  from  March  30, 1981,  (the  Fund's  inception  date)  through  June  30, 1998,  with  dividends  and  capital  gains  reinvested  at  net  asset 
value.  It  does  not  reflect  the  effect  of  any  sales  charges.  On  July  28, 1997  the  Fund  introduced  multiple  classes  of  shares  featuring  various  sales  charge  structures  and  ongoing  fees.  Most 
existing  shares  in  the  Fund  were  designated  Class  B  shares,  which  are  subject  to  a  contingent  deferred  sales  charge  (CDSC)  that  starts  at  5.00%  and  declines  to  zero  after  six  years  and 
applies  only  upon  the  sale  of  Fund  shares.  Investment  return  and  principal  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  purchase  price. 
Past  performance  is  no  guarantee  of  future  results.  Inflation  is  a  measure  of  the  change  in  the  cost  of  living  as  monitored  by  the  U.S.  Bureau  of  Labor  Statistics. 

Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  through  June  30, 1998.  Overall  ratings  are  calculated  from  the  Fund's  3-,  5-  and  10-year  average  annual  total 

returns  (when  applicable)  in  excess  of  90-day  Treasury  bill  returns  (with  appropriate  fee  adjustments)  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  These 

ratings  are  subject  to  change  each  month.  The  top  ten  percent  of  the  funds  in  an  investment  category  receive  5  stars,  and  the  next  22.5%  of  the  funds  in  an  investment  category  receive  4 

stars.  Morgan  Stanley  Dean  Witter  Dividend  Growth  Securities  Class  B  received  4  stars  for  10  years  (of  707  domestic  equity  funds),  5  years  (of  1,462  funds)  and  3  years  (of  2,545  funds). 

Ratings  are  for  the  B  share  class  only;  other  share  class  ratings  may  vary. 

'Average  annual  total  returns  reflect  the  actual  performance  of  the  Fund  without  taking  sales  charges  into  account. 

"SEC  standardized  returns  reflect  the  Fund's  contingent  deferred  sales  charge  (Class  B  shares),  which  applies  only  if  the  shares  were  sold  within  six  years  of  purchase. 

Morgan  Stanley  Dean  Witter  is  a  registered  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  and  services  are  offered  through  Dean  Witter  Reynolds  Inc.,  member  SIPC. 

©  1998  Morgan  Stanley  Dean  Witter  Distributors  Inc  Member  SIPC. 


home  while  it  badly  lags  in  overseas 
expansion. 

Pete  Coors,  a  lean  and  taut  moun- 
tain man  of  51,  says  he  has  set  no 
ambitious  market  share  goals,  but 
that  he  and  Kiely  are  concentrating 
on  improving  profit  margins.  They 
still  have  their  hands  full  there, 
despite  just-announced  worker  buy- 
outs. Consider  Coors'  perennial 
problem  of  incomplete  and  late  deliv- 
eries to  its  distributors,  a  bad  prob- 
lem for  a  label  that  touts  the  freshness 
of  its  product.  Until  recently,  Coors 
simply  had  not  handled  well  its  tran- 
sition from  selling  a  local,  cult  prod- 


Coors  sponsors  campy  celebration  at  Aspen  Mountain 
Gays  are  still  suspicious  of  the  conservative  family. 


uct  mostly  confined  to  the  West  into 
a  national  brand. 

When  Coors  went  national  in  the 
1980s,  it  tried  an  ambitious  logistics 
system  that  depended  on  27  satellite 
warehouses  that  were  supposed  to  get 
the  beer  closer  to  the  wholesalers. 
Instead,  the  beer  was  often  damaged, 
since  it  was  being  handled  twice,  and 
it  took  20  days  to  get  to  a  distributor 
rather  than  only  5  days  if  delivered 
directly  from  Golden.  Often  that 
meant  either  too  little  suds  for  a  retail- 
er to  sell  or  too  much  to  clear  out 
before  the  expiration  date. 

By  shutting  down  all  but  12  of  the 
warehouses  and  delivering  more  beer 
directly  by  truck,  the  company  has 
improved  delivery  time  while  increas- 
ing its  inventory  turns  to  more  than 
1 1  per  year,  up  from  only  8  turns  two 
years  ago.  (But  Anheuser-Busch  docs 
more  than  13  turns).  At  the  same 
time,  Coors  has  been  pushing  m  >re 
decision  making  into  the  field  through 
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eight  "field  business  offices,"  each 
with  its  own  profit-and-loss  responsi- 
bility and  authorization  to  match 
competitors'  prices  in  local  markets. 

For  too  long  Coors,  basking  in  its 
regional  popularity,  neglected  mar- 
keting and  concentrated  on  product 
quality.  "We  didn't  have  a  clue  about . 
how  to  sell  beer,"  confesses  Kiely.  "If 
you're  not  as  good  at  selling  beer  as 
brewing  it,  you  won't  survive."  Kiely 
knows  he  can  never  outspend  his 
larger  rivals  on  advertising  and  pro- 
motion, so  he  concentrates  his  mar- 
keting bucks  around  big  seasonal 
events,  such  as  July  4  and  Halloween, 
and  uses  innovative  pack- 
aging as  another  vehicle 
to  lure  drinkers.  Though 
the  company  makes  only 
a  handful  of  products,  it 
uses  some  600  different 
packages,  including  base- 
ball-bat-shaped bottles — 
Coors  Field  is  home  to 
the  Colorado  Rockies — 
and  holographic  Coors 
Light  labels. 

"If  we  can  get  the 
consumer  to  try  our 
product,  we've  got  a 
pretty  good  chance  of 
keeping  them,"  says 
William  Weintraub, 
whom  Kiely  lured  from 
Seagram's  Tropicana  unit  to  head 
Coors'  marketing. 

Having  a  somewhat  unique  prod- 
uct is  clearly  a  major  Coors  strength. 
It  uses  the  cold-filtered  brewing 
process  for  nearly  all  of  its  products, 
compared  with  Miller  and  Anheuser- 
Busch,  which  mostly  use  heat  pas- 
teurization. The  result  is  a  beer  that  is 
clearer  than  water,  since  the  process 
filters  out  yeast  and  other  microor- 
ganisms that  would  otherwise  contin- 
ue fermenting  after  the  beer  is  bot- 
tled. But  it's  not  an  inexpensive  or 
easy  method.  The  filter  room  itself, 
which  the  beer  passes  through  before 
packaging,  is  like  a  scene  out  of  Dick- 
ens, as  workers  sweat  lifting  heavy 
brass  holders  to  change  the  hundreds 
of  1 5 -pound  cotton  filters  for  each 
different  brew. 

The  beer  presumably  tastes  better, 
since  it's  supposed  to  stay  cold  all  the 
way  to  your  grocer's  cooler.  But  that 
creates  its  own  host  of  problems, 


including  the  challenge  of  packing 
slippery  bottles  and  cans,  wet  from 
their  own  condensation.  To  keep  the 
cardboard  cases  from  turning  soggy, 
Coors  has  had  to  add  an  extra  layer  of 
coating  to  its  packaging.  Though  the 
company  has  made  improvements, 
South  Carolina  Coors  distributor 
Byron  Yahnis  recalls  steamy  days 
when  bottles  of  beer  tumbled  out  of 
the  bottoms  of  Coors'  cardboard  six- 
pack  holders.  Many  retailers  end  up 
letting  the  beer  get  warm  anyway  in 
their  warehouses  or  in  the  end-of- 
the- aisle  displays  that  brewers  covet. 

As  if  boxing  with  Miller  and  Bud 
isn't  enough  to  worry  about,  Coors 
remains  something  of  a  favorite  target 
for  interest  groups  on  the  left,  unions 
and  neoprohibitionists.  Over  the 
Internet,  every  bug-eyed  advocate 
with  access  to  a  keyboard  can  revive  all 
the  old  stories  about  the  Coors 
family's  political  conservatism  and 
funding  for  the  Heritage  Foundation 
and  other  right-of-center  public  policy 
groups.  More  recently,  homosexual 
rights  activists  have  been  making  anti- 
Coors  noises.  Despite  the  company's 
granting  of  benefits  to  same-sex  cou- 
ples and  its  vocal  support  of  workplace 
"diversity,"  the  city  council  of  heavily 
gay  West  Hollywood,  Calif,  recently 
rescinded  an  earlier  commendation  of 
the  company  after  being  pelted  about 
the  family's  political  orientation. 

Pete  Coors  shrugs  off  the  left's 
barbs  with  the  weary  indifference  of  a 
man  who  heard  it  all  growing  up 
under  the  shadow  of  his  outspoken 
father  and  Coors  vice  chairman, 
Joseph,  a  member  of  President 
Reagan's  "kitchen  cabinet." 

"They  need  a  whipping  post,  and 
we  have  been  one  for  a  long  time," 
he  sighs. 

So  be  it.  What  he  is  less  able  to  live 
with  is  his  company's  industry- lagging 
profitability.  Although  Coors'  stock 
more  than  doubled  in  1997,  it  has 
been  lackluster  for  most  of  the  past 
decade.  While  year  after  year  Anheuser 
nets  close  to  30%  on  shareholders' 
equity,  Coors  probably  won't  even  do 
10%  this  year.  This  is  not  a  business 
where  the  number  three  spot  is  a  com- 
fortable position  to  be  in — especially 
when  you're  competing  against  two  of 
the  world's  smartest  and  toughest 
marketers.  mt 
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It  was  just  two  years  ago  that  we  intro- 
duced the  Foundation  for  Independent 
Higher  Education  to  the  readers  of 
Forbes.  Then  we  announced  a  program 
—  for  which  there  were  impressive  goals. 
Now  we  report  on  that  program  —  for  which 
there  are  impressive  results. 

Through  the  Partnership  for  Private 
Colleges,  institutions  affiliated  with  our 
Foundation  have  participated  in  the  first 
national,  coordinated  effort  to  develop  new 
efficiencies  in  higher  education.  Partnership 
funding  has  enabled  120  colleges  to  form 
new  collaborations  with  one  another,  to 
enhance  their  use  of  technology  and,  most 
important,  to  improve  the  quality  of  teaching 


Gary  Lee  Jr. 
Chairman 


and  learning  on  our  campuses.  An  added 
benefit  is  that  colleges  that  might  not  natu- 
rally work  together  have  connected  through 
this  national  effort.  A  key  requirement  of 
each  initiative  supported  by  the  Partnership 
is  that  there  must  be  cost  savings  realized 
through  the  efficiency  of  colleges  working 
together  and  sharing  resources. 

In  the  pages  that  follow,  we  invite  you  to 
review  the  progress  of  the  Foundation 
for  Independent  Higher  Education's 
Partnership  for  Private  Colleges  and  to  join 
us  in  supporting  the  unique  values  and 
strengths  of  America's  independent  colleges 
and  universities. 


(^L^  J.   Js&tiso*J 


Carole  B.  Whitcomb 
President 


About  the  Foundation 

The  Foundation  for  Independent  Higher 
Education  is  a  national  network  of  37  state 
and  regional  independent  college  funds  rep- 
resenting 630  private  colleges  and  univer- 
sities. Working  in  partnership  with  founda- 
tions and  corporations,  the  Foundation  seeks 
to  ensure  that  a  private  college  education  will 
continue  to  be  available  to  students  in  the 
next  century  and  beyond.  In  addition  to  the 
Partnership  for  Private  Colleges,  the  Founda- 
tion's activities  include  creating  and  manag- 
ing national  scholarship  programs  and  other 
initiatives  that  enhance  undergraduate  pro- 
grams at  private  institutions. 

The  Foundation's  three  chief  goals  are: 

•  To  seek  philanthropic  support  and  other 
resources  on  behalf  of  private  colleges  and 
universities; 

•  To  develop  and  implement  pre  grams  of 
mutual  interest  to  the  business,  philan- 
thropic and  educational  communities; 

•  To  make  known  and  celebrate  the  unique 
characteristics  and  contributions  of  private 
colleges  and  universities. 


The  Foundation  originated  as  a  grassroots 
movement  among  college  presidents  and 
business  executives  in  Indiana  who  came 
together  50  years  ago  to  promote  the  values 
and  strengths  of  private  higher  education. 
The  colleges  found  that  they  could  secure 
contributions  more  effectively  by  adopting 
a  cooperative  rather  than  a  competitive 
approach.  This  model  of  institutional  col- 
laboration was  soon  emulated  nationwide. 
In  the  years  since,  the  Foundation  for  Inde- 
pendent Higher  Education  and  its  member 
state  funds  have  raised  more  than  Si  billion 
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AMERITECH 


Today,  technology  is  the  key  that  opens  doors  to  learning.  In  the  past  five 
years,  Ameritech  has  contributed  $32  million  to  colleges  to  fund  innovative 
uses  of  technology.  We're  delighted  that  our  support  of  the  Foundation,  for  the 
Ameritech  Distance  Collaboration  Grants  program,  enables  member  colleges  to 
work  together  —  as  never  before  —  to  explore  and  exploit  new  uses  of  technol- 
ogy. The  multitude  of  innovative  ideas  generated  by  this  program  is  true  testi- 
mony to  the  value  and  ingenuity  of  private  higher  education  today. 

Ronald  Blake 
President,  Ameritech  general  business  services 
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create  Nobel  winner 

world  leaders 

and  if  you're  lucky, 

your  next  hire. 


These  days,  if  you  want  the  brightest  young  talent  working  for  you,  you  need  to  send  them  to  college.  When  you  support  the 
Foundation  for  Independent  Higher  Education,  you  are.  By  providing  funding  to  630  institutions,  the  Foundation      i    <4p    i 
helps  sustain  the  innovative  course  study  and  the  culturally  well-rounded  environment  unique  to  private  colleges. 
The  result  is  some  of  the  country's  sharpest  graduates  who  go  on  to  become  business  and  community  leaders.      ^-^-* 
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on  behalf  of  private  colleges  and  universities. 

A  Financial  Squeeze 

Many  of  America's  private  colleges  and 
universities  are  under  financial  pressure. 
While  their  own  expenses  for  faculty 
salaries,  laboratory  equipment,  computers, 
libraries  and  the  like  continue  to  rise,  their 
tuitions  and  fees  are  bumping  into  a  ceil- 
ing. A  great  many  Americans  believe  that 
a  college  education  already  costs  too  much 
money.  Even  as  employers  seek  more  col- 
lege graduates  to  fill  increasingly  demand- 


TANDY  CORPORATION 

While  accomplishments  on  the 
playing  field  generate  a  lot  of 
attention  and  support,  we  believe  that 
recognizing  America's  "Champions  of 
the  Classroom"  is  vital  in  fostering  a 
stronger,  smarter  future  for  our 
nation.  It  was  in  this  spirit  that  Tandy 
Corporation  and  Texas  Christian 
University  formed  an  alliance  to  create 
the  RadioShack/Tandy  Scholars  pro- 
gram. Each  year,  the  program  awards 
prizes  —  totaling  $350,000  in  schol- 
arships and  stipends  —  to  honor  out- 
standing achievement  by  students 
and  teachers  in  mathematics,  science 
and  computer  science. 

The  program  is  funded  by  Tandy 
Corporation,  administered  by  Texas 
Christian  University  and  endorsed  by 
the  National  Association  of  Secondary 
School  Principals.  T.C.U.,  in  its  part- 
nership with  Tandy,  ensures  that  the 
program's  goals  of  educational  excel- 
lence meet  the  highest  levels  of  aca- 
demic integrity.  More  than  83%  of  all 
U.S.  high  schools  are  enrolled  in  the 
program. 

This  program  makes  sense  for 
Tandy  Corporation.  As  the  parent 
company  of  RadioShackSM,  technol- 
ogy is  obviously  important  to  our 
future.  We  are  proud  to  be  the  first 
with  such  an  initiative  and  hope  it 
can  serve  as  a  model  of  how  com- 
panies can  use  their  strengths  to 
develop  creative  new  ways  to  sup- 
port higher  education. 

John  V.  Roach 
Chairman  and  CEO 


Wabash  College 

ing  jobs,  the  American  public  remains 
concerned  that  fewer  and  fewer  people  will 
be  able  to  afford  a  college  degree.  To 
respond  effectively  to  this  cost  squeeze, 
many  colleges  must  find  ways  to  do  more 
with  less. 

For  a  college,  meeting  the  financial  chal- 
lenge calls  for  considerable  creativity.  Pur- 
sued for  its  own  sake,  cost-controlling  mea- 
sures could  threaten  the  very  features  that 
make  private  (or  independent)  colleges  and 
universities  such  an  important  resource  for 
our  society:  educational  quality  and  a  tradi- 
tion of  responsiveness  to  individual  students. 
That  is  why  it  is  vital  that  independent  col- 
leges protect  their  unique  character,  quality 
and  effectiveness  even  as  they  seek  greater 
efficiency  in  program  delivery.  And  many 
colleges  are  proving  that  economies  of  scale 
afford  tremendous  benefits,  not  to  mention 
operating  on  a  human  scale  —  a  feature  for 
which  they  are  justly  renowned  across  the 
globe. 

To  corporate  America,  the  financial  chal- 
lenge facing  colleges  has  a  familiar  ring. 
After  all,  virtually  all  sectors  of  the  Ameri- 
can economy  have  faced  similar  pressures 
over  the  last  two  decades.  In  response,  orga- 
nizations —  from  banks  to  hospitals,  car 
manufacturers  to  telecommunications  com- 
panies —  have  discovered  new  ways  to  con- 
trol costs  and  boost  efficiency.  Now,  private 
colleges  are  following  suit.  Through  the 
Partnership  for  Private  Colleges,  American 
companies  are  serving  as  their  allies,  pro- 
viding targeted  grants  that  support  exciting 
initiatives. 

The  Partnership  for  Private  Colleges 

On  their  own  or  in  collaboration  with 


I 

others,  many  private  colleges  have  iniriatt' 
strategies  for  controlling  costs,  and  they  a 
already  realizing  significant  savings.  Son 
institutions  have  succeeded  in  reducir 
tuition  charges  while  others  have  kej 
tuition  increases  below  the  inflation  rat 
Nonetheless,  many  colleges  have  develoj 
good  ideas  for  controlling  costs  only  to  leai 
them  on  the  drawing  board  because  th( 
require  significant  up-front  investme: 
Here  is  where  the  Partnership  for  Pri 
Colleges  plays  a  pivotal  role  —  suppl; 
seed  capital  that  turns  good  ideas  into 
tive  programs. 

The  campaign,  developed  by  the  Four 
dation  for  Independent  Higher  Educatioi 
negotiates  partnerships  between  college 
and  the  donor  community  to  form  pre 
grams  designed  to  control  costs.  For  th 
institutions  that  receive  funding,  there  ai 
immediate  financial  benefits.  Over  the  Ion 
term,  however,  a  much  wider  circle  of  co 
leges  stands  to  benefit,  too.  The  Partnersht 
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TIAA-CREF  was  founded  80  years 
ago  to  serve  colleges  and  uni-  J 
versities  in  the  United  States.  We 
are  a  leading  low-cost,  high-quality 
financial  services  organization  and 
the  world's  largest  private  pension 
system,  with  over  $230  billion  in. 
assets  under  management.  In  addi- 
tion, we  offer  investment  and  insur- 
ance products  including  mutual 
funds,  IRAs,  personal  annuities  and 
life  insurance. 

As  a  natural  extension  of  our 
charter  purpose  to  aid  education  in 
the  United  States,  TIAA-CREF 
entered  the  education  financing 
arena  with  our  education  IRAs. 
Moreover,  beginning  September 
1998  we  will  act  as  the  administra-  i 
tor  of  New  York's  College  Savings  ' 
Program.  Since  our  founding  in 
1918,  we  have  always  viewed  edu- 
cation as  an  investment  in  the 
future.  We  are  excited  about  mak- 
ing the  goal  of  attaining  a  higher 
education  more  affordable  for  all 
Americans. 

John  H,  Biggs 
Chairman,  President  and  CEO 


This  assignment  started 
a  flea  market  and  ended 
in  a  national  shrine. 


This  class  boat  trip  to  Ellis  Island 

actually  began  at  a  flea  market  in  Rhode 

Island,  where  ninth-grade  teacher  Maureen  Whalen  Spaight  bought  a  package  of  old 

immigrant  photographs  for  $3.00.  Later,  she  had  each  of  her  students     , 

pick  one  of  the  photos  and  develop  a  character  based  on  it. 

Her  students  then  completely  immersed 
themselves    in    the    immigrant   experience 
by  creating  journals  for  each   of  their 
immigrant    characters.    These   journals 
recorded  the  characters'   reasons  for 
immigrating,  their  doubts,  their  dreams  and  the 

companions  faced  as 
pted  country. 

For  showing  her  students  that  a   picture  truly 

is  worth  a  thousand  words,  State  Farm  is  proud 

to  present  Maureen  Spaight  of  E.  R.  Martin,  Jr.  High 

School   of  East   Providence,   Rhode   Island  with 

our  Good  Neighbor  Award  and  to  donate  $5,000 

to  the  educational  institution  of  her  choice. 


immigrating,  their  doubts,  1 
\// .       difficulties  they  and  their 
ffi A         tney  began  life  in  their  ado[ 
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STATE  FARM  INSURANCE  COMPANIES 
Home  Offices:  Bloomington,  Illinois 
www.statefarm.com 


Advertisement  6 


will  assess  the  results  of  all  funded  programs 
and  promote  the  successful  ones  as  cost- 
controlling  models  that  other  private  col- 
leges and  universities  can  adapt  to  their  own 
needs.  To  this  end,  the  Foundation  has 
formed  a  partnership  with  RAND  Educa- 
tion, which  provides  research  and  resources 
for  evaluating  the  programs  funded  through 
the  Partnerships  efforts. 

The  Partnership  in  Action 

The  Partnership  endorses  a  spectrum  of 
unique  programs.  Each  program  tailors  the 
goals  of  the  private  college  to  the  philan- 
thropic goals  of  corporations  and  founda- 
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MERICAN 

LECTRIC  POWER 


To  ensure  future  availability  of 
quality  personnel,  companies 
must  make  investments  in  the  edu- 
cation of  the  nation's  youth  today. 
American  Electric  Power  supports 
an  active  network  of  47  school  part- 
nerships and  educational  work- 
shops for  teacher  development, 
which  foster  interest  in  math, 
science  and  engineering  at  the  K-12 
level.  AEP  executives  support  edu- 
cational initiatives  by  serving  on 
several  Ohio  colleges'  boards  and 
The  Ohio  Foundation  of  Independent 
Colleges. 

Additionally,  AEP  annually  offers 
15  undergraduate  engineering  stu- 
dents a  12-week  summer  intern- 
ship. The  program  —  Project 
ProbeSM  —  provides  students  with  a 
meaningful  educational  experience 
in  power  generation  and  utility  oper- 
ation; they  work  on  real  problems 
and  projects  with  engineering  pro- 
fessors in  a  power  plant.  AEP  per- 
sonnel benefit,  too,  from  working 
with  students  and  evaluating  them 
as  potential  employees.  To  date,  25 
Project  Probe  participants  have 
become  career  employees  with  the 
company.  AEP  is  proud  to  support 
the  educational  efforts  of  inde- 
pendent colleges  in  the  seven-state 
area  in  which  we  operate. 

E.  Linn  Dr. 
Chairman  ana  .  EO 


WASHINGTON  AND  JEFFERSON  COLLEGE 


Our   nation's    11th    oldest   college    and   first   west   of  the   Alleghenies,| 
Washington  and  Jefferson  is  a  pioneer  in  private  higher  education.  Sine 
1781,  W  &  J  has  graduated  leaders  who  contribute  substantially  to  society, 
small,  selective,  national  liberal  arts  college,  W  &  J  embodies  the  strengths 
private  colleges.  W  &  J  ranks  fifth  nationally  in  the  percentage  of  graduates 
attending  law  and  medical  schools,  earns  honors  for  innovative  programs  and  J 
puts  students  at  the  heart  of  everything  we  do. 

Dr.  Brian  C.  Mitchell! 
President 


tions.  As  a  result,  every  program  successfully 
meets  the  needs  of  the  college  or  institution, 
from  enhancing  teaching  and  learning  at  a 
lower  cost  to  developing  innovative,  proac- 
tive ways  of  doing  business.  The  following 
examples  illustrate  the  range  of  approaches 
that  colleges  are  taking. 

A  Mobile  Environmental  Science 
Laboratory 

Both  student  interest  and  job  opportuni- 
ties in  environmental  science  are  on  the  rise, 
but  some  smaller  colleges  cannot  offer 
extensive  programs  because  the  required 
laboratory  equipment  is  too  expensive.  For 
three  private  South  Carolina  colleges  — 
Converse,  Limestone  and  Spartanburg 
Methodist  —  the  answer  was  to  share  a  lab 
on  wheels  that  was  funded  with  the  help  of 
a  Partnership  grant.  Focusing  on  water  qual- 
ity in  local  rivers  and  streams,  the  colleges 
bought  sampling  equipment,  battery- 
operated  field  equipment  and  laboratory- 
based  analytic  instruments  and  fitted  them 
into  a  large  van.  A 
piece  of  equipment 
may  travel  to  a  college 
for  six  weeks  at  a 
time,  so  more  than 
one  institution  can 
use  it  in  any  given 
semester. 

Jerry  Howe,  Ph.D., 
project  director  and 
professor  of  chemistry 
at  Converse  College, 
sees  strong  benefits 
from  this  collabora- 
tion. "This  is  very  up- 
to-dite  equipment 
rhar  we  otherwise 
would  no  have.  We've 
been  iblc  co  augment 
icademic    pro- 


The  Foundation  for  Independent 
Higher  Education: 

•  Seeks  funding  to  help  ensure  the 
future  strength  of  private  higher 
education: 

•  Provides  access  to  an  increasingly 
diverse  population  through  national 
scholarship  programs; 

•  Links  private  colleges  with  the  busi- 
ness community  through  collabora- 
tive programs  that  address  the 
interests  and  concerns  of  both; 

•  Offers,  access  to  its  network  of  630 
institutions,  or  any  portion  thereof, 
to  implement,  publicize,  manage 
and  evaluate  corporate  philanthrop- 
ic programs  that  meet  business 
objectives. 


grams  at  [a]  lower  cost  to  each  institutiol 
And  it's  an  experience  that  may  well  inspil 
us  to  find  other  things  that  we  can  share.'! 

A  Technology  Link  to 
Student  Teachers 

A  successful  experience  as  a  stude 
teacher  can  make  an  enormous  difference 
an  individual's  subsequent  career.  The  ed 
cation  faculties  at  three  private  colleges 
Iowa  —  Coe,  Luther  and  Wartburg  - 
believe  that  frequent  personal  conta* 
between  student  teachers  and  their  superv 
ing  professors  is  vitally  important.  The  cc 
leges  also  believe,  however,  that  they  shou 
prepare  education  majors  to  teach  classes  th 
reflect  the  full  diversity  of  the  U.S.  popul 
tion.  Meeting  this  goal  often  means  placii 
student  teachers  far  from  their  colkj 
campus  —  and  in  some  cases,  out  of  stai 
With  students  scattered  over  a  wide  an 
supervising  professors  may  be  unable  to  vi* 
all  of  them  as  often  as  they  should. 

Helped  by  a  grant  accessed  through  d 
Partnership  for  Priva 
Colleges,     the    th; 


Iowa  institutions  a 
using  technology  i 
strengthen    the    ti< 
between  professors  c 
campus  and  studei 
teachers  in  the  fieli 
The  supervisors  wi  ® 
experiment,  for  exan   -";  ; 
pie,  with  using  E-rru  > 
to  communicate  wit 
their   students.   Tl 
colleges  are  also  estal 
lishing  electronic  bu 
letin  boards  where  sti 
dent  teachers  can 
questions     and 
answers    from    bot 
professors  and  peer 


k 


II 

pice  no 

fcsofto 


-m 


We  did  our  homework 
to  help  kids  do  theirs. 
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Introducing  the 
Compaq  Creative 
Learning  Series. 
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Unique  educational 
home  computers 
only  at  RadioShack. 

Iiese  high-powered,  full -featured  PCs  have  all  kinds  of  software  to  help  students  of  all  ages  do  better  in  school. 
Iternet  enhancements  ideal  for  reports.  Features  made  to  order  for  homework.  The  latest  tools  for  better  grades 
tarn  trusted  names  like  Disney,  The  Learning  Company  and  Corel.  Software  titles  such  as:  Sesame  Street:  Get  Set 
lr  Kindergarten,  Where  in  Time  is  Carmen  Sandiego?  and  Princeton  Review's  Inside  the  SAT  &  ACT  Deluxe,  to 
feme  just  a  few.  Plus,  the  quality  and  service  you  expect  from  the  world's  number  one  computer  brand.  And 
lith  a  library  of  productivity  and  entertainment  software,  they're  perfect  for  the  whole  family. 
|/Ve  your  kids  a  head  start,  starting  at  $999* 

COMPAQ. 

Creative  Learning  Center 


;r/pnce  not  available  at  all  stores.  Please  inquire.  *  Monitor  with  speakers  sold  separately, 
le  software  may  vary  from  retail  versions  and  may  not  include  documentation  or  all 
jram  functionality. 


Helping  kids  do  better  in  school  so  they'll  do  better  in  life.  (Sj  RadioShack 
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In  addition,  the  three  institutions  are  col- 
laborating on  the  development  of  a  new 
academic  course  for  student  teachers  that 
will  be  taught  over  the  Iowa  Communica- 
tion Network  —  a  state-owned,  closed- 
circuit,  interactive  television  system. 

The  colleges  will  be  seeking  answers  to 
such  questions  as:  How  many  student  teach- 
ers can  we  handle  in  the  field?  Can  we  do 
more?  Is  Internet  exchange  as  intensive  as  a 
site  visit?  Deborah  Norland,  Ph.D.,  associ- 
ate professor  of  education  at  Luther  College 
and  project  coordinator  for  this  initiative,  is 
impressed  by  the  Internet's  potential.  "The 
dynamics  of  E-mail  support  students  who 
are  excellent  writers.  Often,  these  students 
will  assert  themselves  far  more  readily  over 
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Global  competition  and  customer 
expectations  have  transformed 
the  business  environment  —  not 
just  in  boardrooms  and  executive 
suites,  but  on  factory  floors,  in 
showrooms  and  at  service  desks. 
Roles,  functions  and  measurements 
of  work  have  changed. 

State  Farm  believes  American 
business  will  serve  itself  and  our 
nation's  communities  by  actively  sup- 
porting efforts  to  help  students  mas- 
ter challenging  academic  subject 
matter  and  measure  results  calibrat- 
ed against  world-class  standards. 

As  a  member  of  business  educa- 
tion coalitions,  we  focus  many  of  our 
efforts  to  improve  student  achieve- 
ment in  elementary  and  secondary 
education.  We  also  provide  millions 
of  dollars  for  grants  to  colleges  and 
universities;  for  a  recently  expanded 
program  that  matches  the  dollars 
contributed  to  institutions  of  higher 
learning  by  State  Farm  employees 
and  agents;  and  for  seven  college 
scholarship  programs  —  one  of  them 
the  largest  of  its  kind. 

We  view  financial  support  of  edu- 
cation as  an  investment  because 
access  to  a  world-class  work  force  is 
a  real-world  business  issue. 

Edward  B.  Rust  Jr. 
Chairman  and  CEO 


Middlebury  College 

E-mail  than  they  will  in  the  classroom,  and 
we  get  to  know  them  more  intimately  than 
we  otherwise  could.  In  addition,  the  writing 
experience  itself  is  good  for  future  teachers, 
who  will  often  be  expected  to  write  in  a 
reflective  and  logical  way." 

Project  CuRL:  A  Curricular 
Resource  Library 

Students  who  search  the  Internet  for 
research  data  often  lose  precious  time  fil- 
tering through  unusable  material.  For  this 
reason,  many  professors  develop  their  own 
lists  of  worthwhile  Internet  resources  and 
search  engines  for  distribution  to  their  stu- 
dents. In  compiling  these  lists,  however, 
professors  often  duplicate  work  that  has 
already  been  done  elsewhere.  "My  sense  is 
there  are  faculty  all  over  the  place  doing  the 
same  research,  and  not  knowing  about 
other  people's  work,"*  explains  Michael 
Roy,  director  of  academic  computing  at 
Wesleyan  University  and  coordinator  of 
Project  CuRL. 

To  eliminate  this  redundancy,  Wesleyan 
teamed  with  four  other  New  England  col- 
leges —  Connecticut,  Trinity,  Dartmouth 
and  Williams  —  to  create  a  database  that 
will  serve  as  a  curriculum  resource  librarv 
for  students  and  faculty.  Project  CuRL  is  a 
collaborative  effort  that  will  allow  profes- 
sors to  use  their  time  more  efficiently  to 
locate  primary  source  material.  Ultimately, 
the  resulting  resource  library  may  serve  far 
more  colleges  than  its  original  five  creators 
—  a  further  gain  in  efficiency. 

Curricular  Innovation 

Particularly  in  a  field  like  chemistry, 
designing  and  developing  a  new  course 
requires  an  enormous  amount  of  work. 
When  the  chemistry  departments  at  four 

"Reprinted  from  !■  •,«»,  Tuesday,  March  10, 


private  institutions  —  Bellarmine  Collql 
Huntington  College,  Illinois  College  ail 
Illinois  Wesleyan  University  —  wanted  [ 
revamp  the  first  two  years  of  their  prograrl 
'for  majors,  they  decided  to  work  togethJ 
Their  collaboration  produced  a  ml 
approach  to  teaching  and  learning,  knovl 
as  Integrated  Curriculum  in  Chemistil 
which  will  make  substantial  use  of  tec 
nology.  In  time,  students  will  be  able 
access  homework  assignments,  answer  I 
and  the  textbook  for  the  course  (with  intel 
active  enhancements)  over  the  Web. 

"Students  will  be  able  to  use  the  courl 
material  at  2:00  a.m.  when  their  professol 
are  fast  asleep,"  notes  Graham  Ellis,  Ph.El 
project  director  and  associate  professor < 
chemistry  at  Bellarmine  College.  "They 
be  able  to  look  at  a  molecule  in  3-D  ar| 


ffifi™" 


We  are  proud  of  our  continuing 
association  with  FIHE  —  an 
organization  that  supports  the  dis- 
tinctive values  and  contributions  of 
America's  independent  colleges  and 
universities.  Beyond  its  effective- 
ness as  a  link  between  the  busi- 
ness community  and  independent 
colleges,  FIHE  and  its  member  orga- 
nizations serve  corporations  and  pri- 
vate foundations  by  developing  tar- 
geted programs  to  meet  donors' 
philanthropic  needs.  Member  insti- 
tutions provide  diverse  educational 
programs  that  correspond  to  a  vari- 
ety of  student  needs.  As  part  of  our 
ongoing  commitment  to  education, 
The  UPS  Foundation  established  an 
endowment  with  FIHE  in  1974,1 
which  is  currently  valued  at  $44  mil- 
lion. The  endowment  is  used  to  pro- 
vide scholarships  and  student  aid  to 
independent  colleges  and  universi- 
ties throughout  the  country.  UPS 
encourages  other  companies  and 
individual  donors  to  consider 
involvement  with  FIHE,  because  we 
believe  they  will  effectively  manage 
your  investment  to  open  the  door  for 
millions  of  young  people. 

Jim  Kelt) 
Chairman  and  CEi 


EVERYTHING  IN  BUSINESS  BEGINS  HERE. 


■  ;iness  is  not  driven  by  new  technology,  new  products,  new  techniques 
I  new  systems.  Business  is  driven  by  new  ideas.  They  are  the  source  of 
i  thing.  At  AEP,  we  use  ideas  to  help  improve  business.  Ideas  with  power." 

To   find   out   more,   visit   us   at   www.aep.com. 
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ELECTRIC 


AEP:  America's  Enirgy  Partner 


For 
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For  130  years,  Wells  College  has 
produced  successful  women  whose 
ideas  and  contributions  have 
changed  the  world.  We  believe  the 
need  for  strategic  thinking  and 
effective  communication  presents 
new  opportunities  and  challenges 
for  the  young  women  who  will  be 
tomorrow's  leaders. 

At  Wells  College,  we  work  hard  to 
prepare  these  women  for  their 
influential  role  in  the  next  century. 

Ranked  #2  for  value  in  the  nation 
among  liberal  arts  colleges  by  U.S. 
News  &  World  Report,  a  Wells 
College  education  means  high  value 
and  high  quality- and  that  was  before 
we  reduced  tuition  30%  beginning 
in  the  fall  semester  of  1 999. 

Wells  College  knows  how  to 
support  the  next  generation  of 
leaders.  After  all,  we've  been  doing 
it  since  1868. 

Wells  College,  Aurora,  NY 

800-952-9355 

www.wells.edu 

I U/EI1SI 
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rotate  it.  The  Web  is  a  wonderful  visual 
medium,  and  this  is  a  subject  that  cries  out 
for  visualization." 

The  collaboration  also  extends  to  sharing 
some  costly  laboratory  equipment.  Rather 
than  each  college  buying  a  Fourier  Transform 
Nuclear  Magnetic  Resonance  Spectropho- 
tometer, for  example  —  at  a  price  of  some 
$200,000  —  they  will  all  share  a  single 
instrument.  Students  will  send  their  samples 
to  Illinois  Wesleyan,  where  the  spectropho- 
tometer is  housed,  and  then  receive  the 
results  over  the  Internet  for  analysis  by  com- 
puters on  their  own  home  campuses. 

A  Regional  Consortium  for 
Multicultural  Education 

Five  Pennsylvania  colleges  —  Kings 
College,  College  Misericordia,  Marywood 
University,  University  of  Scranton  and 
Wilkes  University  —  share  a  common  goal: 
They  endeavor  to  better  prepare  their  stu- 
dents for  success  in  a  multicultural  and 
multiracial  society.  With  the  help  of  a  Part- 
nership grant,  they  are  forming  a  consor- 
tium that  will  address  these  diversity  issues. 

"Working  together,  we  can  take  advan- 
tage of  economies  of  scale,"  notes  Linda 
Trompetter,  Ph.D.,  assistant  academic  dean 
and  director  of  the  Diversity  Institute  at 
College  Misericordia.  "We  can  bring  in 
experts  to  offer  workshops  to  faculty  mem- 
bers on  how  to  develop  multicultural 
courses  —  sharing  the  costs.  We  can  invite 
visiting  scholars  we  couldn't  afford  to  bring 
in  on  our  own.  We  may  decide  to  offer 
joint  appointments  in  African-American 
Studies  or  Latino  Studies." 

If  cost-effectiveness  is  one  benefit  of 
working  together,  community  impact  is 
another.  The  colleges  hope  to  generate 
greater  sensitivity  to  diversity  issues  in  the 


Kalamazoo  College 

region  as  a  whole.  As  Dr.  Trompetter  nol 
"The  only  way  we  can  hope  to  change  tl 
region  is  to  work  together." 

A  Precious  National  Resource 

Through  strategies  such  as  these,  tl 
Partnership  for  Private  Colleges  is  helpil 
independent  institutions  meet  their  find 
cial  challenges.  The  projects  are  strengtha 
ing  a  critically  important  component! 
American  society.  If  education  is  the  foil 
dation  of  a  free  society,  then  the  indeptl 
dent  college  is  truly  its  cornerstone. 

The  first  private  colleges  predate  cl 
nation's  founding.  Throughout  our  histcl 
the  distinctive  values  of  these  independa 
institutions  have  profoundly  influenced  cl 
national  character.  They  remain  essential 
effectively  shaping  our  society's  future.  In<| 
pendent  colleges  and  universities  provide  I 
array  of  choices  to  an  increasingly  mqj 
diverse  nation.  Located  in  all  50  states,  tri 
educate  students  representing  every  sir 
group  within  America's  cultural  mosaic, 
addition,  independent  colleges  and  univl 
sides  focus  on  the  educational  and  cultul 
needs  of  the  student  by  offering  an  imnl 
diacy  and  intensity  of  learning  difficult 
match  in  larger,  tax-subsidized  institutioij 

By  any  measure,  private  higher  educad 
has  an  enormous  impact.  Enrolling  21°' 

'Source:  Independent  Colleges  and  Universities  I 
National  Profile  conducted  by  the  National  Associate  I 
oflndependent  Colleges  and  Universities,  1998. 


COLLEGE  OF  THE  S0UTHWES1 

€%  ollege  of  the  Southwest  exists  to  prepare  students  for  lifetime  effectiveness! 
9  and  service  through  an  education  based  on  Christian  principles  and  free| 
enterprise  —  those  basic  beliefs  on  which  this  great  nation  was  founded. 

As  an  independent,  senior  liberal  arts  college  that  boasts  a  world-class  I 
Students  in  Free  Enterprise  team,  CSW  operates  debt  free  and  accepts  no  tax| 
dollars  for  operating  expenses. 

CSW  remains  one  of  the  fastest-growing,  most  affordable  independent  col- 
leges in  the  Southwest. 

Joan  Tucker  I 
President 


You  always  said 


you'd  i 


Beginning  September  1998,  TIAA-CREF  will  administer  New  York's 

College  Savings  Program.  This  unique  program  to  fund  your 

children's  higher  education  offers  both  New  York  State  and  federal  tax 

aenefits  and  is  not  limited  to  New  York  State  residents.  To  find  out  more 

call  1-877-NYSAVES  toll  free  or  visit  Internet  Web  site  www.nysaves.org. 


Let's  face  it.  Planning 
for  tomorrow  is  easier 
said  than  done.  Especially 
when  you're  busy  making 
ends  meet  today.  With 
mutual  funds,  low-cost 
tax-deferred  investment 
programs,  insurance 
coverage,  IRAs,  and 
personal  annuity  savings 
plans,  TIAA-CREF  can 
help  make  things  a  lot 
easier  for  you.  Just  ask 
the  2  million  people  we're 
helping  build  a  safe, 
secure  future.  So  before 
one  of  your  kids  celebrates 
another  birthday,  call 
800  226-0147  for  more 
complete  information, 
including  charges  and 
expenses,  plus  a  free 
Personal  Investing  Kit. 
It  contains  prospectuses 
for  our  variable  annuities 
and  mutual  funds. 
Please  read  them  carefully 
before  you  invest  or  send 
money.  TIAA-CREF. 
Financial  services 
exclusively  for  people 
in  education  and  research. 
www.tiaa-cref.org 


Ensuring  the  future 
for  those  who  shape  it 
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Albright  College 


LOYOLA  UNIVERSITY  NEW  ORLEANS 

Loyola  University  New  Orleans  —  one  of  28  Jesuit  colleges  and  universities  i] 
the  United  States  —  is  a  Catholic  institution  that  emphasizes  the  Jesuit  trd 
dition  of  educating  the  whole  person.  With  an  enrollment  of  5,500  students  repl 
resenting  49  states  and  48  foreign  countries,  Loyola  has  consistently  ranked 
among  the  top  regional  universities  in  the  South  and  one  of  the  top  60  ii| 
America  by  U.S.  News  &  World  Report. 

The  Rev.  Bernard  P.  Knoth,  S.. 
University  Presider 


Thanks  to  lesson  plans  developed  by  her  teacher, 
Jenny  has  been  able  to  explore  Ellis  Island  without 
ever  leaving  her  home  town.  Today's  technology 
can  open  up  whole  new  worlds  for  your  students, 
too.  But  only  if  you  know  how  to  integrate  it  into 
your  curriculum.  That's  why  Ameritech  and 
Michigan  State  University  developed  LETSNet 
LETSNet  allows  you  to  study  the  best  Internet- 
based  lesson  plans  from  teachers  around  the 


country.  This  program  is  just  one  example  of 
Ameritech's  commitment  to  education  and  to 
students  like  Jenny.  After  all,  some  of  our  most 
important  work  has  nothing  to  do  with  telephones 
—  and  everything  to  do  with  our  future.  Learn  more 
about  LETSNet  and  our  other  educational  projects 
by  calling  1-800-719-5822  ext,  230  or  visiting 
www.  iimeritech.com/nevvs/contributions/education 


<Arfieritech. 

In  .1  world  of  to 

people  make  the . 


of  all  students,  independent  colleges  a 
universities  award  33%  of  all  bachel 
degrees;  43%  of  all  graduate  degrees;  a 
6 1  %  of  all  first  professional  degrees  in  fiej 
such  as  law,  medicine,  engineering  a, 
business.  They  enroll  minority  students  ai|    fcathavc  in 
those  who  are  the  first  in  their  families     ^oundth* 
attend  college  at  rates  comparable  to  thcj   A  enrichi 
of  public  institutions,  and  they  provt    tirtandd 
access  to  students  from  a  wide  range  of  ec   _"    - 
nomic  backgrounds.  Indeed,  students  fra    Km  ton 
families  earning  less  than  $30,000  a  year  z     ~;  "-'- 
present  on  private  campuses  in  about  tl 
same  proportion  as  students  from  fami 
earning  more  rhan  575,000  a  year. 

Graduation  rates,  too,  among  priva 
institutions  of  higher  learning  Testify  ro  the 
remarkable  efficiency.  For  example,  of  tho 
who  receive  undergraduate  degrees  at  fou 
year,  tax-subsidized  institutions,  only  34( 
of  students  graduate  in  four  years,  but  :| 
independent  colleges,  65%  do  so.  In  adc 
tion,  students  who  attend  independer 
colleges  and  universities  are  more  likely  tl 
pursue  graduate  degrees  than  those  at  publ 
institutions. 

These  statistics  reflect  the  distinctive  qua! 
ties  of  the  private  college.  In  its  classrooms, 
student  is  a  person,  not  a  number.  Thl 
campus  is  a  community  —  one  of  relativel 
small  size  —  where  each  student  can  stan  \ 
out  as  an  important  member  through 
myriad  of  leadership  opportunities  or  b 
developing  close  mentoring  relationships  wit! 
faculty  members.  Private  colleges  concentrat 
on  and  excel  at  educating  the  individual. 


Good  Citizenship 

Independent  colleges  and  universities  als< 
have  unique  relationships  with  the  com 
munities  that  surround  them.  As  botl 
employers  and  consumers,  they  are  signifi 
cant  economic  engines  within  their  loca 
economies.  However,  it  is  the  human  value 
taught  and  practiced  at  independent  col- 
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frtle  University 


that  have  the  deepest  impact  on  those 
g  around  them.  Colleges  are  centers  of 
ural  enrichment,  with  libraries  and 
ic.  art  and  drama  programs  that  raise 

quality  of  life  for  all. 

oncern  tor  others  is  one  of  the  tradi- 

al  values  taught  at  independent  colleges, 
principle  also  has  practical  benefits  for 

lents,  since  some  of  the  best  learning 

urs  when  classroom  instruction  is  inte- 


WELLS  COLLEGE 


Women  must  have  knowledge,  skills  and  the  opportunity  to  develop  fully  as 
individuals  if  they  are  to  emerge  as  the  leaders  of  the  21st  century.  In 
order  to  meet  thoroughly  the  academic  needs  of  women,  we  must  continue  to 
offer  and  expand  single-sex  learning  options.  When  a  student  enrolls  at  Wells, 
or  any  other  women's  college,  she  enters  an  environment  where  women  always 
come  first  in  the  classroom,  in  student  organizations  and  on  the  athletic  field. 

Lisa  Marsh  Ryerson 
President 


grated  with  real  life  experience.  Increasing- 
ly, citizens  of  a  campus  see  themselves  as  cit- 
izens of  the  larger  community.  As  a  result, 
in  growing  numbers,  faculty  members  and 
students  are  devoting  volunteer  time  and 
energy  to  local  causes. 

Corporate  America  Responds 

Assuring  that  Americans  have  access  to 
quality  higher  education  is  of  immediate 
concern  to  the  business  community.  "The 
biggest  challenge  facing  us  in  industry  is 
finding  the  qualified  people  that  we're  going 
to  need  in  the  future  —  not  just  in  man- 
agement,   but   throughout   our  organi- 


zations," explains  E.  Erwin  Maddrey  II, 
president  and  chief  executive  officer,  Delta 
Woodside  Industries  Inc.,  and  vice- 
chairman,  the  Foundation  for  Independent 
Higher  Education.  "This  is  really  our 
lifeblood.  If  we  don't  have  people  who  can 
do  the  job,  we'll  have  real  trouble  compet- 
ing worldwide.  The  problem  starts  at  K-12 
and  goes  all  the  way  through.  And  I  don't 
think  the  country  has  done  a  very  good  job 
of  solving  it  yet." 

Business  leaders  also  appreciate  that 
America's  private  colleges  need  to  act 
quickly  and  effectively.  "How  do  small 
institutions  with  limited  resources  better 
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Free  Enterprise 


College  of  the 

Southwest 

America's  College 


6610  Lovington  Highway 

Hobbs,  New  Mexico  88240 

800-530-4400 


For  more  information,  contact: 

Loyola  University  New  Orleans 

Office  of  Admissions 

6363  St.  Charles  Avenue 

New  Orleans,  LA  70118 

(504)  865-3240  •  1-800-4-L0Y0LA 
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Claremont  McKenna  College 

manage  their  costs  to  survive  in  the  next 
millennium?"  asks  Peter  Thorp,  Citibank's 
vice  president,  corporate  university  rela- 
tions and  educational  programs.  "Clearly, 
some  schools  will  hit  the  rocks  unless 
things  change.  They  should  have  a  sense  of 
urgency  about  this.  Colleges  need  to  better 
utilize  their  resources  and  better  share  their 
experiences  with  one  another." 

Although  a  corporation  or  foundation 
may  understand  the  needs  of  private  col- 
leges, many  are  overwhelmed  by  the  sheer 
number  of  institutions  as  well  as  the  chal- 
lenge of  selecting  qualified  grant  recipients. 
Here,  the  Foundation  for  Independent 
Higher  Education  can  play  a  particularly 
helpful  role,  handling  all  the  mechanics  of 
grant  administration  from  program  design 
to  the  assessment  of  funded  programs.  For 
this  reason,  many  of  America's  leading 
corporations  and  foundations  see  the 
Partnership  for  Private  Colleges  as  an  effec- 
tive way  to  achieve  their  philanthropic 
objectives  and  contribute  to  the  future  of 
America's  schools. 

Please  contact  us.  An  initial  discussion 
can  demonstrate  how  the  Foundation's  net- 
work of  colleges  will  enable  you  to  target 
gifts  in  ways  to  achieve  specific  results.  Let 
us  demonstrate  how  an  investment  in  inde- 
pendent higher  education  can  also  promote 
your  goals.  To  learn  more  about  the  Foun- 
dation for  Independent  Higher  Education 
or  the  Partnership  for  Private  Colleges: 

The  Foundation  for  Independent 
Higher  Education 

Eleven  South  LaSalle  Street,  Suite  1730 

Chicago,  IL  60603 

1-800-701-0833 

Phone:(312)849-9400 

Fax:(312)849-9151 

E-mail:  fihe@fihe.org 

Web  address:  www.fihe.org 


The  37  State  and  Regional  Funds 
of  the  Foundation  for  Independent 
Higher  Education 

Alabama  Association  of  Independent  Colleges; 
Universities  (205)  879-1673 

Independent  College  Fund  of  Arkansas 

(501)  378-0843 

Independent  Colleges  of  Northern  California, 
Inc.  (415)  894-4262 

Independent  Colleges  of  Southern  California,  i 
Inc.  (213)  553-9380 

Independent  Higher  Education  of  Colorado  Fun 
(303)  571-5559 

Florida  Independent  College  Fund 
(850)  681-3188 

Georgia  Foundation  for  Independent  Colleges. 
Inc.  (404)  233-5433 

Associated  Colleges  of  Illinois,  Inc. 
(312)  263-2391 

Independent  Colleges  of  Indiana  Foundation 
(317)  236-6090 

Iowa  College  Foundation  (515)  282-0473 

Kansas  Independent  College  Fund 
(913)  235-9088 

Kentucky  Independent  College  Foundation,  Inc 

(502)  695-5007 

Louisiana  Independent  College  Foundation 

(504)  346-6740 

Independent  College  Fund  of  Maryland 
(410)  235-4871 

Michigan  Colleges  Foundation  (248)  208-20101 

Minnesota  Private  College  Fund 
(612)  228-9061 

Mississippi  Foundation  of  Independent  College! 
Inc.  (601)  982-0308 

Missouri  Colleges  Fund,  Inc.  (573)  893-3818 

Nebraska  Independent  College  Foundation,  Inc  < 
(402)  339-1660 

New  England  Colleges  Fund,  Inc. 
(781)  932-9190 

Independent  College  Fund  of  New  Jersey 
(908)  277-3424 

New  Mexico  Independent  College  Fund 

(505)  954-4008 

Independent  College  Fund  of  New  York.  Inc. 
(518)  427-5110 

Independent  College  Fund  of  North  Carolina 
(919)  832-5817 

North  Dakota  Independent  College  Fund 
(701)  255-7500 

The  Ohio  Foundation  of  Independent  Colleges, 
Inc.  (614)  469-1950 

Oklahoma  Independent  College  Foundation,  Inc.i 
(405)  235-0587 

Oregon  Independent  College  Foundation,  Inc. 

(503)  227-1276 

Foundation  for  Independent  Colleges,  Inc.  of 
Pennsylvania  (717)  232-8649 

Independent  Colleges  and  Universities  of  South 
Carolina.  Inc.  (803)  799-7122 

South  Dakota  Foundation  of  Independent 
Colleges  (605)  331-6684 

The  Tennessee  Foundation  for  Independent 
Colleges  (615)  242-6400 

Texas  Independent  College  Fund 
(817)  731-4686 

Virginia  Foundation  for  Independent  Colleges 
(804)  288-6609 

Independent  Colleges  of  Washington 
(206)  623-4494 

West  Virginia  Foundation  for  Independent 
Colleges,  Inc.  (304)  345-5525 

Wisconsin  Foundation  for  Independent  Colleges. 
Inc.  (414)  273-5980 


:  Mother  Nature  Comes  Through  Again 
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When  it  comes  to  health,  natural  solutions  are  often  best.  Now  doctors 
around  the  world  are  discovering  that  naturally  produced  Vitamin  E, 
extracted  from  soybeans,  may  be  one  of  the  best  remedies  for  some 
of  our  most  dreaded  diseases,  including  heart  disease,  prostate 
cancer,  diabetes,  and  Alzheimer's. 

With  a  multimillion-dollar  investment  in  natural-source  Vitamin  E 
processing,  Archer  Daniels  Midland  Company  is  working  to  help  all 
Americans  live  longer,  healthier  lives.  Naturally. 
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Archer  Daniels  Midland  Company 

Box  1470 

Decatur,  Illinois  62525 

217-424-5200 

http://www.adnrnorlil.com 
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►  up&  COMERS 

The  hottest  indulgence  since  martinis 
and  cigars  is  the  lowly  doughnut- 
brought  to  you  by  Krispy  Kreme. 

Sweet  success 


By  Scott  McCormack 

Forget  low-fat  diets.  The  late  Nineties  are  all  about 
indulgence — martinis,  cigars,  high-powered 
motorcycles — so  it's  no  surprise  that  ordinary 
Americans  are  gorging  on  doughnuts.  No  one  is 
enjoying  that  indulgence  more  than  Krispy  Kreme 
Doughnut  Corp.,  the  Winston-Salem,  N.C. -based  chain 
with  the  retro  Fifties  look.  Enter  a  store  with  those 
chrome  swivel  stools,  and  black-and-white  photos  on  the 
wall,  and  you  travel  back  to  a  time  when  folks  didn't 
worry  about  excess  calories  or  clogged  arteries. 

Since  crossing  the  Mason-Dixon  line  four  years  ago, 
60-year-old  Krispy  Kreme  has  conquered  city  after  city, 
opening  40  stores  from  New  York  to  Las  Vegas.  The 
crowds  have  followed  faithfully.  Even  Yankees  have  been 
known  to  wait  hours  in  line  for  a  fresh  batch.  Privately 
held  Krispy  Kreme  should  top  $200  million  in  sales  this 
year — without  a  single  dollar  spent  on  advertising. 

Advertising,  no;  promotion — yes.  Krispy  Kreme  has 
sweet-talked  its  way  into  movies  and  TV,  securing  appear- 
ances in  the  political  satire  Primary  Colors,  as  well  as  on 
ER  and  The  Rosie  O'Donnell  Show.  Another  attention- 
getter:  selling  deeply  discounted  doughnuts  to  church  and 
school  groups,  who  resell  them.  Last  year  charities  raised 
$12  million  through  such  sales. 

Hard  to  believe  that  only  a  half-dozen  years  ago  the 
company  was  floundering.  Founded  in  1937  by  Vernon 
Rudolph  (who  bought  the  original  doughnut  recipe  from 
a  Cajun),  Krispy  Kreme  expanded  slowly  throughout  the 

►  startup  clinic  /  GROWING  PAINS 


Krispy  Kreme  chief  Scott  Livengood  and  marketeer  Jack  McAleer 
Time  to  make  the  doughnuts. 


Southeast.  In  1976,  three  years  after  Rudolph's  death, 
Beatrice  Foods  bought  the  chain — and  big  company 
management  proceeded  to  foul  things  up.  Discovering 
that  doughnut  sales  peaked  in  the  morning  and  evening, 
Beatrice  executives  decided  to  serve  soups  and  sand- 
wiches to  draw  midday  traffic.  (They  didn't.)  They 
altered  the  recipe  and  dumped  the  company's  script-let- 
tered signs  for  a  more  modern  look.  Customers  respond- 
ed with  their  feet.  "Our  soul  is  in  the  doughnut  business, 
and  Beatrice  just  didn't  get  that,"  says  President  and 
Chief  Executive  Scott  Livengood,  who  joined  Krispy 
Kreme  in  1977. 

Beatrice  finally  called  it  quits  in  1982,  and  a  group  of 
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Yo,  customer! 


Forbes  reader  Dennis  Tracz, 
42,  wants  more  bang  for  his 
advertising  buck  on-line.  His 
Research  Triangle  Park,  N.C.- 
based  ClubComputer  has  sold 


$500,000  worth  of  computer 
equipment  and  software  in  its 
first  four  months  on  the  Inter- 
net. He'd  like  to  build  on  that 
momentum.  "What's  the  best 
way  to  reach  the  small  busi- 
ness market  with  only  a 
$300,000  budget?"  he  asks. 
Tough  challenge.  Tracz  is  in 
a  very  crowded  neighborhood. 
One  out  of  two  ads  on  the 
internet  hawks  computers  and 
software.  Much  larger  competi- 
tors have  already  grabbed  the 
best  real  estate  on  major  Inter- 
net portals  like  Yahoo!,  Lycos 
and  Excite,  in  some  cases 


paying  up  to  $2  million  a  year 
in  marketing.  Computer 
resellers  have  also  grabbed 
key  search  words,  such  as 
"computers.com"  and 
"bottomdollar.com. " 

Tracz's  best  chance  is  to 
focus  narrowly  on  his  target: 
small  businesses.  There  are 
well-visited  sites  catering  to  the 
entrepreneur.  Tripod,  a  Web 
page  hosting  service  owned 
by  Lycos,  offers  "smallbiz  pod" 
( www.tri  pod  .com/pod_central/ 
pods/smallbiz).  which  clusters 
small-business  sites  and 
offers  chat  rooms  and  mes- 


sage boards.  Monthly  cost: 
between  $2,500  and  $25,000 
to  advertise  or  else  $25  to 
$55  per  1,000  times  your  ad 
is  viewed.  The  National  Federa- 
tion of  Independent  Business 
(www.nfibonline.com)  serves 
up  public  policy  and  legislative 
information  as  well  as  "how-to" 
tips.  An  average  monthly 
banner  ad  is  $5,500  for  every 
10,000  ad  views. 

But  how  do  you  know  that 
your  ad  dollars  are  paying  their 
way?  There's  the  traditional 
way  to  calculate  costs  per 
1.000 — which  works  out  to  an 
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■anchisees  bought  the  company  in  a  $22  million  leveraged 
uyout,  led  by  Joseph  McAleer,  who,  together  with  his 
ilv,  now  owns  50%  of  Krispy  Kreme. 
Out  went  the  sandwiches,  back  came  the  original  recipe 
nd  signs.  Sales  rebounded,  but  with  double-digit  inter- 
st  rates  in  the  early  1980s  it  took  years  to  pay  off  the  LBO 
lebt  and  there  was  nothing  to  spare  for  expansion.  Rev- 
nues  rose  to  SI  17  million  in  1989 — and  more  or  less 
oze  there. 

In  the  early  1990s,  with  debt  down  and  money  cheap- 
r,  management  began  to  experiment  cautiously  with 
xpansion.  Livengood,  who  was  appointed  president  and 
hief  operating  officer  in  1991,  realized  that  the  8,000- 
uare-foot  stores  ottered  a  tantalizing  display  ofdough- 
uts  being  made  but  were  too  expensive  to  operate  in  all 
:xcept  the  biggest  markets.  But  tiny  1,300-square-foot 
ri\e-through  stores  weren't  the  answer:  People  missed 
he  sight  and  smell  of  fresh  doughnuts  being  made. 

Livengood  finally  got  it  right:  stores  averaging  2,600 
.quare  feet — with  huge  glass  panels  that  leave  the  dough- 
nut-making  machines  in  full  view.  Most  stores  now  have 
quipment  that  churns  out  3,200  doughnuts  An  hour 
Enstead  of  the  ~,2()()  produced  at  the  larger  stores.  With 
this  formula,  Livengood  pulled  out  all  the  stops  on  Krispv 
Kreme's  expansion. 

Targeted  areas  include  Chicago,  I.os  Angeles,  Detroit 
and  Philadelphia.  Most  new  growth  will  come  on  the 
backs  of  franchisees,  who  now  account  tor  about  50%  of 
the  current  130  stores.  Once  accepted,  franchisees  pay  a 
one  time  fee  of  $25,000  per  store  and  an  annual  royalty 
of  4.5".  of  sales,  and  must  attend  a  four  week  doughnut 
school  at  headquarters  to  learn  the  Krispv  Kreme  way. 
Average  expense  to  open  a  new  store:  $850,000 — about 
twice  the  cost  of  a  Dunkin'  Donuts  franchise. 

But  Krispv  Kreme  franchisees  stand  to  make  more 
money.  In  the  Kansas  City  area,  for  example,  three  Krispy 
Kremes  have  opened  in  the  past  two  years.  They're 
already  doing  annual  sales  of  $2  million  each,  with  oper- 
ating profits  of  around  40%,  compared  with  25%  tor  a  typ- 
ical Dunkin'  Donuts  franchise. 

*"\\'c  think  we're  the  Stradivanus  of  doughnuts,"  says 
Livengood.  A  lot  of  customers  seem  to  agree.  tm 


Synbiotics' Ken  Cohen,  his  mutt  Ha.. 

and  a  canine-^men  freezer 

Who  says  animal  health  isn't  sexy? 


Everyone  knows  health  care 
is  a  great  growth  business. 
Cure  me,  cure  my  pets,  too. 

Captain  Prozac 
is  now  a  vet 

By  Leigh  Gallagher 

Kenneth  Cohen  learned  all  about  marketing  at  Eli 
Lilly  and  Co.,  where  he  worked  for  ten  years 
doing  market  research  and  sales  for  Prozac.  Last 
year  the  drug's  sales  totaled  $2.6  billion. 
Now  Cohen,  43,  wants  to  repeat  the  trick  at  San  Diego- 
based  Synbiotics  Corp.,  which  sells  veterinary  diagnostics 
and  vaccines  and  where  he  was  named  chief  executive  in 
1996.  Small  potatoes  after  Prozac:  Synbiotics'  sales  in  the 


average  $5  to  $50  for  a  Web 
banner.  But  the  on-line  retailer 
who  can't  afford  waste  is  usu- 
ally better  off  with  a  revenue- 
sharing  model.  That  is,  he  or 
she  agrees  to  cut  the  Web  site 
in  on  a  percentage  of  revenues 
from  any  orders  actually 
booked  through  the  site.  More 
and  more  advertising  on  the 
Web  is  being  bought  this  way. 

If  you  want  to  grab  male 
eyeballs  with  your 
webvertising.  you  can't  beat 
skimpily  clad  women.  But  that 
doesn't  necessarily  translate 
into  orders.  Tracz  would  be 


better  off  touting  his  some- 
what unusual  membership 
plan,  which  offers  free  ship- 
ping and  low  prices  to  mem- 
bers willing  to  pay  an  annual 
fee  ($49.95  for  individuals; 
$99.95  for  businesses). 
Tracz  might  also  try  a 
sweepstakes.  It  worked  for 
rival  retailer  BuyComp.com, 
which  generated  100,000 
clicks  a  month  during  a  recent 
promotion  to  give  away  a  Volks- 
wagen Beetle.  BuyComp.com 
also  got  a  lot  of  attention  at 
the  computer  trade  show 
Comdex  last  November  by  dis- 


patching 20  people  to  slip 
bumper  stickers  under  hotel 
doors  in  the  middle  of  the 
night. 

Trade  show  sponsorships 
that  attract  small  businesses 
are  a  must;  they  can  range 
from  $300  for  a  refreshment 
break  at  a  small  conference  to 
$100,000  or  more  for  the  gala 
banquet  at  a  larger  show.  You 
get  instant  visibility  and  the 
chance  to  network. 

Don't  forget  your  existing 
customers — the  cheapest 
source  of  repeat  and  new  busi- 
ness. If  they'll  let  you,  capture 


their  E-mail  addresses.  Engage 
them  in  weekly  dialogues 
announcing  promotions  or  new 
products.  And,  of  course,  have 
them  tell  their  friends  all  about 
you.  -Luisa  Kroll 

If  you  have  a  problem  with 
your  startup  business — in 
finance,  marketing,  sales  or 
strategic  planning — you  can 
reach  us  on-line  via  our 
Growing  Pains  forum  in  the 
Forbes  Digital  Tool  at: 
www.forbes.com/growing; 
or  E-mail  us  at: 
growing@forbes.com. 
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entrepreneurs 


Prozac  for 
dogs.5  Cohen 
sees  huge 
potential.  Eli 
Lilly  doesn't 
think  so:  They 
say  no  every 
time  he  calls. 


second  quarter  were  only  $9  million,  albeit  up  85%  from 
the  year  earlier. 

What  inspired  Captain  Prozac,  as  Cohen  was  called  at 
Lilly,  to  turn  himself  into  Dr.  Dolittle?  His  old  colleagues 
chide  him  for  going  down-market,  but  he  shrugs:  "Drug 
companies  have  a  lot  of  trouble  getting  excited  about  any- 
thing that  will  do  less  than  SI  billion.  But  you  don't  need 
$3  billion  blockbusters  to  make  a  living." 

Nor  need  it  take  a  full  decade.  A  veterinary  diagnostic 
generally  takes  only  half  as  long  to  reach  the  market  as  a 
human  diagnostic.  Cutting-edge  cancer  therapies  that 
remain  as  yet  off-limits  to  humans  are  available  for  pets.  In 
April  Synbiotics  received  the  go-ahead 
from  die  U.S.  Department  of  Agricul- 
ture to  market  a  monoclonal  antibody 
against  canine  lymphoma. 

Synbiotics  was  founded  in  1982  to 
develop  monoclonal  antibodies  for 
human  applications,  then  edged  into 
veterinary  work  to  spread  costs.  As  the 
veterinary  business  thrived  but  losses 
mounted  on  the  antibody  work,  the 
board  decided  the  company  needed  a 
new  leader.  It  tapped  Cohen  in  the 
hope  that  he  would  spur  growth.  He 
^^^™  had  impressive  credentials.  After  leav- 

ing Lilly  in  1988,  he  helped  run  three 
biotech  companies:  LifeCell  Corp.,  Argus  Pharmaceuticals 
and  Canji,  a  gene  therapy  firm. 

"I  looked  at  this  company,  and  I  thought,  'Why  are  you 
apologizing  for  this  [veterinary]  business?'"  Cohen  says.  He 
decided  to  concentrate  on  it. 

Not,  however,  an  easy  task.  Synbiotics  remains  a  tiny 
player  in  veterinary  medicine — its  6%  share  of  animal  diag- 
nostics makes  it  a  very  distant  second  to  Idexx  Laborato- 
ries, with  73%.  And  Idexx  doesn't  hesitate  to  use  its  clout: 
It  often  prohibits  its  distributors  from  carrying  competitors' 
products. 

Cohen  isn't  discouraged.  Synbiotics'  biggest  product 
category,  pulling  in  $8  million  this  year,  includes  tests  for 
canine  heartworm  disease,  a  potentially  fatal  condition. 
Synbiotics  just  won  USDA  approval  to  market  the  first 
feline  heartworm  test  for  veterinary  use. 

Synbiotics  also  caters  to  dog  breeders,  pro\iding  tests  for 
canine  brucellosis  (which  can  cause  sterility)  as  well  as  ovu- 
lation timers  and  semen  freezing  services.  The  company  is 
developing  die  first  canine  pregnancy  test,  which  should  liit 
the  market  by  1999. 

To  build  market  share  in  veterinary  medicine,  Cohen  has 
been  acquiring  at  a  fast  pace.  In  July  1997  he  purchased 
Rhone-Merieux's  animal  diagnostics  division,  and  in  March 
acquired  Prisma  Acquisition  Corp.,  which  sells  instruments 
that  measure  blood  chemistry  in  animals. 

Cohen  is  sure  he  is  on  the  right  track  focusing  on  animal 
health  products.  A  health-obsessed  American  public  is 
almost  equally  obsessed  with  the  welfare  of  its  pets.  Dogs 
now  get  hip  replacements  and  cataract  surgery.  1  lorses  with 
broken  legs  are  not  automatically  put  down.  If  Viagra 
worked  on  dogs,  a  lot  of  breeders  would  no  doubt  buy  the 
little  blue  pills  for  old  Rex. 


Prozac  for  dogs?  Don't  laugh.  Cohen  has  given  it  a  lott 
thought.  It  could  temper  compulsive  behavior  like  excessixl 
chewing,  biting  and  tail  chasing.  Every  year  he  calls  up  ] 
former  employer  and  asks  for  the  canine  rights  to  the  bloclj 
buster;  every  year  Lflly  turns  him  down. 

"They're  worried  about  lawsuits,"  Cohen  says.  "All 
takes  is  one  dog  on  Prozac  to  bite  a  child  and  you're  i| 
court." 

Starting  a  company  is  hard  enough. 
Stepping  down  is  even  tougher. 

Will  Uncle 
Maurice  let  go? 

By  Erika  Brown 

Handing  your  corporate  baby  to  another  person  is  ; 
tough  thing  to  do.  Just  ask  Maurice  Kanbar. 

Kanbar  spent  nearly  ten  years  building  Skyy  Vodka  intc 
a  successful  product.  His  San  Francisco-based  Skyy  Spir-i 
its  Inc.  sold  $42  million  worth  of  the  stuff  last  year.  Thif| 
is  quite  an  accomplishment  for  a  smallish  marketer  in 
crowded  business,  but  then  Kanbar  is  quite  a  promoter.! 
He  holds  30  patents — including  one  for  "d-ruzz-it,"  a| 
comb  that  removes  sweater  balls,  and  another  for  a  pro- 


Maurice  Kanbar,  Skyy's  founder  and  chairman 
Finally  setting  Skyy  free? 
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We're  a  lot  more  concerned  with 
your  deal  than  our  image.  Let  us 
find  the  right  solutions  for  your 
small  or  mid-sized  company. 
888.774.6511  www.hellerfin.com 
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Skyy's  David  Kanbar  and  Tony  Foglio 

The  new  management  team:  shaking  things  up  at  Skyy. 


tective  case  for  hypodermic  needles,  which  he  sold  to 
Becton,  Dickinson  &  Co.  for  more  than  $150,000. 

Skyy  Vodka  is  manufactured  by  a  midwestern  distillery 
according  to  a  formula  of  Kanbar's  invention.  It's  a 
quadruple-distilled  liquor  that  Skyy  claims  contains  fewer 
congeners  (the  chemicals  that  contribute  to 
hangovers)  than  most  vodkas.  The  hangover 
claims  are  debatable — but  the  success  of  his 
marketing  is  not.  Kanbar  designed  the  eye- 
catching cobalt-blue  bottle,  developed  a  high- 
end  pricing  strategy  and  sold  bartenders  on 
Skyy's  promise  to  cut  down  on  katzenjam- 
mers.  It  was  an  instant  hit,  buoyed  by  all 
those  new  martini  drinkers.  In  1994,  its  third 
year  of  sales,  Skyy  had  revenues  of  $14  mil- 
lion, selling  nearly  200,000  cases. 

But  Kanbar,  who  declines  to  give  his  age 
(60s?  70s?),  prefers  starting  things  to  run-     mob 
ning  them.  "My  talent's  not  in  manage- 
ment," he  explains,  "but  in  creating — then  I 
hand  it  to  some  guy."  Kanbar,  who  has  no  children, 
turned  to  his  27-year-old  nephew,  David,  who  owned 
a  small  mortgage  business  in  New   York.  David  sold 
his  business  and  moved  west — right  into  Maurice's 
San    Francisco    apartment,    home    base    for    Skyy's 


"My  talent's  not 
in  management,1 
admits  Maurice 
Kanbar,  "but  in 
creating— then 
I  hand  it  to 
some  guy." 


three-man  operation. 

The  older  and  younger  Kanbai 
put    their    heads    together    an* 
decided  to  hire  an  experience! 
liquor  executive.  After  two  fals 
starts  they  focused  on  Anthon 
Foglio,  chief  operating  officer  an 
president  of  idv  North  America 
GrandMet's    Hartford,    Conn, 
based,  $2  billion  (sales)  spirits  divi 
sion.  Foglio,  a  guy  who'd  made  hi 
name        promoting        Sambuc; 
Romana  into  a  global  brand,  saic 
no  way — unless  he  were  offeree 
some  equity.  Maurice  said  forget  it 
but  David  finally  persuaded  hi; 
uncle  to  make  a  deal.  They  would 
hire  Foglio  and  his  right-hana 
man,  Keith  Greggor,  as  a  team 
Foglio  and  Greggor  would  get 
equity  if  they  achieved  certain 
goals    within    a    specified    time 
period.  They  would  teach  David, 
now  executive  vice  president,  the 
business,  and  Maurice  would  step 
aside  with  the  tides  of  founder  and. 
chairman.  Under  Foglio,  Skyy  is 
already  a  changed  organization. 
There  are  acquisitions  under  con- 
sideration, as  well  as  an  ambitious 
plan  to  double  sales  in  three  years. 
Brand  image  is  changing,  too. 
The  ads  have  gotten  racier:  One 
shows  a  well-dressed  young  man  in 
a  red  leather  chair  being  straddled 
by  a  red-headed  dominatrix.  On  a  table  next  to  them  sits 
a  bottle  of  Skyy  and  two  empty  martini  glasses.  Maurice 
grouses  that  he  doesn't  "get"  the  ad  campaign,  but  is 
willing  to  let  Foglio  take  charge. 

Maurice  is  keeping  busy  with  other  things.  He  is,  for 
example,  working  on  a  ROLLO  cane  (a 
kind  of  walker  on  wheels),  and  a  gas-pow- 
ered bicycle. 

But  he's  clearly  having  a  hard  time  letting 
go  of  the  little  tilings  at  Skyy.  When  the  office 
was  looking  for  a  new  copier,  Maurice  clipped 
ads  with  prices  and  left  a  pile  on  the  chief 
financial  officer's  desk.  When  it  came  time  to 
decorate  Foglio's  new  office,  Maurice  didn't 
think  to  bring  in  a  designer.  Instead,  without 
telling  Foglio,  he  rode  his  scooter  to  Macy's 
and  picked  out  a  red  Oriental  rug  for  him. 

Will  Foglio  tough  it  out?  Can  you  teach 
a  proud  founder  to  butt  out?  Unless  the 
answer  to  both  questions  is  yes,  Skyy  faces 
an  uncertain  future.  David  Kanbar  shakes  his  head 
in  amused  disbelief  and  offers  his  opinion  about  his 
uncle:  "He  would  be  a  richer  guy  if  he  focused  on 
inventing,  instead  of  worrying  about  the  best  deals  on 
toilet  paper."  IB 
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•  N  THE  WEB,  NO  ONE  KNOWS  HOW  SMALL  YOUR  COMPANY  IS.  Netfinity  3000.  Build  a  reliable 
stwork  that  runs  Windows  NT3 or  other  operating  systems.  Start  doing  business  on  the  Web.  Your  choice  of  Lotus®  Domino'"  or  Lotus 
omino  Intranet  Starter  Pack,'  90-day  IBM  Start  Up  Support  and  a  3-year  limited  warranty  are  included.  And  with  SystemXtra  you 
an  get  a  hardware,  software,  services  and  financing  package.Visitwww.ibm.com/netfinity  or  call  1  800  IBM  7255,  ext.  4761. 
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►  starting  your  own  BUSINESS 

After  all  the  failed  promises 

of  interactive  TV,  one  small  company 

is  starting  to  deliver. 

Out  of  the  box 


By  Om  Malik 

Remember  all  the  fuss  about  interactive  televi- 
sion? You  would  soon  be  able  to  watch  any 
movie  or  buy  anything  you  want  at  any  hour  of 
the  day?  Never  happened,  despite  the  hundreds 
of  millions  of  dollars  spent  by  companies  like  Microsoft 
and  Bell  Atlantic  for  the  next  generation  of  high-end 
analog  and  digital  cable  boxes. 

On  a  modest  agenda,  however,  CableSoft  Corp.  has 


CableSoft  President  Sonia  Khademi  and  founder  Andy  Devereaux 
Beyond  the  hype  and  fizzle  of  interactive  TV. 


made  it  work.  This  tiny  startup  in  Burlington,  Mass.  is  pro- 
viding a  free  service  to  certain  cable  subscribers  that  offers 
the  local  weather,  traffic  reports  and  the  results  of  Little 
League  and  soccer  games  with  a  simple  click  of  the  remote 
control.  It  lets  you  view  local  classified  ads  and  m\v  busi- 
ness listing  in  your  area,  quite  similar  to  the  Yellow  Pages. 
Nothing  razzle-dazzle — just  basic,  useful  information  with- 
out the  bother  of  waiting  to  get  on  the  Internet. 

CableSoft  was  founded  in  1995  by  Andy  Devereaux,  who 
witnessed  firsthand  the  hype  and  fizzle  of  interactive  TV.  An 
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engineer  by  training,  he  worked  in  management  position 
at  a  General  Instrument  division  and  at  American  Cable  Sys 
terns  before  starting  Danvers,  Mass. -based  American  Capi 
tal  Co.,  a  venture  capital  firm.  He  had  seen  many  spectacu 
lar  failures — such  as  the  $300  million-plus  Tele-TV  project 
a  consortium  of  Baby  Bells  that  promised  to  provide  sports 
videos,  banking",- even  pizza,  on  demand.  Devereaux  wa 
sure  there  was  a  simpler  way  to  make  TV  interactive. 

There  was  an  existing,  and  overlooked,  technology 
called  vertical-blanking  interval  (vbi),  a  vacant  slice  of  tele 
vision  signal  used  for  things  like  closed  captions.  Whei 
combined  with  Internet  protocols  like  hypertext,  vbi  cre- 
ated colorful,  interactive  text.  Devereaux  shopped  the  ide; 
around  to  former  colleagues  at  General  Instrument  anc 
investment  partners  at  American  Capital.  Giving  up  65% 
of  the  company,  he  raised  $7  million  to  launch  CableSoft 
Now  the  tough  part:  getting  cable  operators  to  carry  the 
service,  called  SnapFacts — and  various  sponsors  to  provide! 
content  and  revenues.  Devereaux  turned  to  Sonia  Khade- 
mi to  head  up  the  sales  effort.  An  Iranian  emigre  and  a 
hotshot  engineer,  she  was  working  at  Cisco  selling  hard-i 
ware  equipment  to  cable  companies.  Says  Dev- 
ereaux, "She  never  gives  up." 

A  good  thing,  too,  because  Khademi  had  a 
lot  of  doors  slammed  in  her  face,  since  interac- 
tive TV  had  been  so  overhyped.  "It  was  the  hard- 
est sell  of  my  life,"  she  recalls,  but  this  May  shec 
persuaded  ESPN's  SportsTicker  and  the  Weather  i 
Channel  to  provide  free  data  to  SnapFacts,  in 
exchange  for  carrying  their  logos.  LottoNet  and 
CinemaSource  soon  followed.  Cable  operators 
were  easier  to  convince:  CableSoft  provided 
them  with  $125,000  worth  of  hardware,  which 
allows  the  cable  TV  networks  to  send  informa- 
tion to  subscribers'  homes. 

CableSoft  makes  money  mainly  from  two 
advertising  sources:  local  business  listings  and 
classified  ads  from  local  newspapers.  Khademi, 
who  is  now  president  and  chief  executive, 
offered  to  share  ad  revenues  with  cable  opera- 
tors— half  of  the  $2  Cablesoft  gets  from  each 
classified  and  $8  for  every  business  listing.  The 
company  hopes  to  sell  banner  ads,  too. 

Two  cable  systems  have  already  signed  on:  TCI 
Atlantic,  a  division  of  TO  Communications, 
signed  on  for  270,000  subscribers  in  Hartford, 
Conn,  and  Pittsburgh,  Pa.  A  week  later 
MediaOne  cut  a  deal  to  carry  the  service  in  Jacksonville, 
Fla.  (250,000  viewers).  Next,  Khademi  set  to  work  sign- 
ing up  newspapers  in  those  markets.  She's  also  negotiating 
with  several  national  media  companies. 

Now  comes  the  problem  of  burn  rate:  By  the  year  2000 
there  will  be  some  19  million  digital  and  high-end  analog 
cable  boxes  in  American  homes.  But  CableSoft  has  already 
burned  through  more  than  $6  million  of  its  nest  egg  and 
anticipates  1998  revenues  of  only  $200,000.  Devereaux  and 
Khademi  are  looking  for  fresh  money.  Can  they  do  so  with- 
out trading  away  their  independence,  and  how  much 
equity  will  they  be  able  to  keep?  Familiar  questions  for  any 
entrepreneur.  B 
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'S  S969.  IT'S  FROM  IBM.  The  IBM  PC  300GL.  Today,  you  can't  afford  not  to  be  an  e-business.That's  why  we 
signed  the  IBM  PC  300GL.  It  starts  at  a  spartan  cost  of  just  $969*  And  remains  cost-efficient  over  time,  with  intelligent  new  management 
itures  built  in.  Plug  one  in,  and  you  can  turn  it  on  and  configure  it  remotely.  And  smart  software  helps  restore  individual  hard  drives  in 

event  of  system  irregularities.  You  can't  afford  not  to  learn  more.  Visit  www.ibm.com/ibmpc  or  call  1  800  IBM  7255,  ext.  4924. 
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Still  knowing  each  chorus  and  chord  by  heart.  Even  when  you're  in  your  nineties.  Sounds  like  scier 
fiction  to  you?  Not  to  us.  Because  Hoechst  Marion  Roussel,  our  pharmaceutical  company,  is  condu 
extensive  research  in  the  fight  against  Alzheimer's  and  other  diseases  that  affect  the  elderly.  For  v 
strongly  believe  that  with  time  we'll  find  ways  to  make  these  diseases  only  a  memory. 


Imagine  being  in  your  nineties  and  still  able  to  recite  eP[l 


Hoechst  Marion  Roussel  is  the  pharmaceutical  company  of  Hoechst,  an  international  group  of  cotl: 


The  Future  in  Life  Sciences 
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leading  innovation  in  Life  Sciences. 


Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 


Tiny  nonprofit  successfully  tackles  world's 
most  intractable  social  problems. 

Emperor 
of  Peace 
lives  again! 


By  Srikumar  S.  Rao 

William  Drayton,  a  former  McKin- 
sey  &  Co.  consultant,  is  so  wispy  that 
you  hold  your  sneezes  in  his  presence 
for  fear  of  blowing  him  away.  Dra\ton 
is  a  do-gooder,  but  he  differs  from 
most  modern  do-gooders  in  that  he 
isn't  asking  for  governments  to  solve 
nasty  social  problems.  His  Arlington, 
Va. -headquartered  Ashoka:  Innova- 
tors for  the  Public  turns  instead  to 
what  he  calls  "social  entrepreneurs," 
private  people  willing  to  put  their 
organizational  and  entrepreneurial 
skills  to  work  helping  others  rather 
than  making  money. 

He  has  impeccable  academic  cre- 
dentials— Harvard,  Oxford  and  Yale 
Law  School — and  an  insight  into 
how  to  solve  the  world's  toughest 
problems — environmental  degrada- 
tion, poverty,  lack  of  education  and 
health  care,  exploitation  of  women 
and  children,  and  so  on.  He  turns 
social  entrepreneurs  loose  on  them. 
"A  business  entrepreneur  has  excep- 
tional levels  of  vision,  creativity  and 
determination,  and  frequently  creates 
entirely  new  industries,"  explains 
Drayton.  "A  social  entrepreneur  has 
exactly  the  same  qualities,  but  he — or 
she — devotes  them  to  coming  up 
with  new  solutions  to  social  prob- 
lems." He  names  some  well-known 
examples:  Florence  Nightingale, 
Mahatma  Gandhi,  Martin  Luther 
King  Jr.,  Nelson  Mandela. 

Drayton's  insight  was  that  by  iden- 
tifying social  entrepreneurs  early  on, 
he  could  support  them  inexpensivel) 
and  leverage  modest  financial  outlays 
into  enormous  social  impact.  Like  a 
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venture  capital  outfit, 
Ashoka  looks  for  people 
with  drive,  passion  and 
clearly  defined  projects.  It 
grants  them  a  smallish 
stipend  that  takes  care  of 
their  living  expenses  and 
frees  them  to  devote 
themselves  full  time  to 
their  dreams.  It  helps 
them  acquire  skills  they 
lack — how  to  get  their 
story  out,  raise  funds  to 
carry  on  the  work  and 
expand — and  gives  them  a 
worldwide  network  of 
like-minded  individuals 
who  provide  ideas,  con- 
tacts and  fellowship. 

"It  is  arrogant  to  think 
that  well-meaning  out- 
siders can  make  a  dent  in 
the  horrendous  social 
problems  besetting  every 
country  in  the  world,"  savs 
Drayton.  "Money  is  not 
the  answer.  We  empower 
social  entrepreneurs  from 
the  communities  and  get 
out  of  their  way.  It  is 
amazing  how  effective 
they  become  in  finding 
their  own  solutions." 

Among  the  entrepreneurs  Drayton 
has  backed  are  Marilcna  I.azzarini  and 
Josue  Rios,  cofounders  of  the  Brazilian 
Institute  for  Consumer  Defense 
(IDE<  I.  In  March  1990  the  Brazilian 
government  froze  all  bank  accounts  in 
its  bid  to  tight  hyperinflation.  The 
inflation  index  was  arbitrarily  changed. 


and  banks  applied  the  new  measure 
retroactively  to  many  accounts. 

In  short,  the  government  effective- 
ly confiscated  much  of  the  savings  of  a 
huge  part  of  Brazil's  growing  middle 
class.  Many  Brazilians  instantly  went 
from  middle  class  to  poor.  "It  was 
robbery,  pure  and  simple,"  asserts 
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Hto 

tat; 
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Ashoka  fellows 


f% 


Asia 


1997 

1998 

Bangladesh 

40 

46 

India 

137 

153 

Indonesia 

61 

66 

Nepal 

22 

23 

Pakistan 

6 

9 

Thailand 

45 

49 

TOTAL 

311 

346 

Africa 

Nigeria/  Cameroon/ 

Ghana 
Senegal/Ivory  Coast/ 

Mali/Burkina  Faso/ 

Guinea-Bissau 
South  Africa/Zimbabwe 
TOTAL 


* 


30 


34 


31 

53 

118 


3 


Central  Europe 


Czech  Republic 

Hungary 

Poland 

Slovakia 

TOTAL 


Latin  America 


Argentina 

14 

17 

Bolivia 

13 

16 

Brazil 

166 

176 

Chile 

13 

16 

Colombia 

14 

17 

Costa  Rica 

2 

4 

Ecuador 

16 

19 

El  Salvador 

2 

4 

Mexico 

89 

98 

Paraguay 

4 

6 

Peru 

13 

16 

Uruguay 

8 

9 

Venezuela 

5 

8 

TOTAL 

359 

406 

WORLD  TOTAL 

822 

939 

Marilena  Lazzarini.  Josue  Rios  esti- 
mates that  consumers  were  rooked 
out  of  more  than  S14  billion.  The 
Institute  filed  suit  against  the  banks, 
winning  several  landmark  victories.  Its 
suit  against  the  government  on  behalf 
ot  the  cheated  depositors  is  pending. 
This  is  not  the  first  time  I  dec  has 


taken  up  cudgels  on  behalf  of  people 
lacking  political  power.  It  has  won 
fights  to  force  insurance  companies  to 
reduce  illegally  hiked  premiums  and 
to  prevent  rich  cattle  ranchers  from 
using  banned  carcinogens  in  feed. 
"Marilena  and  Josue  have  made  a 
pioneering  breakthrough  in  holding 


government  and  the  pri- 
vate sector  responsible  for 
their  actions,"  says 
Bernard  Aronson,  former 
assistant  secretary  of  state 
for  Latin  America  and  the 
Caribbean. 

It  was  in  1990  that 
Ashoka's  board  of  direc- 
tors elected  both  Marilena 
and  Josue  to  its  Fellow- 
ship and  granted  them 
living  stipends.  "Everyone 
was  asking  me  why  I  left  a 
good  government  job  to 
set  up  an  association  that 
was  doomed  to  fail," 
recalls  Marilena.  "I  was 
consumed  by  self-doubt. 
But  the  Ashoka  stipend 
not  only  enabled  me  to  be 
independent,  it  bolstered 
my  confidence.  The  sup- 
port came  at  exactly  the 
right  time  for  me." 

In  a  world  that  has 
grown  accustomed  to  turn- 
ing to  government  for  help, 
Drayton  understands  that 
government  itself  is  often 
the  problem.  He  knows 
that  government  is  not 
"us,"  but  just  another 
"them." 

From  childhood,  Dray- 
ton showed  entrepreneur- 
ial talents  and  an  interest 
in  public  affairs.  The  son 
of  a  placer  miner  and  a  cel- 
list, he  started  a  newspaper 
when  he  was  in  fourth 
grade.  At  Yale  Law  school 
in  1967  he  started  Yale 
Legislative  Services,  which 
mobilized  students  to  pro- 
vide first-rate  analytical 
and  drafting  services  to 
legislators  that  lacked  their 
own  staff  support.  The 
quid  pro  quo  was  that  stu- 
dents were  privy  to  all 
meetings  and  were  able  to 
see  firsthand  how  laws  got  made  and 
local  government  really  functioned. 
"It  got  law  students  involved  in 
making  policy,"  recalls  Drayton. 
"They  had  far  more  impact  than  they 
would  have  had  working  with  petty 
cases  for  Legal  Aid."  As  an  assistant 
administrator  for  planning  and  man- 
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agement  at  the  U.S.  Environmental 
Protection  Agency  in  the  Carter  era, 
he  came  up  with  the  idea  of  trading 
pollution  rights  as  an  efficient  method 
of  controlling  noxious  emissions — 
using  the  market  rather  than  govern- 
ment edict  to  alleviate  problems. 

Now  he  is  applying  his  approach 
toward  problem-solving  to  the  whole 
world.  In  Brazil  another  Ashoka 
Fellow,  Leonardo  Pessina,  has  found 
one  solution  to  the  housing  shortage 
in  Sao  Paulo,  where  much  of  the 
population  lives  in  shantytowns  or  on 
the  street.  Leonardo  gathers  dwellers 
from  Sao  Paulo's  favelas — urban 
slums — into  cooperatives  whose 
members  contribute  both  cash  and 
work  to  build  modest  but  modern 
homes.  Each  participating  family  typ- 
ically provides  80  hours  of  labor  each 
month,  much  of  it  on  nights  and 
weekends.  The  government's  chief 
contribution  is  land  and  occasional 
financing.  The  genius  of  this  program 
lies  in  the  highly  original  ways  Pessi 
na  has  found  to  organize  groups  of 
unskilled  families  into  units  capable  of 
high-quality  construction.  Each 
family  works  on  all  units,  and  when 
construction  is  complete,  homes  are 
allocated  with  a  lottery  deciding 
order  of  choice.  The  cash  outlays  are 
only  for  materials  and  a  bit  of  highly 
skilled  labor.  For  cooperative  mem- 
bers, the  payoff  is  a  decent  home  for 
about  half  what  they  would  have  to 
pay  in  the  private  market — which  few 
could  afford. 

It  is  touching  to  see  the  enthusi- 
asm of  the  members.  Salete,  35, 
mother  of  four  children  ranging  from 
4  to  12  years  old,  takes  a  train, 
subway  and  bus  to  reach  the  con- 
struction site — two  hours  each  way. 
She  bakes  savories  and  sells  them  on 
the  train  to  raise  the  fares  for  herself 
and  her  children.  Her  children  play  in 
the  community  nursery  while  she 
puts  in  her  hours  at  the  site,  laying 
bricks.  "Good  housing  with  electric- 
ity and  running  water  is  only  one  of 
the  benefits,"  says  Pessina.  "Their 
self-esteem  rises.  Many  get  new  jobs 
using  the  skills  they  acquired,  such  as 
carpentry     and      masonry."      The 

Leonardo  Pessina 

Helping  favela  dwellers  build  housing. 
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Ashoka-seeded  organization  has  con- 
structed more  than  3,000  units  in  the 
Sao  Paulo  area  and  has  served  as  an 
adviser  to  other  groups  that  have  put 
up  an  additional  40,000  units. 

Drayton  runs  Ashoka  like  a  business; 
he  is  an  immensely  talented  organizer. 
Ashoka  dispatches  teams  around  the 
world  to  identify  problems  and  find 
people  who  are  leading  crusades 
against  them.  Social  workers,  clergy- 
men, politicians,  bureaucrats,  educa- 
tors and  environmental  activists  are 
consulted.  What  are  the  social  prob- 
lems you  face?  Can  you  name  someone 
who  has  come  up  with  a  unique  and 
effective  way  of  trying  to  solve  any  of 
them?  Does  the  cause  have  the  poten- 
tial to  spread  throughout  the  region? 
Is  the  candidate  so  driven  by  his  idea 
that  he  lives  and  sleeps  it?  Does  he 
have  the  maturity  to  figure  out  what 
he  needs  to  do  to  make  his  idea  a  real- 
ity? Does  he  have  a  strong  ethical  fiber? 
Candidates  who  pass  all  the  screens  are 


invited  to  make  a  written  detaild 
application  for  an  Ashoka  Fellowship! 
A  country  representative — there  are  3 1 
of  them,  spread  from  Nepal  to  Chile-I 
"evaluates  these  and  then  makes  his  reel 
ommendations  for  specific  candidate! 
for  Ashoka  Fellowships  and  their  three! 
year  stipends.  These  are  screened  fur| 
ther  at  several  stages. 

"We  are  looking  for  the  AndrevJ 
Carnegies  and  the  Steve  Jobses  ofth<| 
social  arena,"  says  Drayton.  "The;| 
have  to  have  knockout  ideas  that  carl 
become  a  new  pattern  for  society  as ; 
whole.  They  have  to  be  thoroughly  »» 
trustworthy.  The  world  already  ha; 
enough  corrupt  leaders.  Ashoka  doe;!  K 
not  want  to  add  to  the  supply." 

Fewer  than  one  in  100  people  pro- 
posed make  it  to  Fellowship.  "At  every  led  well.  L 
stage  of  the  selection  process,  quality  is 
the  overriding  concern,"  emphasizes 
Drayton.  "We  do  not  want  to  help  bg for t 
start  a  new  school,  but  we  do  want  to 
do  everything  possible  to  help  some- 


vou  toe 


:,  tourer 


m  care 


met  way 


■re  where  you  are  today 
■use  you  took  control 
l)ur  financial  future  and 
Ined  well.  Like  many 
|ts,  you're  probably  selr- 
ring  tor  the  possibility  of 
1-term  care.  Now  there's 
iarter  way  to  self-insure 
MoneyGuard. 

whole  different  kind 
lsurance  that  links  the 
|efits  of  life  and  long-term 
insurance.  What  does 
mean  tor  you?  Your 
lium  is  not  lost  it  you 
it  need  long-term  care — 


Make  Another 

Smart  Financial 

Decision 

Here's  how  MoneyGuard  works: 

Example  is  for  a  healthy  non-smoking  male,  age  65 

You  have:  s  150,000  in  liquid  assets  available  for 
self-insuring  long-term  care 
expenses 

You  move:     $  50,000   into  MoneyGuard  as  a  single 
premium 

You  receive:  $  97,500  in  immediate  death 

benefit  or  long-term 
care  benefit,  if  needed 

$  97,500  in  additional  long-term 

care  benefit 

$  195,000  total  long-term  care 
benefit''' 

You  keep:     $  100,000  of  your  initial  liquid  assets 

that  may  now  be  invested  more 
aggressively  because  those  assets 
are  better  protected  against 
long-term  care  expenses 

In  this  example-,  MoncyCiuard  pays  up  to  H33  a  day  for  home 

health  care,  nursing  home  care  or  assisted  living, 

or  up  to  3,66  a  day  tor  adult  day  care. 


you  still  receive  all  the 
benefits  of  life  insurance. 

In  addition,  MoneyGuard 
works  as  an  asset  shelter — 

protecting  your  hard-earned 
funds  from  the  demands 
of  long-term  care  expenses. 

We're  sure  you'll  have 
questions,  so  please  call 
1-877-893-9990  today, 
or  contact  your  advisor. 
MoneyGuard  is  available 
through  insurance-licensed 
stockbrokers,  independent 
agents,  personal  bankers  and 
financial  representatives. 


,     WT  PENN-PACIFIC 
ILIFE  INSURANCE  CO. 

•  UNCOLN  NATIONAL  CORPORATION 


[.vw.moneyguard.com 
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MoneyGuard 


Life  Insurance  for  Living 


The  MoneyGuard  universal  life  insurance  policy  has  riders  that  prepay  the  death  benefit  and  more  for  long  term 
care  expenses.  It  is  underwritten  by  First  Penn-Pacific  Life  Insurance  Co.,  a  part  of  Lincoln  National  Corporation 
The  illustration  and  outline  of  coverage  describe  the  benefits,  costs,  exclusions  and  limitations  of  MoneyGuard. 
Benefits  vary  by  age,  health  status  and  state  availability.  First  Penn  is  not  licensed  in  New  York.  ©  1998  First  Penn- 
Pacific  Life  Insurance  Co.  All  rights  reserved.  Policy  form  number:  L-2020  series.  Rider  form  numbers:  L-2800  series. 


one  who  is  launching  a  better  way  of 
teaching — an  idea  that  can  spread  far 
beyond  the  school  where  it  is  first 
demonstrated." 

In  La  Paz,  the  capital  of  Bolivia — 
more  than  two  miles  above  sea  level — 
Drayton  developed  severe 
altitude  sickness.  "His 
face  became  green,  and 
he  excused  himself  to  go 
out  and  be  sick,"  recalls 
Ashoka  associate  director 
Joanna  Davidson.  "But 
he  came  back  and  carried 
on.  He  collapsed  right 
after  and  had  to  spend  the 
next  day  in  bed."  In 
Brazil  he  was  once 
robbed  at  gunpoint  and 
was  the  target  of  a 
botched  abduction.  He 
reported  the  incidents  to 
the  police  and  the  Ameri- 
can Embassy  and  went 
right  back  to  Ashoka 
business. 

Other  Ashoka  execu- 
tives are  no  less  dedicat- 
ed. Lynn  Hamilton, 
Ashoka's  director  for  the 
Andean  region,  camped 
out  for  several  days  in 
the  deepest  Amazon, 
traveling  up  and  down 
the  river  by  canoe  to 
check  out  the  claim  of  a 
candidate  to  have  come 


up  with  a  new  way  of  restoring 
severely  damaged  land  in  the  fragile 
ecosystem  of  the  region.  Her  body 
swelled  with  rainbow- hued  welts  after 
she  was  attacked  by  hundreds  of  fleas 
in  Peru. 


Somsook  Boonyabancha  with  William  Drayton 
Enough  work  in  Bangkok  to  keep  them  occupied. 


War  stories  like  these  form  part  i 
the  culture  of  Ashoka,  named  afterl 
3rd-century  B.C.  Indian  emperor  wn| 
publicly  foreswore  war  because  oft 
•suffering  it  causes.  If  you  haven't  sul 
fered  physically,  you  haven't  dor] 
your  full  measure. 

The  organizatiol 
operates  on  a  shoestring 
Its  operating  budget  fd" 
1998  is  a  mere  $7.2  mil 
lion,  a  third  raised  bl 
chapters,  a  third  frorl 
individual  and  corporarJ 
donors,  and  the  balancl 
provided  by  foundations 
Ashoka  Fellows  anl 
paid  $250  a  month  ill 
low  cost  of  living  counl 
tries  like  Bangladesh  an<| 
up  to  $1,500  a  month  ill 
higher  cost  of  living 
countries  like  Brazil  anc 
Argentina. 

So   far,   Ashoka   haJ 
stayed  out  of  the  mora 
prosperous  parts  of  the 
world    because   of  th« 
higher  cost  of  operating| 
there   and  the  greatei 
social  needs  elsewhereJ 
However,  if  financing! 
comes       through       as 
expected,      the      first 
Ashoka  Fellows  in  thel 
U.S.  may  be  elected  as 
early  as  next  vear. 


The  McKinsey 
connection 

Though  he  no  longer 
works  for  McKinsey, 
William  Drayton  retains 
close  ties  to  the  famed 
consulting  firm.  The 
Center  for  Social  Entrepre- 
neurship  is  a  joint 
Ashoka/McKinsey  project 
in  Sao  Paulo.  Housed  in 
McKinsey's  plush  offices,  it 
allows  McKinseyites  to 
work  with  Ashoka  Fellows. 
They  work  pro  bono,  and 
on  their  own  time.  Some 
get  their  hands  dirty,  like 
Jacson  Rosenfeld  and 
Marcos  Fernandes,  who 


teach  English  to  favela 
children.  Others  work 
behind  the  scenes  provid- 
ing strategy  advice,  like 
Mauro  Epstein,  who 
helped  Marilena  Lazzarini 
of  IDEC  evaluate  an  offer  to 
buy  a  publication  her  orga- 
nization puts  out. 

"Helping  a  giant  multi- 
national make  an  extra  bil- 
lion dollars  by  financial 
rejiggering  is  intellectually 
stimulating,  but  it  does 
not  give  me  any  great  sat- 
tsfaction,"  said  one  con- 
sultant. "Working  with 
Ashoka  is  much  more 
meaningful.  I'll  probably 
stick  around  with  McKin- 


sey longer  because  of  such 
opportunities." 

Stefan  Matzinger,  the 
Austrian-born  McKinsey 
director  who  set  up  the 
Brazilian  office,  recog- 
nizes that  the  Ashoka  tie  is 
as  good  for  McKinsey  as 
for  Ashoka.  He  says:  "We 
have  to  provide  an  envi- 
ronment where  our  associ- 
ates and  partners  feel  chal- 
lenged at  work  and  feel 
personally  fulfilled.  Ashoka 
does  a  great  job  in  bring- 
ing meaning  to  the  profes- 
sional lives  of  consultants 
w  ho  work  with  the  fel- 
lows." Other  McKinsey 
'  fices  are  taking  note. 


Anupam  Puri,  chairman 
of  McKinsey  India,  con- 
firms: "Our  Ashoka  center 
will  be  up  and  running 
before  the  end  of  the  year. 
Our  associates  are  clamor- 
ing for  it." 

Drayton  himself  is  a 
McKinsey  alum,  as  is 
Susan  Stevenson,  one  of 
his  senior  executives.  Rajat 
Gupta,  the  firm's  present 
managing  partner,  has 
been  a  supporter  of 
Ashoka.  "What  most 
excites  our  associates  are 
social  issues,"  says  Gupta. 
"Whatever  permits  them 
to  engage  in  these  is  of 
benefit  to  us."  -S.S.R.    M 
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are  customers 

waiting  for, 

an  engraved  invitation? 

Well,  maybe. 


You've  invested  a  lot  in  getting  your  advertising  message  out  to 
the  public.  But  maybe  you're  neglecting  one  of  the  most  simple — and 
effective  —  advertising  media:  mail. 

Advertising  mail  can  be  as  simple  as  a  postcard  or  as  elaborate 
as  a  multipiece,  ongoing  customer  loyalty  program.  With  break- 
through creative,  innovative  formats 
anil  an  increasingly  broad  range  of  olRECT  MA,L 
applications,  Direct  Mail  gives  you  ^g0amfm *""" 
the  space  to  deliver  your  message  and  define  your  brand  in  an 
immediate,  relevant  way.  As  a  result,  you  don't  merely  communicate 
with  customers;  you  connect.  You  go  beyond  changing  attitudes; 
you  change  behavior. 

So  what  are  you  waiting  for?  Direct  Mail  can  be  a  very  inviting 
advertising  medium — and  the  number  of  RSVPs  will  really  impress  you. 

For  a  free  kit  filled  with  information,  ideas  and  examples  of  how  Direct 
Mail  can  help  build  your  business,  call  1-800-THE-USPS,  ext  21  ID. 

UNITEDSTATES 


POSTAL  SERVICE 


Inspectors 


We  deliver. 

See  the  story  of  the  US  Postal  Service  Inspectors  on  Showtime  Sunday,  September  20  @  8pm  ET/PT  Part  of  Showtime's  Free  Preview  Weekend  (Where  available). 

TL36  ©  1998  The  United  Snles  Postal  Service 


The  stipends  generally  end  after 
three  years.  After  that,  funding  is  usu- 
ally taken  over  by  foundations  or 
government  agencies  or  even  by  affil- 
iated profitmaking  ventures.  "We 
don't  want  them  to  become  depen- 
dent on  us,"  explains  Drayton.  "We 
support  them  till  they  become  inde- 
pendent, and  this  typically  happens  in 
less  than  three  years." 

The  multiplier  effect  of  these  small 
sums  is  awesome.  Fellow  Ismael  Fer- 
reira  organized  dirt-poor  sisal  farmers 
into  a  cooperative  in  Valente,  a  semi- 
arid  part  of  northeastern  Brazil.  It 
developed  an  export  market  for  their 
sisal  and  set  up  a  processing  factory 
that  provides  employment  for  300 
workers.  Though  the  world  price  for 
sisal  dropped,  the  farmers  were  able  to 
almost  double  their  incomes.  Ferreira 
is  bursting  with  plans  for  the  future: 
He  plans  to  expand  his  plant  to  man- 
ufacture other  products.  Inferior-qual- 
ity sisal  can  be  used  to  make  roofing 
tiles  and  water  tanks.  Sisal  juice  can  be 
used  to  make  tequila  and  for  pharma- 
ceutical ingredients.  He  has  also 
applied  for  licenses  to  operate  com- 
munity radio  and  television  stations. 

In  Thailand  Somsook  Boonyaban- 
cha  has  pioneered  "land  sharing"  as  a 
way  of  clearing  urban  slums  created  by 
influxes  of  rural  villagers  into  urban 
areas.  The  slumdwellers  are  in  most 
cases  squatting  on  land  owned  by  a 
businessperson.  Boonyabancha  makes 
a  deal  with  the  owner.  If  he  or  she  will 
deed  part  of  the  land  to  the  slum- 
dwellers  to  build  on,  they  will  vacate 
the  rest  of  the  land,  which  can  then  be 
commercially  developed.  Both  parties 
benefit  by  avoiding  endless  court  bat- 
tles complicated  by  political  dealing. 
The  Thai  royal  family  is  taking  note.  Its 
Bureau  of  Crown  Property  owns  the 
land  under  about  100  slums  and  has 
declared  that  it  will  use  land-sharing  as 
the  basis  of  all  development.  Work  has 
started  in  several  sites.  Land-sharing 
arrangements  based  on  Boonvaban- 
cha's  model  are  being  looked  at  in  Sri 
Lanka,  Indonesia  and  India. 

More  than  900  Ashoka  Fellows 
throughout  the  world  chip  away  at 
injustice  and  arc  making  life  more  bear 
able  tor  the  most  deprived.  Fellows  have 
saved  millions  of  acres  of  rain  forest, 
brought  low  cost  electricity  to  isolated 
rural  villages,  released  thousands  of  chil- 

106 


Bikes  "R"  Us 

Jason  Upshaw  started 
2nd  Gear  Bicycles  in 
Area  4,  a  seedy  part  of 
Cambridge,  Mass. 
Kids  who  complete 
35  hours  of  bike  repair 
lessons  in  the  shop 
get  a  restored  bike  for 
free.  (The  wrecks 
come  from  Goodwill 


Industries,  the  local 
police  and  private 
donors.)  Upshaw 
figures  that  he  has 
given  away  75  bicycles 
so  far. 

He  figures  the  proj- 
ect gives  the  young- 
sters something  better 
to  do  than  hang  out 
and  get  into  fights. 
Just  19  himself — and 





dren  from  bonded  slave  labor,  created 
programs  for  more  effective  teacliing  of 
mathematics  and  launched  a  score  of 
human  rights  initiatives. 

Says  Bradford  Smith,  a  vice  presi- 
dent at  the  Fi  rd  Foundation  (which 
provides  soi  >port  to  Ashoka): 

"Ashoka   is  lent  at   plugging 

social  entrepi  into  a  network 

and  getting  the        I     5  to  cross  bor- 
ter  than  we  can. 
form  organiza- 
eive  our  support." 
a  ill  pa\   for  many 
has  been 


ders.  They  do  it 
Main  Ashoka  Fe 
dons  that  then  1 
"Government 
good  things  .  . 


about  to  start  schoo 
at  the  University  of 
Massachusetts — he 
was  busted  repeatedly 
for  fighting  and  steal- 
ing, starting  at  age  11. 
Upshaw's  shop  was 
funded  by  Youth  Ven- 
ture, an  Ashoka  spin- 
off aimed  at  young 
people.  Youth  Venture 
provides  modest  fund- 
ing for  similar 
projects  and 
arranges  for  an 
experienced  adult 
as  adviser.  Upshaw 
received  a  $1,000 
grant  and  a  $250 
loan  to  get  his 
shop  up  and  run- 
ning. Youth  Ven- 
ture has  encour- 
aged diverse 
initiatives,  ranging 
from  sixth-grade 
kids  who  teach 
math  to  third- 
graders  to  high 
schoolers  who 
have  set  up  an 
internationally  rec- 
ognized organiza- 
tion to  combat 
childhood  dia- 
betes. -S.S.R.    wm 

Upshaw  and  Drayton 
Hanging  out  with 
friends  at  2nd  Gear. 


our  inner-city  problems,"  says  Peter 
Drucker.  "These  efforts  only  work  if 
there  is  conviction  of  the  person 
behind  the  commitment,  and  that 
cannot  be  produced  by  a  government 
agency." 

At  a  time  when  socialism  has  been 
proven  to  be  a  dismal  failure,  and 
government  programs  have  created  as 
many  problems  as  they  solve,  Ashoka 
may  well  be  showing  us  the  path  to  a 
better  world.  ■■ 
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proven  that  no  government  can  solve 


Snkumar  S.  Rao  is  Louis  and  Johanna  Vorzimer 
Professor  of  Marketing  at  the  C.W.  Post  campus  of 
New  York's  Long  Island  University. 
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Lots    of    companies    have 


a    mission    statement. 


Ho 


w     many    have     a    mission: 


Our  mission?  <  reate  better  \\a\s  to  reach  oul  and  help  make  sure  people 
gel  the  health  care  the)  need.  We  are  nol  newcomers  to  ilhs  goal.   ■   In  fact,  we  ve 

alieadx    committed    more   than    1()()   million 


dollars  towards  initiatives  specifically  designed 

to  build  acce>>.  nol  walls.  One  example  is  I  SOA. 


the  national  database  we  use  to  identify  people 
who  need  access  lo  special  care.  \nd  lo  remind 
members  to  see  their  physicians  for  critical  check- 
ups and  screenings.  We  ve  also  teamed  with  Johns 
Hopkins  io  create  InteliHealth.  the  mosl  comprehensive  online  consumer  health 
information  network.  Another  investment  \  ielded  the  Academic  Medicine  and  Managed 
(  are  Forum.  Through  it  we  ve  funded  research  to  improve  access  to  care.  ■  And  we  ve  joined 
with  the  American  I  lean  Association  in  warning  women  about  the  number  one  threat  to 
their  health  —  heart  disease.  Simply  said,  we're  putting  OUT  money  lirmK  where  OUT 
mission  is.  That's  the  price  of  entry  for  having  one  to  begin  with.  ■  For  our  brochure 
on  how  we  are  raising  ihe  (|iialit\  of  health  care,  contact  ns  at  rjTA|*A 


1-800-AETNA-42  or  our  Quality  Center  ai  www.aeinanshc.coin. 


US  Healthcare 

Riiisiiij;  the  qualit)  <if 
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lunch 

A  shampoo  salesman  is  trying  to  shake  up  General  Motors. 
In  a  way,  he's  just  trying  to  take  it  back  to  Alfred  Sloan's  GM. 

Soap?  Gars? 

What's  the  difference? 


By  Dyan  Machan 

"What  did  I  know  about  cars?  I 
drove  them,"  says  Ronald  Zarrella  in 
an  offhand  way. 

Statements  like  that  don't  go  down 
very  well  in  Detroit,  where  cars  are  as 
much  a  religion  as  a  business.  It's  a 
macho  place — a  town  of  steak,  cigars 
and  bravado.  Zarrella,  48,  is  clearly  not 
a  member  of  that  club.  GM  hired  him  in 
1994  as  vice  president  in  charge  of 
marketing  for  the  North  American 
group — which  is  56%  of  GM's  sales.  GM 
just  suffered  a  nasty  strike  over  its 
efforts  to  deal  with  the  high  labor  costs 
that  are  one  of  its  big  problems.  Zarrel- 
la's  job  is  to  help  deal  with  the  other 
big  problem:  the  blurring  of  identity 
among  its  various  makes  of  cars. 

He  sat  down  to  lunch  with  FORBES 
recently  at  the  Oak  Room  of  the  Plaza 
Hotel,  right  across  the  street  from  the 
GM  showroom  in  Manhattan.  We 
would  talk  about  his  plans,  then  walk 
over  to  look  at  the  shiny  GM  cars. 

We  never  got  there.  Zarrella  scarce- 
ly ate,  let  alone  saved  any  time  for 
looking  at  cars.  We  asked:  What's  a 
shampoo  guy  doing  in  the  car  busi- 
ness? "People  think  there's  got  to  be  a 
great  car  guy  at  the  top  of  every  car 
company  who  okays  every  design," 
Zarrella  says  early  in  the  conversation. 
"It  just  isn't  true." 

Zarrella  spent  much  of  his  career 
selling  shampoo  for  Bristol-Myers 
Squibb  Co.  and  Esmark — though  he  is 
no  shampoo  man,  either.  He's  an  engi- 
neer with  a  degree  from  Worcester 
Polytechnic  Institute.  He  picked  up  an 
M.B.A.  from  New  York  University  as 
well.  Jargony  expressions  like  "intc 

GM's  Ronald  Zarrella,  marketing  chief 
Car  guys  may  be  history. 
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grated  business  systems'"  trip  easily  off" 
his  tongue.  In  1985  he  joined  Bausch 
&  Lomb,  maker  of  contact  lenses  and 
trendy  Ray- Ban  sunglasses.  He  worked 
his  way  up  to  become  the  president 
and  the  chief  operating  officer  by  1993. 

While  he  was  shepherding  sunglass- 
es to  market.  General  Motors'1  board 
was  watching  in  alarm  as  the  car  giant's 
market  share  tell  from  the  50%  level  of 
a  few  decades  ago  to  a  humiliating 
32%.  The  company  also  had  the  litde 
problem  of  not  making  much  money. 
It  lost  $5.7  billion  in  1992,  its  worst 
vear  in  recent  memory.  The  board 
fired  chief  executive  Robert  Stempel 
and  put  GM  director  John  Smale  in 
charge  until  the  new  chairman  and 
chief  executive  officer,  John  Smith  Jr., 
took  over.  That  board-led  coup  also 
brought  Zarrella  to  GM. 

This  guy  is  one  intense  fellow. 
Zarrella  and  I  have  been  talking  for  20 
minutes  and  haven't  yet  opened  our 
menus.  The  waiter  wanders  away, 
seeing  that  it's  futile  to  interrupt. 

As  Zarrella  describes  it,  he  was 
brought  in  "to  change  how  cars  are 
brought  to  market  ...  to  participate 
in  the  greatest  turnaround  in  American 
history." 

Can  you  sell  cars  the  way  you 
sell  soap? 

In  a  way,  yes.  "It's  developing  a 
brand  against  a  specific  set  of  targeted 
customers,  and  that  position  drives 
everything  that  the  brand  is — from  the 
■ay  the  product  is  engineered  and 
designed,  to  the  way  it  is  advertised,  to 
the  way  it  is  priced,  to  the  way  it  is 
merchandised." 

We  couldn't  resist:  Hell,  cars  are 
not  soap. 

"Soap  is  not  soap,"  Zarrella  snaps 
back.  "Ivory  soap  is  different  than 
Palmolive  soap.  Every  consumer 
knows  that.  You  go  to  the  supermarket 
to  buy  Ivory  soap,  you  don't  look  at 
the  60  brands  that  are  on  the  shelf. 
Most  consumers  know  what  they're 
going  to  buy  when  they  get  there." 

They  do  with  cars,  too,  but  gm's 
brands  blur.  Too  much  independence 
among  the  divisions  tempted  each 
general  manager  to  create  an  entire 
line  of  cars  for  every  pocketbook  and 
taste.  Zarrella  wants  to  prune  the  lines. 
The  Olds  Cutlass  and  Buick  Riviera 
could  be  vulnerable  in  future  model 
years.  The  Chevrolet  Caprice  and 
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Buick  Skylark  are  already  history. 

In  the  new  GM  system,  each  brand 
has  a  brand  manager  and  a  vehicle  line 
executive  who  work  as  a  team  and  are 
accountable  for  the  performance  of  the 
brand.  The  manager's  job  is  to  under- 
stand his  assigned  category  of  con- 
sumers, and  the  executive's  is  to  devel- 
op the  car  aimed  at  that  category. 
"The  brand  managers  will  understand 
their  customers  better  than  any  'great 
car  guy'  16  levels  up  in  the  organiza- 
tion," he  says.  "In  the  past  we  [gm] 
listened  to  ourselves,  not  our 
customers." 

Zarrella  waves  the  waiter  away  again 
and  continues.  He  explains  that  his 
assignment  is  not  involved  with  quar- 
terly sales,  but  with  fundamental 
changes  in  gm's  structure. 

Historically,  the  bedrock  of  power  at 
GM  were  the  general  managers,  virtual 
warlords  of  Chevrolet,  Oldsmobile, 
Pontiac,  Buick,  Cadillac.  Since  Zarrel- 
la joined  GM  in  1994,  all  of  the  gener- 
al managers  but  one  have  been  retired. 
With  the  exception  of  Saturn,  the  big 
divisions  that  once  had  their  own 
geography — Oldsmobile,  based  in 
Lansing,  Mich.;  Buick,  in  Flint, 
Mich. — are  being  pulled  into  gm's  new 
headquarters,  the  Renaissance  Center 
in  Detroit. 

As  of  Jan.  1,  there  will  be  a  central- 
ized marketing  organization  headed  by 
Zarrella.  As  a  result,  15%  to  20%  of  the 
5,100  sales,  service  and  marketing  staff 
will  be  eliminated  by  the  end  of  1998. 
"There  "will  always  be  a  general  man- 
ager, but  the  job  will  be  different," 
Zarrella  says.  The  new  position  will 
focus  on  brand  management  and  mar- 
keting, as  opposed  to  distribution. 

Wait  a  minute.  Isn't  he  tearing 
down  the  house  that  Alfred  Sloan, 
America's  great  industrial  genius,  built? 
Not  really.  In  Zarrella's  view,  Sloan  did 
not  intend  his  general  managers  to  run 
independent  fiefdoms.  They  were  each 
given  a  market  segment  and  told  to  go 
out  and  conquer  it:  Chevrolet  for  the 
average  person;  Oldsmobile  and  Pon- 
tiac for  the  sportier  types;  Buick  for  the 
doctor  and  lawyer;  and  Cadillac — for 
people  craving  the  ultimate  status 
symbol.  "A  car  for  every  pocketbook" 
•  is  a  line  attributed  to  Sloan. 

That  did  not  mean  that  Buick,  say, 
or  Chevy  would  build  a  car  for  every 
pocketbook,  as  they  virtually  do  today. 
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Here,  in  Sloan's  own  words,  is  his  crit- 
icism of  the  loose  organization  he  took 
over  in  1923:  "Each  division,  in  the 
absence  of  corporation  policy,  operat- 
ed independently,  making  its  own  price 
and  production  policies,  which  landed 
some  cars  in  identical  price  positions 
without  relationship  to  the  interest  of 
the  enterprise  as  a  whole.  .  .  .  We  had 
a  confused  product  line." 

Zarrella's  point  is  that  GM  has  slid 
back  to  that  pre-Sloan  position. 

If  Zarrella  is  stepping  on  lots  of  toes, 
he  gets  away  with  it  because  he  has  the 
full  support  of  North  American  gm's 
president,  Richard  Wagoner  Jr.,  and 
gm's  chief,  Smith.  On  several  occasions 
rumors  have  circulated  that  Zarrella 
would  be  fired,  which  would  make  a 
lot  of  car  people  happy  "I  don't  think 
that's  happening,"  laughs  Zarrella. 
"I'm  spending  a  lot  of  money  building 
a  new  house." 

The  waiter  has  now  abandoned  us 
completely.  I  ask:  If  cars  are  going  to 
be  sold  like  shampoo  or  sunglasses, 
which  car  is  my  type — me  with  two 
children  and  two  dogs? 

"The  Chevy  Venture,  a  minivan, 
is  our  soccer-mom  product,  bought  for 
functionality  and  value.  Off  the  same 
platform  is  the  Pontiac  Montana,  for 
people  who  hate  the  idea  of  soccer 
moms.  It's  targeted  to  families  who 
need  the  functions  of  a  minivan 
but  would  much  rather  drive  a  sport 
utility  vehicle." 

Me  a  soccer  mom?  Not  my  image. 
Nor  do  I  lust  for  a  four-wheel  drive. 

With  the  excitement  of  an  anthro- 
pologist stumbling  across  a  new,  previ- 
ously undiscovered  tribe,  Zarrella  says, 
"You  may  need  a  crossover  vehicle. 
Perhaps  you're  the  next  generation, 
suited  for  a  vehicle  that  has  the  func- 
tionality and  packaging  of  a  van,  yet 
has  real  drive  characteristics — four- 
wheel  drive,  raised  higher  off  the  road, 
with  more  storage.  Something  like 
Lexus  RX  300,  the  popular  sport  util- 
ity vehicle  built  off  a  car  plan." 

I  see  what  he  is  driving  at:  The  way 
General  Motors  makes  money  is  from 
volume,  and  the  way  GM  gets  volume 
is  by  creating  as  many  seemingly  dif- 
ferent cars  as  it  can  from  common  plat- 
forms. You  get  big  production  runs 
from  making  only  a  few  platforms,  but 
producing  many  variations  of  sheet 
metal  and  amenities  on  top  of  each. 


The  result  is  vehicles  with  much  in 
common  underneath — but  very  differ- 
ent to  the  eye. 

Fine  talk,  but  since  Zarrella  institut- 
ed brand  management  changes  in 
1996,  gm's  market  share  has  come 
down  one  percentage  point,  to  around 
30%.  Since  the  strike,  it  plunged  fur-  • 
ther,  to  21%.  Zarrella  guesses  it  will 
find  its  way  back  to  30%,  but  who 
knows?  Each  market  share  point  rep- 
resents 150,000  cars,  with  a  total  retail 
price  of  about  $3  billion.  Lose  three 
share  points  and  you  may  close  two 
factories  and  lop  off  6,000  jobs,  anger- 
ing the  UAW  and  producing  the  kind  of 
ill  will  that  led  to  this  summer's  strike. 

"We're  sized  to  be  profitable  on  a 
32%  to  35%  market  share,"  he  replies, 
adding  that  the  kind  of  fundamental 
change  he's  pushing  won't  produce 
results  this  quarter  or  even  this  year. 

What  kind  of  results  has  it  pro- 
duced? It  helped  revive  the  Buick 
LeSabre.  It  was  on  its  last  legs  after  a 

"People  think  there's  got  to 
be  a  great  car  guy  at  the 
top  of  every  car  company. 
It  just  isn't  true," 


redesign  in  1992,  when  its  brand  man- 
ager locked  onto  the  view  that  LeSabre 
owners  wanted  safety,  security  and 
peace  of  mind.  The  marketing  types 
came  up  with  the  song  "Stand  by  Me" 
in  commercials  showing  a  LeSabre  nar- 
rowly avoiding  a  charging  18 -wheeler 
on  a  wet  road.  In  1997  sales  were  up 
15%.  Zarrella  attributes  the  gain  to 
"consistency  of  message." 

Sixty  minutes  into  our  conversation, 
at  my  prompting,  we  order  club  sand- 
wiches. This  guy  isn't  an  executive. 
He's  a  missionary.  He  didn't  seem  to 
know  it  was  lunchtime. 

How  is  he  handling  the  internal  bat- 
tles? Zarrella  doesn't  duck  the  ques- 
tion. "Nobody  wanted  to  listen  to  a 
guy  who  sold  shampoo  and  condition- 
er," he  says.  "There  was  open  dissen- 
sion. But  I  encourage  stormy  meet- 
ings. There's  nothing  like  hearing  the 
guv  who's  forgotten  more  about  cars 
than  I'll  ever  know  arguing  his  point. 
At  the  end  of  the  day  someone  has  to 
make  a  decision." 


Zarrella  complains  about  dealers: 
"They  make  money — why  can't  we?" 

Even  before  Zarrella's  arrival,  gm 
was  studying  realignment  of  its  dealer- 
ships. Some  2,500  of  its  8,000  were 
identified  as  losers.  Zarrella  is  speeding 
up  the  weeding  process  and  reconfig- 
uration. To  a  certain  extent  this  is  hap- 
pening all  over  dealerland,  with  Ford 
and  Chrysler  also  trying  to  come  up 
with  fewer — but  stronger — dealers. 

We  bring  up  Republic  Industries' 
Wayne  Huizenga,  whose  company  has 
bought  310  local  car  dealerships  in  the 
last  two  years  and  carries  all  brands. 
Zarrella  acknowledges  the  importance 
of  this  new  development. 

"There's  going  to  be  a  big  change 
in  the  nature  of  how  cars  get  sold — the 
way  the  customer  is  handled,"  he  says. 
"Because  of  information  available 
through  the  Internet,  many  customers 
know  a  lot  more  about  the  vehicles 
than  the  salespeople."  So  GM  has  a 
pilot  program  in  California  that  allows 
consumers  to  do  everything  over  the 
Internet  except  drive  the  car.  "They 
can  choose  the  configuration,  pick 
colors  and  trim,  get  credit  approval, 
check  inventory,  get  a  no-haggle  price 
via  E-mail,  and  even  buy  it." 

It  seems  that  Zarrella  has  scant  sym- 
pathy for  the  dealers  who  must  now 
cope  with  a  better-informed  customer. 
But  why  should  he?  GM  is  in  business 
to  move  cars,  not  to  fatten  dealers. 

On  a  recent  weekend  he  spent  four 
hours  going  through  40  years  of  Cadil- 
lac ads.  From  the  1950s  through  the 
early  1980s  Cadillac  had  it  right,  he 
says.  The  ads  were  designed  to  moti- 
vate, and  featured  leading-edge  styling 
and  technology,  like  electric  windows. 
In  the  mid-1980s  the  ads  were  all  over 
the  place,  apologizing  for  Cadillac's 
size,  comparing  it  with  BMW  and 
Mercedes — "Something  you  never 
do  when  you  have  leadership," 
Zarrella  says. 

Our  club  sandwiches  arrive  from  a 
second  waiter,  the  first  one  having  gone 
home.  Over  my  last  bite,  I  think  about 
Zarrella's  intensity  and  how  it  measures 
up  against  a  very  entrenched  mentality. 
Who  will  be  history — Zarrella  or  the 
car  guys?  Too  early  to  tell,  but  clearly 
cm  needs  to  change.  One  day  there  will 
be  a  bad  car  year  again,  and  when  that 
happens,  GM  had  better  have  fixed  both 
its  costs  and  its  brand  images.  M 
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FRANKLIN  SMALL  CAP 
GROWTH  FUND 

Small  Companies: 

Providing  Opportunities 

For  Long-Term  Growth 

■ 

■  Why  invest  in  small  companies?  Successful  small 
companies  often  have  the  flexibility  to  grow  faster 
than  larger  ones,  and  often  operate  in  dynamic 
markets  that  can  be  overlooked  or  undervalued.  What 
does  an  investment  in  this  fund  mean  for  you' 
Participation  in  some  exciting  growth  areas  such  as 
those  that  relate  to  the  development  of  the  Internet, 
evolution  in  biotechnology  and  the  expansion  of  mw 
electronic  technology,  to  name  a  few 

■  The  Franklin  Small  Cap  Growth  Fund's  managers 
look  tor 

Leadership  In  Growing  Markets 
Experienced,  visionary  management 
Proven  Technology  -  Avoiding  Overly 
Speculative  Securities 
Investment  Diversification 

■  You  should  also  consider  that  historically,  over 
the    long-term,    small    company    stocks    have 
outperformed  large  company  slocks,  as  well  as  the 
bond  market  and  inflation."  Of  course,  past  perfoi 
mance  does  not  guarantee  future  results. 

■  Call  your  investment  representative  or  Franklin  today 

'The  risks  invoked  in  sttkiny  long-term  capital  growth  from  small  or  rclulively 
new  or  unseasoned  companies,  such  as  relatively  small  revenues,  limited  product 
lines  and  small  market  share,  are  described  in  the  prospectus. 
"Source:  SBBI  March  Market  Report,  1 998,  Ibbotson  Associates,  Inc. 
Franklin  Templeton  Distributors,  Inc. 

www.  franklin-templeton.com 


CALL    1-800-FRANKLIN   EXT.   F169 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 
Franklin  Small  Cap  Growth  Fund,  including  sales  charges  and  expenses.  I  will  read  it 
carefully  before  I  invest  or  send  money. 
□   I  am  currently  a  Franklin  shareholder. 


Name 


Address 


City/State/Zip 


FranklirfTempletorf 

777  Mariners  Island  Boulevard 
'. San  Mateo,  CA  94404-1585 

A  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  for  Over  50  Years 


Daytime  Phone 


i  V-J  C*JL*dL' 


Only  in  the  U.S.  and  Britain,  says  Peter  Drucker,  are  corporations  run  for  the  ben- 
efit of  their  shareholders.  The  rest  of  the  world  will  catch  up,  he  says,  but  slowly. 

Will  Europe  and  Japan  reform 
their  corporate  governance? 


A  chat  with  Peter  Drucker 

by  Lawrence  Minard 


In  his  1975  book,  The  Pension 
Fund  Revolution,  Peter  Drucker 
predicted  that  the  rise  of  private 
pension  plans  in  the  U.S  would 
transform  the  nature  of  corporate 
control.  At  the  time,  he  wrote,  own- 
ership of  most  big  corporations  was 
so  dispersed  that  entrenched  man- 
agements could  run  businesses  any 
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way  they  saw  fit.  Drucker  foresaw 
that  the  rise  of  the  giant  pension 
plans  would  concentrate  ownership 
again  in  the  hands  of  people  who 
would  insist  that  business  be  run  in 
the  interests  of  shareholders. 

That  was  what  an  important  part 
of  the  1980s  was  about:  maximizing 
stockholder  value.  Today,  if  a  compa- 


ny's stock  lags  the  market,  there's  a 
good  chance  that  top  management 
will  be  bounced.  Not  infrequently 
pension  plan  and  mutual  fund  man- 
agers force  the  changes. 

In  Europe  and  Japan  today  most  big 
business  is  still  run  to  maximize  market 
share  or  to  guarantee  lifetime  employ- 
ment or  even  to  further  government 
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This  one  can  get  a  kid  into  college. 

Lots  of  events  in  life  are  learning  experiences.  But  they  don't  supply  what  it  takes  to  get  into  college. 
Meeting  with  one  of  our  agents,  however,  can  help  you  provide  for  your  child's  higher  education- 
no  matter  what  happens  to  you.  Northwestern  Mutual  Life  has  always  received  the  highest  ratings  for 
financial  strength  and  security  from  Standard  &  Poor's,  Moody's,  A.M.  Best,  and  Duff  &  Phelps.  It  could 


be  the  smartest  move  you  ever  make  in  looking  after  your  child's  future. 


Have  you  heard  from  The 


V^AllGtcompany? 

Northwj 
Mutual  I 


1 998  The  Northwestern  Mutual  Lite  Insurance  Co.,  Milwaukee.  Wl    www.northwesternmutual.com/plaiimng 


policies.  Managements  pay  relatively 
little  heed  to  the  shareholders. 

Forbes:  Are  things  finally 
changing  in  Europe  and  Japan? 
Is  corporate  governance  there 
becoming  more  American? 
Drucker:  Eventually,  yes,  they  will 
change,  but  the  timetable  may  be 
longer  than  you  think.  Maybe  after 
five  years  you  will  see  the  first  effects. 
Even  in  the  U.S.  it  took  a  long  time. 
I  published  my  book  in  1975,  but 
nobody  paid  it  the  slightest  attention 
until  1990. 

The  U.S.  transformation  was 
driven,  as  you  predicted  it  would 
be,  by  the  growth  of  private  pen- 
sion plans.  What's  going  to  drive 
the  transformation  in  Europe 
and  Japan? 

A  social  security  crisis  is  sweeping 
Europe,  Japan,  the  whole  developed 
world.  This  is  not  because  so  many 
people  are  getting  older,  but  because 
of  the  tremendous  drop  in  the 
birthrate  in  every  developed  country 
except  the  U.S.,  and  the  resulting 
drastic  drop  in  the  number  of  young 


Net  inflows  into  equity  funds  ($bil) 
$18  July  1996  through  Apr.  1998 

16  


1996  1997  1998 

Source:  Merrill  Lynch 

Concerned  about  the  future  of  social 
security,  Italians  have  been  piling  into 
equity  mutual  funds  . . . 


people  in  the  work  force  to  support 
the  older  people.  In  Italy,  for  example, 
the  birthrate  among  women  of  child- 
bearing  age  is  0.8%,  compared  with  a 
population  replacement  rate  of  2.1%. 
And  of  course  the  benefits 
are  extremely  generous. 
If  you  have  worked  five  years  and  you 
pay  25  bucks  to  a  doctor  to  certify  that 
you  are  disabled,  then  you  get  full  or 
80%  retirement  for  the  rest  of  your  life. 


At  age  35!  And  those  disabled  peopl,   (jutTcm 
work  full  time  in  the  black  market  an»i    ,4ireholda 
rip  off  the  government.  But  this  is  onl,   gtkffin1111 
Italy,  thank  God. 

•  Japan  is  very  badly  hit  because  it,  (nressure t< 
pension  system  is  entirely  pay-as-you  pas  of  A 
go,  and  it  has  the  largest  budge  pauses  ari 
deficit. 

Most  of  these  state-run  pensior 
systems  are  heading  for  bankruptcy. 
With  today's  demographic  situation    fonotpoi 
these  state  systems  cannot  be  saved    ^[out 
They  can  only  be  replaced. 

Germany's  state  pension  plan,  foi 
example,  fits  the  culture  of  the  coun 
try.  But  the  younger  people  an 
rebelling  against  paying  more  taxes  tc 
support  their  retired  elders,  and  thi; 
has  to  lead  to  the  emergence  of  man 
aged  plans  so  that  individuals  ca 
make  provisions  for  a  future  that  can 
no  longer  be  guaranteed  by  govern-i  r-iM:r; 
mental  plans.  il9S0, Ai 

So  you  have  the  emergence  oft  -fairj 
funds  managed  increasingly  by  pron  te the  oni 
fessionals,  and  those  funds  will  put  ryoum 
pressure  for  higher  returns  for  the  r 
shareholder.  There  is  beginning  to  be"  ffi  \;on 
pressure.  Beginning.  But  it  is  not    ^^ 
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know. 


While  your  CPA  wrestles  with  that  dilemma,  you  can  enjoy  the  new  Lincoln  Town  Car  for  what  it  really  is:  a  refined,  six- 
passenger  luxury  sedan  with  improved  steering,  a  responsive  overhead  cam  V-8  engine  and  the  kind  of  poised  handling 
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)ming  from  pension  plans. 
shareholders  will  band 
>gether  in  mutual  funds 
id  the  like  and  in  that  way 
it  pressure  for  managing  in  the 
iterests  of  the  shareholders, 
"he  causes  are  exactly  the  same  as 
lose  that  led  to  the  pension  fund 
evolution  in  the  U.S.  But  the  forms 
re  very  different. 

ly  not  pension  plans? 
tecause  [outside  the  U.S.]  there  is 
10  tradition  of  corporate  pension 
inds.  Pension  funds  are  still  seen 
'orally  or  primarily  as  governmental. 
k>  the  private  retirement  provisions 
re  through  individual  investments  in 
lanaged  funds,  mutual  funds. 

IV  are  we  in  the  U.S.  different? 
fou  know,  if  General  Motors  had 
lot    invented    the    modern    non- 
government corporate  pension  plan 
1950,  Americans  might  still  have 
government-only  pension  system, 
[like  the  one  in  Germany.  Just  imag- 
ine: You  would  have  no  pressure  on 
the  governance  of  [U.S.]  corpora- 
tions. None. 
Happy  accident.  Strikes  us  that 


Net  inflows  into  bond  funds  ($bil) 
$18  July  1996  through  Apr.  1998 
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.  .  .  and  even  more  into  bond  funds. 
But  much  of  that  money  has  been 
going  abroad. 


this  change — even  if  it  happens 
slowly,  as  you  say — creates  a  huge 
opportunity  for  U.S.  mutual 
fund  companies  and  other  retail 
financial  service  outfits. 
Just  look  at  the  newspaper.  Every  day 
there  is  news  of  another  foreign  Finan- 
cial institution  being  allowed  into 
Japan.  As  my  friend  and  colleague 
Ix"on  Hollerman  recently  wrote  in  the 
Wall  Street  Journal,  the  Americans 


bring  with  tliem  not  only  professional 
knowledge  but  also  new  ideas — which 
the  Japanese  badly  need  to  deal  with 
their  demographic  problem. 

When  you  look  at  Europe,  the  pro- 
fessional asset  managers  operating 
mostly  out  of  London  are  building 
up  an  enormous  business  in  their 
mutual  funds  in  Spain,  Italy,  Ger- 
many. So  far,  I  think,  regulations  keep 
them  out  of  France. 

Take  Edward  Jones  6k  Co.  Twenty 
years  ago  Jones  started  to  go  after  die 
preretirement  market,  people  of  50- 
plus  who  are  not  interested  in  making 
money  but  in  preserving  their  money. 
Jones  has  grown  into  one  of  the 
largest  of  our  financial  institutions. 

Four  years  ago  Jones  opened 
offices  in  Canada  and  is  already  one 
of  the  largest  brokers  there.  A  few 
months  ago  it  opened  in  England 
and  is  growing  like  crazy.  It  is  selling 
individual  stocks  and  bonds.  It's 
going  like  wildfire  because  the  need 
is  there. 

Jones  invests  only  in  liquid  mar- 
kets— which  means  it  doesn't  invest  in 
Spain  or  France  or  Italy  or  Germany. 
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Or  entertainment? 


^ 


that  comes  from  a  balanced  rear-wheel-drive  chassis.  All  of  which  makes  spending  time  in  the  new  Lincoln  Town  Car  time 
well  spent.  For  more  information,  visit  our  web  site  at  www.lincolnvehicles.com  or  call  1  800  446-8888. 

The  new  Town  Car  from  Lincoln.  What  a  luxury  car  should  be. 
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Source:  OECD. 

With  state  pay-as-you-go  pension  funds  forced 
to  raise  taxes,  cut  benefits  or  go  broke, 
the  only  choice  is  to  save  more. 


These  are  not  liquid  markets.  Germans  buy  funds  such  as 
those  offered  by  Edward  Jones  precisely  because  the  Ger- 
mans know  that  German  companies  are  not  run  for  share- 
holders. 

All  this  is  creating  a  tremendous  opportunity  for  asset 
managers  from  the  U.S.  and  from  the  U.K. 
How  will  these  money  managers  force  change  in 
Europe  and  Japan? 

Let  me  give  you  a  simple  example.  One  of  the  biggest 
managers  of  money  for  well-to-do  Japanese  sits  in 
London.  Its  typical  customer  is  a  successful  Japanese  sur- 


geon with  a  net  worth  of  $1  million  or  $2  million.  Th<| 
firm  manages  $20  billion  of  Japanese  assets.  Not  om 
penny  is  invested  in  Japan.  Not  because  it  is  bearish  or 
Japanese  stocks,  but  because  the  market  in  Japan  isn' 
liquid,  and  also  because  many  of  its  customers  wan 
income  and  Japanese  companies  don't  pay  dividends. 
So  why  don't  they  pay  real 
dividends  and  do  other  things 
to  make  themselves  more 
attractive  to  local  investors? 

Simplv  because,  with  the  exceptions  of  the  U.S.  and  th 
U.K.,  no  developed  country  believes  that  the  corporatioi 
exists  for  the  sake  of  the  shareholder.  This  is  a  totally  alie: 
idea.  There  is  an  excellent  article  about  this  in  the  Colttm 
bin  Business  Law  Review.  It  says  that  corporate  organiza- 
tions exist  in  these  countries  for  the  sake  of  social  harmo 
ny,  for  employment.  In  Japan  the  social  reality  is  that  the 
emplovees  come  first.  In  Germany,  too. 

In  Italv  the  law  very  clearly  establishes  that  manage-J 
ment  can  run  a  business  any  way  it  sees  fit.  Italy's  visible 
economy  is  controlled  50%  by  the  government  and  50% 
bv  a  few  large  companies  and  banks  which,  in  turn,  are 
controlled  by  about  40  families,  starting  with  the  Agnel 
lis  of  Fiat.  You  have  two  classes  of  public  shares  [ordinary 
and  preferred  dividend  shares].  The  dividend  shares  sell 
at  a  very  substantial  discount  because  the  insiders  rip  off 
the  company  and  there  is  no  way  of  getting  them  out. 

Naturally,  the  Italians  do  not  invest  in  Italian  securities. 
They  buy  London-based  mutual  funds,  which  invest  very 
largely  outside  of  Italy.  The  same  is  true  for  Germans, 
French,  Japanese.  Whether  in  Germany  or  in  Italy  or  in 
France,  companies  are  not  being  managed  for  return  to 
shareholders  but  for  return  to  the  insiders. 

Now  this  isn't  going  to  last.  The  demographics  will 
force  a  total  realignment  of  the  governance  of  corpora- 
tions. But  very  slowly. 
If  Germans  don't  put  their 

money  into  German  companies,  and  if  the  French 
shun  French  stocks,  their  companies  will 
suffer  from  lack  of  capital. 

The  capital  markets  are  here  [in  the  U.S.].  Look  at  the 
two  Japanese  companies  that  have  grown  so  fast  in  the  last 
20  years,  the  two  big  retailers,  Ito-Yokado  and  Daiei. 
From  day  one,  Ito-Yokado  financed  in  London.  Daiei 
financed  in  New  York.  Sony  financed  in  New  York,  Ma- 
tsushita in  London  and  New  York. 

Eventually  demographics  will  force  every  country  to 
restructure.  But  I  can't  emphasize  it  too  much:  Don't 
predict  that  this  will  happen  fast.  And  don't  predict  that 
it  will  happen  the  American  way.  I  would  consider  it  very 
unlikely  that  in  the  foreseeable  future — five,  eight,  ten 
years — any  country  will  accept  the  Anglo-American  pri- 
macy of  the  shareholder.  The  social  culture  of  these  coun- 
tries is  not  going  to  put  the  shareholder  above  all  other 
interests. 

It's  a  purely  Anglo-American  idea  that  the  corporation 
exists  for  the  sake  of  the  shareholders. 
No  wonder  U.S.  blue-chip  stocks  have  risen  so  far 
in  recent  years.  People  all  over  the  world  want 
to  own  them.  ■ 
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The  Club  World  Cradle  Seat.  The  most  comfortable  way  to  fly. 

n  order  to  make  business  travel  as  restful  as  possible,  British  Airways  Club  World SMoffers  you  the  patented  Cradle  Seat.SM 
t's  the  business  class  seat  that  tilts  as  a  whole,  raising  your  knees,  distributing  your  weight  evenly  and  relaxing  every 
)art  of  your  body.  You'll  appreciate  it  fromthe  moment  you  umm...take  flight. 


1-800-AIRWAYS 

vww.british-airways.com 


BRITISH  AIRWAYS 

The  world's  favourite  airline 


to  home 

By  Jennifer  Roback  Morse 


A  neighborhood,  not  a  village 


One  of  the  tragedies  of  our  time  is 
that  people  have  lost  confidence  in  their 
ability  to  take  care  of  themselves,  their 
families  and  their  communities.  Influ- 
enced by  a  century  of  statist  propaganda, 
too  many  people  have  come  to  believe 
that  nothing  of  any  great  importance  can 
be  done  without  government  money, 
help  or  supervision.  Many  economists 
inadvertently  support  this  statist  mentali- 
ty by  drawing  a  sharp  distinction  between 
"private  goods"  and  "public  goods." 
Public  goods  have  so  many  spillover  ben- 
efits to  others  that  private  individuals 
won't  provide  them — and  so  the  govern- 
ment must. 

In  my  San  Jose  neighborhood, 
we  have  living  evidence  that  pri- 
vate citizens  can  indeed  produce 
public  goods.  Lakewood  Youth 
Baseball  is  a  cooperative  effort  by 
parents  for  all  the  kids  in  the 
neighborhood.  At  first  glance, 
the  league  seems  to  be  a  private 
good.  Kids  pay  a  fee  to  play,  and 
nonpayers  can  be  excluded.  As  a 
practical  matter,  however,  the 
league  expands  to  accommodate 
just  about  anyone  who  wants 
to  play.  ^^^""" 

My  son's  team,  the  As,  was 
an  "expansion  team"  this  year.  In  short, 
the  parents  who  run  the  league  are  pro- 
viding a  public  good  because  they  allow 
it  to  expand  even  after  their  own  kids  are 
provided  for.  This  is  a  private  effort,  but 
it  is  not  what  the  economists  would  call 
a  private  good.  A  profitmaking  firm 
would  calculate  whether  one  extra  team 
would  generate  enough  extra  fun  (and 
revenue)  to  justify  the  effort.  But  the 
league  makes  no  such  calculation.  It 
just  goes  ahead  and  provides  for  all  the 
children. 

Not  only  is  the  league  open  to  all,  it  con- 
tributes to  the  park's  safety.  The  park 
attracts  large  numbers  of  reasonably  well 
supervised  kids  every  day  after  school  and 
>ui  S.  turdays.  The  chances  of  somebody 
causing  big  trouble  are  considerably  dimin- 
ished when  that  many  people  are  lunging 
around.  So  these  parents  benefit  the  whole 


Hillary 
Clinton 
notwithstand- 
ing, the 
government 
doesn't  love 
anybody. 


neighborhood,  without  requiring  bureau 
cracv'or  taxes. 

Why  do  all  these  adults  do  this?  They  do 
it  for  the  love  of  their  own  children.  Love 
broadens  our  definition  of  self-interest  to 
include  the  good  of  another  person.  The 
love  of  their  own  children,  that  most  pow- 
erful and  primal  human  motivation, 
inspires  people  to  work  together  to  create  a 
public  good. 

Of  course,  many  parents  are  simply  out 
for  their  own  kids  and  take  no  notice  of 
anyone  else's.  But  these  aren't  the  parents 
who  make  the  league  work.  It  works 
because  so  many  adults  go  out  of  their  way 
to  help  kids  other  than  their 
own.  My  son  was  afraid  to 
swing.  One  of  the  umpires 
offered  him  a  deal:  "If  you 
swing  the  bat,  I'll  buy  you  a 
hot  dog." 

Why  did  this  guy,  whose 
own  children  had  long 
since  grown  up,  buy  my  son 
a  hot  dog?  The  love  of  his 
own  children  spilled  over  to 
include  the  good  of  other 
people's  children. 

The  statist  mentality  says  that 
^^^^™       a  working-class  neighborhood 

filled  with  truck  drivers, 
machinists  and  roofers  can't  possibly  do 
anything  for  themselves  without  govern- 
ment supervision.  The  economics  textbooks 
say  nobody  of  any  class  will  provide  goods 
for  others  if  they  lose  monev  in  the  process. 
But  with  love  at  work,  lots  of  impossible 
things  become  possible — like  volunteers 
producing  public  safety  and  recreation. 

That  is  why  the  government's  attempts  to 
replace  the  family  or  the  neighborhood  with 
a  federally  sponsored  "village"  are  so 
pathetic.  'No  amount  of  monev  and  no 
amount  of  fine-tuning  the  rules  will  make  a 
government  program  a  substitute  for  real 
connections  among  real  people.  Real  people 
are  doing  more  to  create  community  life 
than  the  policy  wonks  give  them  credit  for. 
We  surrender  to  the  state  far  too  much  of 
our  power  when  we  ignore  the  many  associ- 
ations of  parents  and  neighbors  that  are 
ri^ht  under  our  noses.  M 


Jennifer  Roback  Morse  is  a  Research  Fellow  at  the  Hoover  Institution.  E-mail:  jmorse@ips.net. 
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art  I.:  Strengthening^ 

the  Business  Case 

Companies  that  have  been  successful  in  making 
diversity  a  business  priority  share  a  common 
characteristic:  They  have  strong  leaders  who 

know     HOW     TO     VALUE     DIVERSITY     AS     A     COMPETITIVE 

advantage.  Effectively  capitalizing  on  the  talents 
of  a  diverse  workforce,  these  leaders  not  only 
bring  out  the  best  in  their  employees,  they  also 
bring  results  to  their  customers,  business 
partners  and  shareholders.  — * 
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s  the  21st  century 
approaches,  business  leaders  are 
experiencing  the  tightest  labor  mar- 
ket and  the  toughest  competition  — 
both  here  and  abroad  —  that  they've 
seen  in  decades.  At  the  same  time, 
senior  executives  are  faced  with  a 
workforce  and  a  marketplace  that  are 
more  diverse  than  ever  before.  Add  to 
this  mix  shareholders  who  are  increas- 
ingly more  vocal  about  how  compa- 
nies treat  their  employees  and  cus- 
tomers, and  the  importance  of 
addressing  diversity  becomes  crystal 
clear. 

Today,  CEOs  are  the  most  effective 
champions  of  diversity.  The  vision 
they  apply  to  business  issues,  such  as 
expanding  abroad,  improving  quality 
or  launching  a  new  product,  is  aiso 
being  applied  to  diversity  strategies. 
Senior  management  leadership  means 
diversity  is  treated  just  as  any  other 
business  initiative,  with  clearly  mea- 
surable goals,  accountability  and 
detailed    marketing    plans.    Often, 
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Smart  CEOs  see  diversity 

as  a  competitive  weapon.  Find  out 

how  they  inspire  employees  to  act 

at  www.hemnet.com 


CEOs  themselves  head  up  corporate 
diversity  councils  or  task  forces, 
thereby  ensuring  that  this  work  will 
be  viewed  as  a  top-level  priority. 

Corporate 
Champions 

At  Xerox  Corporation,  CEO  Paul  A. 
Allaire  "clearly  sets  the  tone"  for  the 
company's  focus  on  diversity,  accord- 
ing to  Corporate  Diversity  Manager 
Julie  Baskin  Brooks.  Allaire  considers 
workforce  diversity  a  business  oppor- 


tunity rather  than  a  business  neces:! 
or  a  moral  imperative.  "For  us,  div,| 
sity  goes  beyond  numbers  and 
gets,"  explains  Allaire.  "It  is  j 
acceptance  of  people  of  all  ages  wj 
globally  diverse  backgrounds  wh-j 
fresh  ideas,  opinions,  perspecti| 
and  borderless  creativity  enrich  i 
lives  of  others." 

Allaire  and  other  senior  managers 
personally  involved  in  several 
Xerox's    diversity    initiatives.    Bcfl 


Socially  Responsible  Investing  Yields  Dividends 

Socially  responsible  investing  (SRI)  often  focuses  on  excluding  companies  from  portfolios  based  on  negative  "screen 
—  involvement  with  tobacco,  alcohol  or  gambling,  for  example.  More  recently,  fund  managers  have  been  choosing  co 
parties  based  on  positive  screens,  such  as  environmental  awareness,  human  rights  and  diversity. 

This  year  Merrill  Lynch  introduced  its  Principled  Values  Portfolio.  The  portfolio  was  developed  with  the  assistance    I 
consulting  firm  Kinder,  Lydenberg,  Domini  &  Co.  (KLD),  which  specializes  in  research  and  analysis  of  social  issues.  Kl   j 
created  the  Domini  400  Social  lndexSM,  an  established  benchmark  for  measuring  the  financial  performance  of  comp 
nies   that   have   passed   multiple,   broad-based   social 


screens.  From  that  group,  participating  companies  are 
then  screened  for  strength  in  diversity  among  the  CEO, 
board  of  directors  or  subcontractors,  and  on  progress  in 
promotion  of  women  and  minorities  as  well  as  addressing 
family  concerns.  In  a  final  screen,  Merrill  Lynch  uses  its 
proprietary  investment  selection  process  to  choose 
stocks  based  on  quantitative  investment  factors,  includ- 
ing low  price/earnings  multiples,  dividend  yields  and 
recent  stock  price  performance.  The  result  is  a  one-year 
portfolio  of  25  stocks  that  seeks  capital  appreciation 
through  socially  responsible  investing. 

"Clients  asked  for  this  type  of  choice,"  says  Roberta 
Hess,  vice  president  of  merchandising  at  Merrill  Lynch 
Defined  Asset  Funds.  "The  baby  boomers  have  more  dol- 
lars to  invest,  and  they  care  more  about  where  their  dollars 
are  going.  This  portfolio  gives  investors  the  opportunity 
to  act  on  their  belief  that  a  company's  attention  to  diver- 
sity and  social  values  may  lead  to  greater  profitability." 


The  Domini  Social  Index  vs.  the  S&P  soo 

^J   Domini  Social  Index")  |  S&P  500 
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There  are  331  minority-owned  For 

dealerships.  That's  a  higher  percentage 

than  any  other  U.S.  car  company. 
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How  do  you  identify 

new  markets?  Your  employees  have 
the  answers.  Multicultural  marketing 
at  www.hemnet.com 


Allaire  and  Chief  Operating  Officer 
G.  Richard  Thoman  host  periodic 
CEO  roundtables  with  groups  of 
employees  from  all  of  Xerox's  busi- 
ness units  to  hear  about  the  status  of 
ongoing  corporate  diversity  efforts 
firsthand.  Managers  who  report 
directly  to  the  CEO  also  serve  as 
senior-level  "champions"  to  Xerox's 
several  employee  caucus/employee 
advocacy  groups.  The  champions, 
says  Brooks,  serve  as  a  voice  at  the 
corporate  officer  level  to  focus,  repre- 
sent and  educate  senior  management 
on  the  unique  diversity  issues  within 
a  particular  constituency.  The  caucus 
groups,  which  are  initiated  and  fund- 
ed by  employees,  serve  as  self-devel- 
opment forums  for  groups  such 
as  women,  African  Americans, 
Hispanics,  African  American  women, 
and  gay  and  lesbian  employees. 

Xerox  employees  will  be  required  to 
attend  up  to  eight  modules  of 
diversity  training  and  may  elect  to 
attend  eight  additional  recommend- 
ed modules.  Each  course  runs  two  to 
four  hours  in  length;  they  may  be 
taught  separately  or  "bundled"  with 
other  Xerox  training  programs.  "The 
modules  target  key  junctures  in  an 
employee's  career,"  notes  Brooks, 
adding  that  training  courses  are 
categorized  as  either  awareness 
training,  skill  building  or  leader- 
ship. Required  modules  include 
"Interviewing  for  a  Diverse  Work- 
force," "Creating  and  Supporting  an 
Inclusive   Work    Environment"    and 


"Multicultural 
Environments.' 


Teams     and    Work 


Xerox  used  to  consider 
Balanced  Workforce  Strategy  - 
system  that  resembles  affirma' 
action  reporting  by  focusing 
race/gender  representation 
grade  level  —  as  the  key  to  rr 
suring  managers'  success  in  ach 
ing  their  diversity  goals.  N 
"given  the  broader  definition 
diversity,"  says  Brooks,  "we 
beginning  to  focus  on  a  broa 
range  of  measurements."  Th 
include  managers'  results  on 
Employee  Motivation  and  Sa1 
faction  Survey  (an  annual  e 
ployee  attitude  survey),  as  well 
ensuring  pay  equity  and  achie 
ment  of  both  internal  and  exter 
awards  that  relate  to  diversity. 
continued  on  page  10 
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Responding  to  New  Markets 

According  to  the  U.S.  Census  Bureau,  by  the  middle  off  the  m\ 
century,  the  nation's  Hispanic  population  is  expected  to  real 
96.5  million  —  representing  24.5%  of  the  population  (up  from 
current  10.9%)  and  the  largest  ethnic  segment  in  the  U.S. 

The  Claims  and  Personal  Lines  divisions  off  The  Hartford  are  me 
ing  the  challenge  off  addressing  not  only  the  Hispanic  market,  t 
other  rapidly  growing  U.S.  markets  where  English  is  not  a  c« 
sumer's  first  language.  Their  Bilingual  Reward  Program  rec* 
nizes  employees  who  have  dual  language  expertise  in  are 
where  there  is  an  impact  on  customer  relations.  Since  the  p 
gram  was  initiated  in  April,  over  30  employees  in  Claims 
received  monetary  rewards  for  their  expertise  in  languages  su 
as  Spanish,  French,  Vietnamese,  Haitian/Creole,  Japanese  a 
Korean.  "When  claims  happen,  we  must  be  able  to  respond  effr 
tively,"  explains  Paul  Schwartzott,  senior  vice  president 
Claims.  "With  the  changing  demographics  off  the  areas  in  whi 
we  do  business,  there  is  a  great  need  for  bilingual  talent  with 
our  organization.  We  needed  to  value  these  skills  and  motiva 
people  to  increase  them." 

The  Hispanic  Population 
is  the  fastest  growing  in  the  u.s. 


(Non-Hl.panic) 


ispanlc 


Source:  U.S.  Census  Bureau.  18 
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"At  The  Hartford,  we  believe  in  the  power  of  a  diverse  workforce.  Leveraging  our 
differences  allows  us  to  have  a  wider  vision  of  potential  opportunities.  We  know 
diversity  is  good,  we  also  believe  it's  good  for  business."  Ramani  Ayer,  chairman  &  ceo 


Opportunity.  Bring  It  On: 


51998  The  Hartford  Financial  Services  Group,  Inc. 


I  TTF 

Hartford 


advertisement 


THE  BOTTOM  LINE 


Where  the 

Rubber 

Meets 

the  Road: 


The  auto  industry  —  the  largest  manu- 
facturing employer  in  the  U.S.  —  is 
addressing  workforce  diversity  as  a 
major  priority  and  a  way  to  achieve  a 
competitive  edge. 

As  the  industry's  workforce  becomes 
more  diverse,  so  does  the  population  of 
buyers.  According  to  the  National 
Association  of  Minority  Automobile 
Dealers  (NAMAD),  minorities  spend 
over  $40  billion  every  year  on  new  and 
used  cars  and  related  purchases.  Women 
account  for  over  50%  of  all  new  vehicle 
purchases;  that  number  will  rise  to  60% 
by  the  year  2000.  Automakers  are  look- 
ing for  ways  in  which  to  tap  into  this 
growing  market  and  are  approaching 
diversity  not  only  by  addressing  work- 
force issues,  but  also  by  implementing 
targeted  marketing  strategies  and  striv- 
ing to  increase  the  diversity  of  their  sup- 
pliers and  dealerships. 

Sheila  Vaden-Williams,  executive 
director  of  NAMAD,  explains, 
"Without  a  doubt,  the  day  when  corpo- 
rations can  count  on  finding  employee 
talent  from  and  selling  to  a  homoge- 
neous group  of  white  males  has  passed. 
Astute  corporations  are  making  the 
sound  business  decision  to  understand 
how  a  comprehensive  diversity  initia- 
tive creates  a  competitive  advantage." 

An  Innovative 
Approach 

In  deciding  to  address  diversity,  Jaguar 
Cars  has  taken  a  unique  step  by  forming 
an  Advisory  Council  on  Diversity  made 
up  of  industry  experts  as  well  as  Jaguar 
executives.  Council  members  include 
senior  management  leaders  from  private 
industry,  government,  community  ser- 
vice organizations  and  the  automotive 
sector.  "To  my  knowledge,  Jaguar  is  the 


World   -   CI 


Automakers 

Embrace 

Diversity 


first  company  that  has  pulled  together 
an  outside  advisory  board  to  provide  it 
with  suggestions  on  how  to  implement  a 
comprehensive  diversity  initiative," 
says  Vaden-Williams,  who  sits  on 
Jaguar's  Council.  She  is  conducting  nine 
sessions  of  diversity  training  for  every 
Jaguar  employee  throughout  the  U.S. 
and  Canada. 

To  effectively  address  key  diversity 
issues,  the  Advisory  Council  has  estab- 
lished several  subcommittees.  For 
example,  the  Marketing/Advertising 
subcommittee  is  working  with  Jaguar 
and  its  advertising  agency,  Ogilvy  & 
Mather,  to  determine  how  to  most 
effectively  reach  ethnic  markets.  The 
human  resources  subcommittee  will 
be  studying  internal  diversity  issues 
as  well  as  recruiting  and  hiring  policies 
and  procedures.  The  final  subcommit- 
tee focuses  on  dealer  franchise  develop- 
ment and  other  dealer  diversity  issues. 
This  group  also  identifies  minority  deal- 
er candidates,  and  recently  helped 
Jaguar  identify  its  first  African  American 
dealer. 

Jaguar  President  Mike  Dale  initiated 
the  Council  in  1997  and  has  taken  a 
strong  leadership  role  in  tying  diversity 
to  the  company's  business  mission.  Dale 
and  Jaguar's  vice  presidents  meet  at 
least  once  a  quarter  with  the  Council.  As 
a  result,  Dale  has  committed  to  appoint 
minorities  to  at  least  one-third  of  new 
dealerships  planned  through  the  year 
2003. 

To  encourage  diversity  in  Jaguar's 
future  workforce,  the  company  has  initi- 
ated cooperative  education  programs 
to  introduce  minority  students  to 
the  automotive  industry.  For  example, 
a  one-year  apprentice  program  for 
graduates  of  the  Youth  Automotive 
Center  in  Newark,  N.J.,  provides 
graduates  with  full-time  employment 
either  with  Jaguar  Cars  or  with  a  local 
dealership. 
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Workforce  Strategies 
Drive  Change 

"The  key  driver  of  our  diversity  wi 
has    been    our    senior    managemc 
involvement,"    according   to   Roirj  j 
McNairy,  director  of  corporate  divers    ; r-c  \! 
and  work-life  planning,   Ford  Md    maty  of  si 
Company.  Ford's  Chairman  and  CI    (j^ to  cat 
Alex  Trotman  and  his  direct  repq  |«ldst 
make  up  the  Executive  Committ    ifetoma 
which  last  year  identified  12  initiate    tfrol 
the  committee  would  champion  to  fa, 
forward  diversity  at  the  automaker. 

For  example,  Executive  Commitc     4  C 
members    last    year    conducted 
minute  diversity  focus  groups,  eaj 
member  working  with  different  derri 
graphic  groups.  Trotman  and  his  direi 
reports  heard  employees'  experieno 
ebneerns  and  recommendations.  "TH 
creates  an  emotional  connection  th    m 
may  not  result  from  reading  abo 
someone's  experience,"  says  McNairy 

The  commitment  that  comes  fro 
Trotman,  from  President  of  Fo 
Automotive  Operations  Jacques  Nass 
and  from  other  senior  managers  cleai 
springs  from  their  belief  that  diversity 
good  for  business.  "All  of  the  chang 
we're  making  are  focused  on  making  i 
the  best  automotive  company  in 
world,  as  defined  by  our  employees,  o 
customers  and  our  stockholders,"  sa 
Trotman.  "The  only  truly  sustainab 
advantage  that  any  company  has  is  xi 
quality,  commitment,  energy  and  con 
petitiveness  of  all  its  people.  We  have  i 
use  the  best  talent  and  experience  w 
can  find,  regardless  of  race,  gender,  se: 
ual  orientation,  cultural  or  national  di 
ferences." 

A  Winning 

Team 

In  the  late  1980s,  Chrysler  Co 
poration  moved  to  a  system  of  car  an 
truck  "platform  teams"  —  cross-fun< 
tional  teams  for  each  vehicle  were  org; 
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Diversity  from  the 

factory  floor  to  the  dealership. 
How  the  leaders  drive  change 
at  www.hemnet.com 


fed  across  the  company  and  suppliers, 
reason?  Management  thought  that 
diversity  of  skills  and  viewpoints  con- 
juring to  car  and  truck  development 
liuld  yield  stronger  results  and  bring 
nicies  to  market  faster.    This,  in  fact, 
pved  to  be  the  case.    The  value  of 
vase  ways  of  thinking  and  diverse 
|ills  that  go  into  platform  teams  illus- 
Ites  why  Chrysler  is  so  committed 
workforce  diversity    as  a   means  of 
lengthening   the   company's    bottom 
|ie.  "We  believe  in  diversity,  and  we 
paying  attention  to  diversity  work 
.•cause    of   the    value    it    brings    to 
lir   shareholders."    explains    Monica 
fmerson,  Chrysler's  director,  diversity 
id  work/family. 


initiatives  intended  to  create  a  more  bal- 
anced and  inclusive  workforce.  "By 
openly  sharing  accomplishments  and 
challenges  before  the  committee,"  says 
Emerson,  "the  commitment  to  diversity 
and  best  practices  is  strengthened." 

The  Diversity  Committee  is  current- 
ly co-chaired  by  Dennis  Pauley,  execu- 
tive vice  president,  manufacturing  (one 
of  the  eo-ehairs  rotates  annually). 
"Diversity  doesn't  take  anyone  out  of 
the  picture,  it  just  widens  the  picture," 
says  Paw  Icy.  "We  need  to  go  after  the 
best  people  with  the  same  v  igor  that  we 
address  our  quality  problems."  lb  help 
managers  more  effectively  conduct 
diversity  planning,  the  committee  last 
year  implemented  a  diversity  measure- 
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priorities. spend  over 

40  billion  every  year 

on  new  and  used  cars 

and  trucks.  Automakers 

are  tapping  into 

this  growing  market. 


Source:  National  Association  of  Minority  Automobile  Dealers 


Chrysler's  senior-level  Diversity 
iCommittee,  made  up  of  10  officers  and 
other  senior  executives,  meets  monthly 
and  conducts  an  annual  review 
with  each  corporate  officer  in  the 
company.  At  these  Officer  Diversity 
Reviews,  vice  presidents  present 
progress  reports  on  goals  and  diversity 


ment  system  to  determine  how  each 
Chrysler  organization  performs  on  cer- 
tain business  processes. 

"The  key,"  says  Kathy  Oswald,  vice 
president,  human  resources  and 
the  other  co-chair  of  the  diversity 
committee,  "is  that  top  manage- 
ment    took     the     targets     seriously, 


recognizing  that  a  diverse  workforce 
provides  a  business  edge." 

Market  Opportunity 
Drives  Diversity 

For  Pontiac-GMC  and  its  parent  com- 
pany, General  Motors,  valuing  diver- 
sity presents  an  opportunity  to  be  a 
market  leader.  "With  the  globalization 
of  industry  and  business,  it's  become 
abundantly  clear  that  those  companies 
that  maximize  their  human  resources 
are  going  to  be  the  winners,"  says  Roy 
S.  Roberts,  GM  vice  president  and 
general  manager,  Pontiac-GMC. 

"If  you  put  diversity  around  a 
table,"  adds  Roberts,  "diversity  of 
thought,  diversity  of  people  —  you 
will  get  a  much  stronger  answer  in 
terms  of  how  you  run  the  business. 
When  you  think  of  whom  we  are  try- 
ing to  reach  as  consumers,  it  is  a  very 
fragmented  marketplace.  To  the 
degree  that  I  have  people  around  me, 
challenging  me,  thinking  differently 
than  I  do,  but  thinking  about  that  mar- 
ketplace, we  will  benefit." 

General  Motors  Chairman  and  CEO 
Jack  Smith  and  Vice  Chair  Harry 
Pearce  as  well  as  Roberts  have  been 
strong  champions  of  diversity  and 
have  gone  through  diversity  training 
along  with  all  of  GM's  senior  man- 
agers. The  company  recently  held  its 
first  annual  Diversity  Day,  an  event 
designed  to  provide  diversity  partners, 
champions  and  organizational  leaders 
with  tools  to  educate  their  divisions  on 
GM's  commitment  to  diversity. 

At  Diversity  Day,  Roberts  outlined 
GM's  target  marketing  efforts  for 
populations  such  as  women,  African 
Americans,  Hispanics  and  Asian 
Americans.  He  notes  that  building  a 
diverse  workforce  is  one  of  the  most 
critical  steps  in  reaching  new  markets. 
"There  are  hundreds  of  different  cars 
for  sale  out  there.  People  can  buy  any- 
thing they  want  to,"  he  says.  "To  the 
degree  that  we  build  the  best  product 
and  provide  the  best  value,  we  will  get 
the  best  returns  for  our  shareholders.  I 
don't  think  we  can  do  that  without 
maximizing  on  the  diversity  of  our 
employees.  Nothing  is  more  impor- 
tant than  our  people.  When  we  talk 
about  technology,  product  design, 
marketing  —  people  make  all  of  that 
happen." 


The  All  New  Chrysler  LHS 


On  one  hand, 

its  exceptionally  quiet. 

On  the  other  hand, 

it  screams  luxury. 


<J 


s29,295  fully  equipped* 


From  the  first  moment  you  get  your  hands  on  the  all-new  cluster  lighting  to  its  leather-trimmed  heated  front 

Chrysler  LHS,  one  point  comes  through  loud  and  clear:  This  the  most  intelligent  personalized  driver's  seat  men  M 

is  a  true  luxury  sedan  that  won't  leave  you  wanting  for  more.  tern  in  its  class,  the  all-new  Chrysler  LHS  not  only  fcal 

From  its  Swiss  watch-like  gauges  to  its  electroluminescent  luxury,  it  flat-out  spoils  you  around  every  turn,  ncBft'rf 


"Base  MSRP  includes  destination  lax  and  options  extra 


■harp.  Inquiries?  Call  1.800.CHRYSLER  or 
■sit  www.chryslercars.com  and  get  more 
■jiation  about  the  extremely  quiet  luxury 
lat  you're  going  to  be  hearing  a  lot  about. 


HE 


ENGINEERED        TO        BE        GREAT        CARS 
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continued  from  page  4 

Spreading 
the  Message 

Strong  senior  management  commit- 
ment  to   diversity  at  The   Dun   & 


to  have  a  winning  organization,"  says 
Taylor,  "you  have  to  attract  the  best 
people.  You  can't  say  there  is  a 
monopoly  on  talent  based  on  race, 
religion,  gender  or  anything  else. 
That  defies  my  experience.  And  if 


^H*a 


Investing  with  conscience 

can  pay  big  dividends.  The  socially 
responsible  investing  story 
at  www.hemnet.com 


Bradstreet  Corporation  begins  with 
Chairman  and  CEO  Volney  Taylor, 
who  initiated  the  company's  inclu- 
sion initiative  in  1997.  "If  you  want 


that  is  the  case,  you  have  to  create 
an  environment  that  appeals  to  all 
people.  Otherwise,  you  won't  suc- 
ceed. That  is  what  motivated  me  to 


launch    an    inclusion    program] 
D&B." 

Along      with      communication 
Taylor's  firm  commitment,  Dur 
Bradstreet   also   takes   a   person 
person  approach  through   Indus 
Leadership    Councils    in    each 
the      company's      business     un 
According   to   Dory   Gasorek,  \ 
president   of  organizational   per 
mance  and  inclusion,  these  gro 
advise  their  business-unit  heads  ; 
work  with  D&B's  Advisory  Group 
Inclusion  to  develop  specific  str? 
gies  for  each  unit.  In  addition,  5 
Leadership   Teams   at  select  oft 
locations  provide  an  opportunity 
managers    to    gain    feedback   fr 
employees    on    such    issues    as 
need  for  disability  access,  child-c 
and  enhanced  communications. 

Andre  Dahan,  president  of  Dun 
Bradstreet  U.S.,  says  the  site  tea 
focus  on  "how  we  make  inclusioi 
key  contributor  to  the  business  a 
link  it  to  the  return  on  shareholo 
value."  Some  senior  executives  hi 


Community  Outreach: 

Building  the  Workforce  of  Tomorrow 


Companies  that  want  to  tap  the  talents  off  their  future  workforce  are  forming  creative  partne 
ships  that  include  employee  volunteerism,  community  involvement  and  millions  of  dollars  of  fina 
cial  support.  Some  examples  are: 

H  Through  Merrill  Lynch's  ScholarshipBuilder  program,  the  firm  partnered  with  the  Urbi 
League  in  1988  to  adopt  250  first  graders  —  representing  the  class  of  2000  —  in  10  inn* 
cities.  Each  student  who  graduates  from  high  school  has  been  guaranteed  a  full  scho 
arship  to  college  or  vocational  school.  Additionally,  Merrill  Lynch  employees  have  raise 
over  $1  million  to  augment  the  program,  and  many  also  devote  volunteer  time  as  tutoi 
and  mentors. 

tm  General  Motors  supports  the  Detroit  Area  Pre-College  Engineering  Program  (DAPCEP 
Over  80%  of  the  students  in  this  program  graduate  from  college,  and  almost  75%  are  i 
the  fields  of  science,  math  and  engineering.  To  date,  32  program  graduates  have  joins 
GM  as  regular  active  employees.  Approximately  90%  of  these  former  students  ar 
African  Americans. 

||  The  Chrysler  Corporation  sponsors  a  number  of  innovative  outreach  events,  includin 
"Spirit  in  the  Words,"  an  annual  poetry  reading  held  in  conjunction  with  Black  Histor 
Month.  This  event  features  automotive  journalists,  poets  and  Chrysler  employees  reac 
ing  poetry  on  topics  such  as  male-female  relationships,  the  city  of  Detroit  and  Africa 
American  history.  Chrysler  also  sponsors  the  National  Black  Arts  Festival,  held  this  pal 
July  in  Atlanta. 


. 


whether  he's  White  ? 
Or  African-American? 

whether  she's  Asian? 
Or  Hispanic? 

whether  he's  Straight? 
Or  Gay? 

Not  at  Dun  &  Bradstreet. 

We  believe  people's  differences  are 

our  strengths,  their  ideas  our  assets. 

The  infinite  potential  of  the  human  being- we  see  it  in 
everyone  who  works  at  Dun  &  Bradstreet  and  Moody's 
Investors  Service.  Because  we've  seen  great  ideas  come 
from  the  most  junior  person  on  the  team.  From  a  telecom- 
muting parent.  From  people  of  every  religion,  culture  and 
background.  It  just  makes  good  business  sense:  a  company 
where  people  feel  included  and  valued  is  a  company  that 
is  ready  to  solve  its  customers'  business  challenges.  We're 
always  striving  to  be  a  better  company  to  work  for,  and  a 
better  company  to  do  business  with.  That's  what  matters 
at  The  Dun  &  Bradstreet  Corporation. 


www.dnbcorp.com 


The  Dun  &  Bradstreet  Corporation 
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"adopted"  specific  corporate  sites 
and  are  spending  time  with  local  site 
teams  at  these  locations.  Dahan  has 
personally  visited  most  of  Dun  & 
Bradstreet's  more  than  50  U.S. 
offices  to  spread  the  word  of  the 
strategic  importance  of  the  inclusion 
initiative  to  each  associate  and  the 
company's  bottom  line. 

Accountability: 
Managers 
Take  Ownership 

When  diversity  is  considered  a  cor- 
porate business  goal,  it  is  essential 
not  only  that  senior  management 
champions  the  efforts,  but  also 
that  operating  managers  are  held 
accountable  for  carrying  out  diver- 
sity plans.  At  Merrill  Lynch,  the  cor- 


If  it  can  be  measured, 

it  can  be  delivered.  Applying  business 

incentives  to  diversity  strategies 

at  www.hemnet.com 


porate  goal  is  to  build  "One  World- 
Class  Company,"  requiring  a  diverse 


Productivity  Gains  Driven  by  Diversity 

A  General  Motors  parts  warehouse  has  proved  that  valuing  diver- 
sity can  bring  measurable  value  back  to  the  company.  In  1994, 
GM's  Fort  Worth  Service  Parts  Operations  warehouse  had  one  off 
the  worst  productivity  records  in  the  company.  GM  sought  to 
improve  the  environment  at  the  warehouse  by  implementing  a 
management  system  that  values  diversity.  A  new  manager, 
Aubrey  Woodfolk,  was  brought  in.  He  gave  women  and  people  off 
color  more  authority,  implemented  new  standards  off  performance- 
based  rewards,  and  is  working  to  improve  the  communication 
between  salaried  and  hourly  workers. 

At    General    Motors'    recent 
Diversity  Day,  Roderick  D. 
Gillum,  GM's  vice  presi- 
dent  off  public   policy 
and    diversity    initia- 
tives,  reported  that 
at   the   end   of   one 
year  under  the  new 
system,    the    plant 
boosted    productivi- 
ty   21%,    making    it 
one  of  the  leaders  in 
the      company.      Even 
more     impressive,     the 
plant  achieved  $4.4  million 
in  savings  in  a  year.  Employees 

also  experienced  gains  in  satisfaction,  as  measured  by  an  annual 
GM  employee  survey.  The  Fort  Worth  experience  has  been  so  suc- 
cessful that  GM  will  be  implementing  these  practices  at  16  more 
Service  Parts  Operations  plants. 


Productivity 


$4.4  million 


Source:  GM  Corporation 


and  multicultural  workforce. 
Merrill  Lynch  has  expanded  i| 
new  markets  around  the  world 
has  attracted  an  increasingly  dive 
customer  base,  it  has  become  a 
ness  imperative  to  address  divers! 
"In  the  past,  we  have  compared  ol 
selves  with  other  financial  serviif 
companies,"  observes  David 
Komansky,  chairman  and  chief  ex<| 
utive  officer.  "Now  we're  raising  i 
bar.  We're  going  to  compare  ol 
selves  with  world-class  companies] 
every  industry  whose  success  cam 
attributed  to  principled  leaders!! 
—  and  the  fact  that  their  workforcl 
reflect  the  diversity  of  the  popu| 
tion." 

Komansky      and      Merrill      Lynj 
President     and     Chief    Operati 
Officer    Herbert    Allison    this   yoj 
sent    a    letter    to    each    Executi  [ 
Management   Committee    membil 
who  represent  every  business  ur| 
and  support  group,  asking  them 
submit,  within  30  days,  a  Diversil 
Business  Plan  with  steps  to  increa 
diversity  through  specific  recruitiil 
efforts,     strategic    goals     for    pr 
motions    and    succession    plannin 
Implementing  this  plan  is  a  dete 
mining  factor  in  senior  executive 
compensation.    In    addition,    the: 
diversity    plans    are    part    of    tl 
annual    "critical   few  objectives"  '| 
these     executives,     says     Westir] 
Matthews,      first     vice     presideil 
and    senior    director    of   corporal] 
responsibility. 


We're  Interested  In  Genius... 

not  GENES 


Leader 
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Mailing  Systems 

Office  Systems 

Production  Mail 

Software  Solutions 

Business  Services 

Financial  Services 

Small  Office  Division 


can  be  found  in 
anity  of  Marcus  Garvey, 
against  adversity  in  the 
t  of  Mary  McLeod  Bethune, 
in  the  mind  of 
Marie  Curie,        in  the 
blood  of  Freida  Kahlo, 
in  the  heart  of  Dr.  David  D.  Ho, 

Genius  is  diverse 

At  Pitney  Bowes,  Inc.,  we  value 
the  power  of  diversity.  If  you 
have  something  you  would  like 
to  offer  the  world  through 
Pitney  Bowes,  our  door  is  open. 

To  find  out  more  about  what  it 
takes  to  become  a  part  of  our 
team,  send  your  resume  to  The 
Staffing  Office  at  Pitney  Bowes 
by  fax  at  203-351-6332,  or  by 
email  at  staffing@pb.com. 


Fw»a*«  '".Ssv. 


1  Elmcroft  Road  I  Stamford,  CT  DblSb-0700  I  www. pit 


neybowes.com..:,      =jfj=  PJtneybOWeS 
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To  facilitate  the  achievement  of 
these  plans,  Merrill  Lynch  senior 
executives  conduct  annual  Manage- 
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sumers  can  choose  from  a  growing 
number  of  financial  products,  the 
ability  to  respond  rapidly  to  emerg- 


* 


of  people  of  color  w 
II  you  get  your  sh 


Wi 


at  www.hemnet.com 


By  2000,  the  purchasing  power 

ill  approach  $1  trillion. 
are?  Strategies 


ment  Review  meetings  with  senior 
managers  to  ensure  that  candidates 
for  key  management  positions  are  as 
diverse  as  possible.  The  meetings 
provide  a  forum  for  discussing  devel- 
opmental plans  at  every  level  of  the 
company.  Plans  include  executive 
coaching,  training  courses,  rotational 
assignments  and  high-level  task 
force  assignments.  "This  process 
increases  the  visibility  of  women  and 
minorities  with  senior  management, 
thereby  increasing  the  likelihood  of 
promotional  opportunities,"  says 
Matthews. 

Another  key  element  of  Merrill 
Lynch's  diversity  strategy  is  commu- 
nity involvement.  "Women  and  peo- 
ple of  color  value  the  company's 
presence  in  the  communities  where 
they  live  and  work.  In  order  to  attract 
and  retain  valued  employees,  we 
need  to  be  involved  in  our  communi- 
ties," says  Matthews,  adding  that 
clients,  too,  are  interested  in  out- 
reach efforts.  "This  is  a  competitive 
business.  People  want  to  do  business 
where  they  think  their  values  will  be 
valued."  (For  more  on  Co  mm  unity 
Involvement,  see  sidebar,  page  1 0.) 

Prepared  for 
Opportunity 

As  the  line  between  insurance  and 
banking  begins  to  blur,  and  as  con- 


ing opportunities  becomes  key  to 
market  leadership.  In  response  to 
this    changing    environment,    The 


Hartford  has  made  leveraging  div 
sity  and  building  inclusion  1 
strategic  initiatives.  "We  are  all  < 
ferent,  all  diverse,"  says  Chairn 
and  CEO  Ramani  Ayer.  "Build 
inclusiveness  will  allow  all  of  us 
bring  our  differences  to  work  ir 
way  that  can  enhance  our  workph 
and  our  capacity  to  achieve.  I  belie 
there  is  incredible  power  in  our  pi 
pie." 

At  the  corporate  level,  The  Hartfor 
Corporate  Diversity  Roundtal 
dates  back  to  1992.  According 
Karen  Harshaw,  chairperson  of  t 
Roundtable,  the  group  consists  of 
self-nominated  individuals  from  ea 
business  segment  of  the  compa 
who  communicate  with  their  busint 
units  quarterly  on  diversity  activiti' 
The  group  also  encourages  the  esta 
lishment  of  networks  where  emplc 
ees  sharing  a  commonality  can  coi< 
municate  and  support  each  other. 


Employee  Resource  Groups  Mean  Business 


At  Ford  Motor  Company,  employee  resource  groui 
are  providing  a  strategic  advantage.  The  company 
official  groups  are  given  corporate  funding  f 
speakers  and  conferences  and  each  has  a  senii 
executive  champion.  The  networks  are  a  strop 
recruitment  and  retention  tool  because  they  pr 
vide  real  or  perceived  support  and  help  the  comp 
ny  understand  barriers  to  advancement  within 
particular  group.  The  groups  are  also  considered 
valuable  resource  in  understanding  new  market 
Currently,  seven  groups  are  functioning  at  For 
Hispanic  Network  Group;  Women  in  Finance;  Parei 
Support  Group;  Ford  Gay,  Lesbian  or  Bisexu 
Employees;  Ford  Asian  Indian  Association;  Foi 
Chinese  Association;  and  Ford  African  Americ 
Network. 

At  The  Dun  &  Bradstreet  Corporation,  four  suppoi 
network  groups  were  formed  this  year  with  a  clea 
business  objective.  According  to  Dory  Gasorel 
vice  president-organizational  performance  an 
inclusion,  "We  hope  to  tap  each  group  for  assi; 
tance  in  helping  the  company  better  serve  a 
increasingly  diverse  marketplace."  Each  group  ha 
developed  a  business  plan  that  supports  D&B' 
objectives  and  has  developed  activities  that  pre1 
mote  networking,  mentoring,  coaching  and  commii 
nity  outreach  for  its  members. 


Documents  are  digital.  Documents  are  papi 
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Introducing  the  40  ppm, 
$3,500*  Xerox  DocuPrint  N40. 


High  speed.  High  praise.  Low  price. 


x 


Word's  out.  The  Xerox  DocuPrint  N40  speeds  ahead 
of  the  competition.  Starting  at  just  $3,500,  it  delivers 
40  pages  per  minute,  or  16  pages  more  a  minute 
than  a  comparable  HP  printer.  But  the  big  news  is 
how  much  more  productive  the  N40  lets  you  become 
on  your  network. 

For  example,  it  gives  you  options  like  sorting, 
collating,  and  stapling  that  easily  keep  up  with  that 
40  ppm  pace.  With  WorkSet '  technology  you  can 


make  multiple  sets  without  clogging  up  the  network. 
And  with  PrinterMap  software  you  can  manage  any 
printer  you  have  on  your  network. 

This  is  the  kind  of  forward  thinking  you'll  find 
in  all  Xerox  network  printers.  It's  not  just  about 
speed,  it's  about  getting  more  done. 

To  learn  more,  contact  your  local  reseller,  visit 
our  website  atwww.xerox.networkprinters.com  or 
call  1-800-34-XEROX. 


THE  DOCUMENT  COMPANY 
XEROX 


•Estimated  street  price  for  the  base  model  is  $3,500  Xeto*,*  The  Document  Company.'  the  digital  X.'  DocuPrint.*  WorkSet,  PrinterMap,  and  N40are  trademarks  of  XEROX  CORPORATION  HP*  is  a  trademark  of  Hewlett  Packed  Co 


THE  WfDETR 


The  wider  the  ski,  the  quicker  the  cut.  This  is  the  WideTrack"  Grand  Prix  from  Pontiac.  Its  unique 
WideTrack  design  sets  the  wheels  wider  to  connect  all  available  240  supercharged  horses  to  the  road 
for  better  control  on  any  run.  Choose  coupe  or  sedan  and  see  for  yourself:  Wider  is  Better. 


CALL 
800-BE-WIDER 


CRUISE 
www.pontiac.com 
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The  Hartford's  Valuing  People 
department  in  human  resources  refo- 
cused  the  company's  diversity  and 
inclusion  effort  in  1996  with  the  help 
of  Troy,  N.Y.-based  Kaleel  Jamison 
Consulting  Group.  Using  research 
data  and  pilot  programs,  the  depart- 
ment supports  the  efforts  of  The 
Hartford's  businesses  in  identifying 
strategies  that  support  their  needs, 
by  sharing  programs,  findings  and 
methodology. 

The  Hartford's  Personal  Lines  busi- 
ness has  its  own  Inclusion  and 
Diversity  Council,  as  well  as  a 
Diversity  Marketing  unit.  "We  are 
committed  to  increasing  our  market 
share,"  explains  Steve  Hasenmiller, 
president,  Personal  Lines.  "We 
believe  that  we  can  grow  by  looking 
at  the  market  through  a  diversity 
lens.  This  means  better  understand- 
ing of  those  customers  whom  we  do 
not  yet  insure  and  finding  ways  to 
insure  them  at  reasonable,  yet  prof- 
itable levels." 

The  Personal  Lines  division  has 
committed  to  training  all  levels 
of  the  organization.  Extensive 
accountability  measures  have  also 
been  put  into  place,  including 
weighting  15%  of  key  managers' 
bonuses  on  inclusion  and  diversity 
metrics. 

The  Claims  organization  at  The 
Hartford  is  building  a  more  inclusive 
work  environment  in  support  of 
one  of  its  corporate  goals  to  be  the 
"Employer  of  Choice."  This  goal  is 
given  the  same  emphasis  as  other 
operating  goals:  achieving  90%  cus- 
tomer satisfaction  and  total  loss  cost- 
containment. 

Last  year,  Claims  established  its 
Inclusion  Council,  which  sponsors 
initiatives  such  as  benchmarking, 
site  leader  education  sessions  and 
recognition  of  bilingual  skills  (see 
sidebar,  page  4). 

As  a  leader  in  the  managed  disability 
market,  Hartford  Life  developed 
an  award-winning  Break  Away  pro- 
gram that  helps  change  perceptions 


Wall  Street  is  watching 

the  way  you  manage  your  people.  Smart 
management  practices  tnat  bring  top  ratings 

at  www.nemnet.com 


about     people     with     disabilities,  recreation    events,    sponsorshl 

Break    Away    focuses    on    people's  of    the    arts    and    The    Hartforcl 

abilities,   rather  than   their  disabili-  Team  Ability — 10  top  athletes  wi{ 

ties,  through  world-class  sports  and  disabilities. 

Women  of  Color:  A  Key  Resource 

Attracting  and  retaining  women  of  color  can  provide  companies  with  I 
competitive  edge  from  a  recruitment  and  retention  standpoint  as  well 
from  a  marketing  perspective,  as  the  spending  power  of  women  of  coL 
steadily  rises.  Two  new  studies  indicate  what  companies  can  do  to  reta  i| 
the  best. 

In  one  study,  conducted  by  the  research  group  Catalyst,  1 ,700  women 

color  completed  surveys  asking  about  job  satisfaction  and  opportunities 

for  career  advancement.  While  57%  of  women  of  color  executives 

happy  with  their  jobs,  only  34%  are  satisfied  with  their  advancer 

opportunities.  They  most  frequently  cite  "not 

having  an  influential  mentor  or  sponsor"  as 

the  number  one  barrier  to  advance-  WOMEN  IN 

ment.  Catalyst  recommends  mentor-         MANAGERIAL  WORKFORCE 

ing   programs   or  women-of-color 

employee  networks  (see  sidebar, 

page  14)  as  retention  tools. 


In  another  study,  the  Center 
for   Women    Policy   Studies 
looked  at  issues  of  balancing 
work  and  life  for  women  of 
color.     Researchers    found 
that    providing    employees 
with   work-life   balance   sup- 
ports is  critical  to  retention; 
lack  of  work-life  support  has 
led    one-third    of    the    survey 
respondents  to   look  for  a   less 
pressured  job  outside  the  company; 
another  third  have  explored  starting 
their  own  business. 


|  White  |  African  American  I 

|  Hispanic  "  Asian/Other 

Source:  Catalyst 


Merrill  Lynch 

on  a  commitment  to  diversity 
that  makes  a  difference. 


At  Merrill  Lynch,  we  recognize  that  a  commitment 
to  diversity  is  more  than  just  good  citizenship.  It's  good 
business.  Because  diversity  —  of  employees,  clients, 
suppliers  —  is  the  common  ground  of  today's  global 
marketplace.  So  in  accord  with  our  long-standing 
principle  of  Respect  for  the  Individual,  we  seek  to  recruit 
a  workforce  that  reflects  the  diversity  of  the  world  in 
which  we  do  business.  And  as  the  standard-setter  for 
diversity  in  the  securities  industry,  we  understand  that 
inclusion  in  the  marketplace  is  the  key  to  economic 
growth  and  opportunity  for  minorities  and  women. 
A  commitment  to  diversity  makes  a  difference. 
The  difference  is  Merrill  Lynch. 


Merrill  Lynch 

A  tradition  of  trust. 
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Are  your  competitors 

connecting  with  the  markets  you're  missing? 
How  your  workforce  can  attract 
new  business  at  www.hemnet.com 


In  the  process,  the  company  helps 
educate  its  customers  and  the  gen- 
eral public  on  what  it  means  to  put 
abilities  into  action. 

Fueling 
Diversity  Success 

At  Texaco,  Inc.,  diversity  has  become 
such  a  critical  focus  that  "Respect  for 
the  Individual,"  one  of  the  company's 
10  core  values,  is  now  the  number  one 
priority  of  the  company's  leadership. 
According  to  Texaco's  Chairman  and 
CEO,  Peter  I.  Bijur,  "Texaco  has 
been,  for  many  years,  very  involved  in 
training  people  to  interact  with  each 
other  respectfully.  But  I  think  we 
took  for  granted  that  we  were  doing 
it.  And  I  decided,  following  the  inci- 
dent in  late  1996,  to  make  it  a  clear, 
number  one  objective  that  this  is  the 
only  way  we  will  deal  with  each 
other." 

Texaco  has  long  viewed  diversity  as  a 
business  imperative,  from  the  point  of 
view  of  tapping  the  best  available  tal- 
ent as  well  as  attracting  customers, 
suppliers  and  retail  partners  that  are 
increasingly  diverse.  The  company's 
1996  race  discrimination  lawsuit  did 
more  than  put  the  company  on  the 
front  pages;  it  gave  Texaco's  leader- 
ship, says  Bijur,  the  opportunity  to 
become  very  public  champions  of 
diversity. 

The  company  has  put  in  place  a  com- 
prehensive plan  that  includes  clear 
workforce  hiring/promotion  goals. 
During  the  first  six  months  of  1998, 


42%  of  new  hires  at  Texaco  were 
women  and  39%  were  minorities. 
Women  and  minorities  earned  41% 
and  20%  of  all  promotions,  respectively, 
during  the  same  period.  The  plan 
also  includes  management  account- 
ability for  meeting  its  diversity 
goals,  opportunities  for  high-potential 
employees  to  learn  new  skills  and 
improve  their  chances  of  being  pro- 
moted, and  a  clear  strategy  for 
expanding  Texaco's  relationships 
with  minority-  and  women-owned 
businesses. 

The  company's  business  partnering 
program  has  been  very  successful. 
During  the  first  18  months  of  a  five- 
year  plan,  Texaco's  direct  expendi- 
tures with  minority-  and  women- 
owned  businesses  totaled  $404  mil- 
lion, or  7.1%  of  discretionary  spend- 
ing. Bijur  notes  that  minority  supplier 
relationships  yield  results  for  the 
company.  "If  we  could  develop  just 
one  new  customer  because  of  our 
business  partnering  programs,  that's  a 
customer  I'm  proud  to  have,"  says 
Bijur.  "Remember,  we're  in  the  busi- 
ness of  selling  petroleum  products,  of 
serving  the  communities  in  which  we 
operate.  This  just  makes  good  busi- 
ness sense." 

These  outreach  efforts,  as  well  as 
Texaco's  internal  diversity  efforts,  are 
overseen  by  a  Corporate  Diversity 
Council  that  was  created  in  1997  and 
made  up  of  10  senior-level  managers. 
In  addition,  a  number  of  measures  are 
in  place  t  >  ensure  that  Texaco's  diver- 


sity strategies  are  working.  Each  y 
employees   worldwide   completi 
confidential     survey,     Vision     . 
Values,   to   measure   success  on 
company's     core     values,     incl 
ing   "Respect  for  the   Individul 
Following  each  year's  survey,  m 
agers  are  given  a  detailed  assessm 
of  where   their  organization  is  s 
ceeding  or  falling  short  in  dem 
strating  Texaco's  core  values.  Man 
ers'    performance    reviews   and 
annual  executive  incentive  plan 
tied  to  the  ratings  achieved  on 
Vision  and  Values  survey,  as  well 
their  success   in   meeting  goals  1 
steadily  increase  the  percentages 
women  and  minorities  in  the  wo 
force. 

Bijur  says  these  accountability  m 
sures  are  critical  to  demonstrate  i 
importance  of  diversity  to  Texaco 
explains,  "This  is  something  th; 
got  to  be  worked  on  every  day, 
everybody  on  the  management  te 
and  by  every  employee  in  t 
company.  You  simply  cannot  tr< 
people  in  a  way  or  manner  that's  r 
respectful." 

Bringing  Value  to 
Shareholders 

Last  year,  motivated  by  the  incre; 
ing  competition   for  top  talent  a 
customers  in  today's  diverse  mark 
place,  Pitney  Bowes  Inc.  implemei 
ed  the  most  comprehensive  strate 
for  communicating  about  diversity 
company  history.  Pitney  Bowes  h 
long  been  regarded  as  a  champion  i 
diversity,  and  this  plan  builds  on  ti 
company's  past  success  and  comm 
ment.  The  plan  includes  such  me 
sures  as  advertising  to  attract  a  ran; 
of  employees   and   customers   fro 
diverse     markets;     participation 
national   events    such    as   the    Ra< 
Relations  Institute  at  Fisk  Universi 
in  Nashville,  Tennessee;  and  devt 
oping  seminars   to   reach   the   sm; 
office/home  office  (SOHO)  marl 
which  increasingly  comprises  worn 
and  minority-owned  companies. 

The  company  has  achieved  imp 
sive    results    in    building   a   diver; 
workforce:    38%    of  employees 


It  takes  all  kinds  of  people  to  make  our  world  run  successfully.  Which  is  why  at  Texaco,  we  have  an  ongoing  commitment 

to  increase  the  diversity  of  our  workforce.  During  the  first  six  months  of  1998,  we've  gained  new  and  invaluable  energy 

and  expertise  because  42%  of  our  new  hires  were  women,  and  39%  were  minorities.  In  addition,  41%  of  all  promotions  were 

earned  by  women,  and  20%  by  minorities.  We  know  that  together,  we'll  create  a  world  of  possibilities. 
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minorities  and  37.6%  are  women.  In 
addition,  41%  of  direct  reports  to 
Chairman  and  CEO  Michael  J.  Critelli 
are  women.  Critelli  says  that  the 
company's  long-standing  commitment 
has  attracted  employees  from  diverse 
backgrounds,  and  that  managers'  com- 
mitment to  diversity  has  helped  to 
retain  them.  "We  have  convinced  our 
leadership  throughout  the  years  that 
there  is  a  strong  business  benefit  to 
valuing  diversity.  They  will  be  attracting 
the  best  and  brightest  employees.  We 
will  have  better  customer  relationships 
over  the  long-term  because  our  employ- 
ees mirror  our  customer  demographics. 
As  a  result,  there  are  bottom-line  bene- 
fits to  our  shareholders." 

Indeed,  illustrating  the  value  diver- 
sity can  bring  to  shareholders,  Pitney 
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Leveraging 
Diversity 

The  companies  profiled  here  are  com- 
mitted to  valuing  diversity  not  just 
because  it  is  the  right  thing  to  do,  but 
because  it  is  the  only  thing  to  do  if  a 
company  is  to  remain  competitive  in 
today's  diverse  and  increasingly  global 
marketplace.  Those  companies  that  will 
dominate  their  markets  in  the  coming 
decades  will  understand  that  employee 
inclusion  initiatives  must  go  hand-in- 
hand  with  efforts  to  reach  out  to  a  range 
of  business  partners  and  customers. 

As  Jacques  Nasser,  president,  Ford 
automotive  operations,  has  said,  "Why 
diversity?  It's  good  business.  With  more 
perspectives  employed  from  more 
regions  and  markets,  our  business  deci- 
sions  will   improve   and   so  will   our 


Learn  how  business  leaders 

have  achieved  success  through 
diversity  at  www.hemnet.com 


Bowes  is  one  of  the  only  companies  to 
have  been  listed  in  all  editions  of  The 
100  Best  Companies  to  Work  for  in  Amenta 
and  The  100  Best  Stocks  to  Own  in  America. 

"Today  we're  in  the  most  competitive 
market  for  talent  in  my  lifetime  —  prob- 
ably in  anybody's  lifetime,"  says  Critelli. 
"I  believe  that  if  all  of  us  do  not  go  out 
there  and  try  to  develop  to  the  fullest 
all  of  the  talents  of  every  employee 
that  we  have  and  every  employee  that 
we  might  bring  into  the  organization, 
we  are  going  to  lose  significantly.  There 
is  a  real  talent  shortage.  Everyone  is 
fighting  for  the  obviously  talented 
people.  The  winners  in  the  global 
competitive  market  will  be  those  who 
have  found  the  talent  in  less  obvious 
places  and  have  developed  that  talent." 


results.  We  often  associate  diversity  with 
fairness  and  doing  the  right  thing,  but 
we  ought  to  remember  that  diversity 
brings  with  it  a  powerful  competitive 
business  advantage  that  we  cannot 
afford  to  ignore." 

We  will  continue  our  series  on  diversity 
in  the  November  16  issue  of  FORBES, 
where  we'll  offer  insights  on  the  market 
opportunities  that  come  to  companies 
that  effectively  leverage  diversity. 
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In  FEBRUARY  1990  FORBES  published  an  article  by  empire  together.  They  didn't.  Two  years  later  the 

Vladimir  Kvint  predicting  that  the  Soviet  empire  U.S.S.R.  expired  more  or  less  peacefully  into  15 

would  fall  apart  and  Russia  would  go  it  alone,  republics. 

Most  of  the  experts  scoffed:  It  couldn't  happen.         Again  putting  his  neck  out,  Kvint  predicts  that 

The  accepted  view  was  that  the  kgr,  the  Commu-  the  Yeltsin  government  will  soon  fall  and  be 

nist  Party  and  the  Red  Army  would  hold  the  replaced  by  a  much  more  authoritarian  regime. 

[  Russia's  currency  and  stock  market  are  collapsing,  but  you  haven't 
seen  anything  yet.  The  next  thing  to  fall  will  be  the  Yeltsin  government. 

The  last  days 
of  Boris  Yeltsin 


By  Vladimir  Kvint 

Eighty  onh  YEARS  AGO  this  autumn,  the 
October  Revolution  swept  from  power  a  weak 
and  ineffectual  democratic  government  in  Russia 
and  replaced  it  with  totalitarian  rule.  As  it  turned 
out,  this  was  a  dark  day  in  world  history. 

Today  Russia  is  ripe  tor  another  revolution. 
Weak  and  utterly  rotten,  the  current  govern" 
ment  came  to  power  by  democratic  means  but 
is  anything  but  democratic.  It  is  little  more  than 
a  cover  under  which  a  gang  of  kleptocrats 
impoverish  the  country.  Under  communism, 
people  had  rubles  but  nothing  to  buy.  Things 
are  reversed  now,  with  shops  full  but  most 
people's  wallets  empty.  If  this  be  capitalism  most 
Russians  aren't  sure  they  want  it.  The  situation 
validates  for  them  the  old  communist  joke:  Cap- 
italism is  man's  exploitation  of  man,  and  com- 
munism is  the  other  way  around. 

If  that  weren't  bad  enough,  tens  of  millions  of 
Russians  are  not  being  paid  even  their  miserable 
wages.  In  protest,  unpaid  coal  miners  block  the 
Trans-Siberian  railroad  for  weeks  at  a  time. 
Unpaid  soldiers  sell  weapons,  uniforms,  even 
tanks  and  aircraft  to  any  willing  buyer:  a  pretty 
frightening  situation  in  a  country  that'  still  pos- 
sesses thousands  of  missiles  and  a  large  nuclear 
stockpile. 
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Spring  in  Anzhero-Sudzhensk,  Siberia 
You  can't  judge  Russia  by  Moscow. 


You  can't  judge  Russian  prosperity 
by  what  you  see  in  Moscow.  One 
hundred  miles  outside  the  capital,  a 
mere  20  miles  from  regional  centers, 
there  is  hunger  and  people  are  wear- 
ing rags.  Tattered  clothes  and  bread- 
and-potato  diets  are  more  represen- 
tative of  Russia  today  than  the 
relative  prosperity  of  a  few  big  cities. 

In  Siberia's  frigid  Krasnoyarsk  region 
(pop.  3  million)  the  average  wage  is  less 
than  $300  a  month,  and  Krasnoyarsk  is 
a  hostile  place  to  stay  alive. 

Not  insignificantly,  the  elected 
governor  of  Krasnoyarsk  is  General 
Alexander  Lebed,  the  tough  and  dis- 
ciplined military  man  who  became  a 
popular  hero  for  ending  the  war  in 
Chechnya.  Whether  the  Yeltsin  gov- 
ernment lasts  a  few  more  months  or 
somehow  staggers  into  1999, 
Alexander  Lebed  is  Yeltsin's  proba- 
ble successor. 

Tossed  out  by  the  Yeltsin  govern- 
ment because  he  was  too  popular, 
Lebed  was  elected  governor  of  the 
Krasnoyarsk  region,  which  covers 
14%  of  the  Russian  territory,  by  a 
landslide.  He  is  relatively  untouched 
by  corruption  and  has  to  his  credit 
brought  an  end  to  the  fighting  in 
Chechnya.  He  has  been  brutally  crit- 
ical of  the  Yeltsin  government  and  of 
the  kleptocrats.  Although  he  is  not 
himself  an  extreme  nationalist  he 
could  well  come  to  power  with  their 
support  and  in  alliance  with  Viktor 
Chernomyrdin,  Yeltsin's  former 
prime  minister,  who  is  close  to 
Russia's  communist-era  leaders. 

What  would  it  take  to  trigger  a 
coup  d'etat?  Asked  that  late  last  year, 
Gen.  Lebed  told  FORBES:  "Maybe 
it  will  be  a  woman  whose  child  dies 
from  hunger  or  cold,  who 
will  carry  him  out  on 
the  street,  and  the  crowd 
will  explode.  It's  an 
unpredictable  situation" 

(Forbes,  Jan.  12, 1998). 
In  that  sense  the  situa- 
tion resembles  that  of 
October  and  November 
1917.  The  democratic 
Kerenskv government  was 
not  so  much  overthrown; 


it  simply  crumbled.  Describing  the 
Kerensky  regime,  the  writer  Alan 
Moorehead  declared:  "It  was  like  a 
body  with  no  bones  in  it,  like  a  mind 
with  no  will."  You  could  say  much  the 
same  about  the  Yeltsin  government. 
"Bolshevism,"  Moorehead  writes, 
"succeeded  to  an  empty  throne." 

Whoever  seizes  the  vacant  throne,  it 
will  not  be  Bolsheviks  this  time 
because  communism  is  discredited 
here  as  nowhere  else  in  the  world.  It  is 
conceivable  that  Yeltsin  will  resign  and 
Lebed  brought  to  power  via  elections. 
But  however  the  government  changes, 
it  will  try  to  force  through  the  social 
and  economic  reforms  that  Yeltsin  is 
unable  or  not  prepared  to  carry  out. 
Unwilling  to  face 
these  facts,  the  Interna- 
tional Monetary  bund, 
under  strong  pressure 
from  the  U.S.  govern- 
ment, is  providing  new 
multibillion  dollar  loans 
to  the  Yeltsin  govern- 
ment, presumably  to 
save  Russian  democracy 
and  to  keep  its  nuclear 
arms   in    relatively   safe 


hands.  They  will  do  neither. 

It  is  not  even  clear  that  imp  money 
can  postpone  the  day  of  reckoning. 
Where  did  the  $50  billion  that  Russia 
already  borrowed  go?  (There  is  anoth- 
er $17  billion  in  IMF  commitments  plus 
$100  billion  in  now- frozen  Soviet-era 
debt.)  Will  the  new  IMF  money  simply 
end  up  in  the  Swiss  bank  accounts  of 
the  kleptocrats  and  their  friends?  These 
people  have  already  grabbed  many  of 
the  best  assets  that  belonged  to  the  old 
Soviet  state  and  diverted  to  their  over- 
seas bank  accounts  a  large  share  of  the 
foreign  exchange  Russia  has  earned 
from  exports.  One  of  the  first  priorities 
of  any  post- Yeltsin  government  would 
be  to  bring  that  money  back  home  and 
undo  the  phony  privatization  that  was 
tantamount  to  grand  larceny. 

Less  than  two  years  ago  (Dec.  30, 
1996)  FORBES  explained  how  a  hand- 
ful of  Russian  bureaucrats-turned- 
businessmen  were  able  to  grab  control 
of  Russia's  prime  assets  at  a  small  frac- 
tion of  their  true  values.  (This  is 
explored  further  in  the  interview  with 
former  trade  minister  Oleg  Davydov 
on  page  148.)  By  my  calculations, 
they  and  their  hangers-on  have  taken 
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Eight  decades  later 


over  assets  worth  as  much  as  $150  bil- 
lion since  Yeltsin's  corrupt  privatiza- 
tion program  started  in  1992. 

The  tycoons  and  their  friends  avh\ 
retainers  Haunt  their  new  wealth  in  such 
plaees  as  Cannes  M\d  Nice  on  the 
French  Riviera.  Last  year,  as  poverty 

spread  through  much  of  Russia,  those 
two  Mediterranean  resort  cities  were 
host  to  100,000  Russian  tourists,  three 
times  as  many  as  in  1994.  They  come 
loaded  with  so  much  cash  that  almost 
every  expensive  shop  posts  the 
franc/ruble  conversion  rate  and  signs 
in  Russian  as  well  in  French. 

As  a  Russian,  it  hurts  me  to  say 
this,  but  I  think  the  new  government, 
authoritarian  though  it  will  be,  will 
govern  better  and  prove  a  better  part- 
ner for  Western  nations  than  the  pre- 
sent so-called  democracy.  I  once 
admired  Yeltsin  (see  "Who's  in  charge 
around  here?"  Forbks,  Sept.  3,  1990) 
and  put  great  faith  in  him.  Unfortu- 
nately, Gorbachev-  was  right  when  he 
predicted  that  Yeltsin  would  create 
widespread  corruption. 

In  Soviet  times,  the  state  exploited 
the  workers  by  paying  barely  subsis- 
tence wages  and  using  the  rest  of  the 


Ten  Days  ThatSh(X)k  the  World  is 
John  Reed's  classic  account  of  the 
events  in  November  1917  when  the 
Bolsheviks  grabbed  power  from 
Alexander  Kerensky's  ineffectual  gov- 
ernment. Only  six  people  were  killed 
in  desultory  fighting.  Kerensky  wasn't 
really  overthrown;  his  regime  simply 
collapsed  of  its  own  incompetence. 
The  parallels  with  the  Yeltsin  govern- 
ment are  unsettling.  Many  passages 
from  Reed's  Ten  Days  have  an  oddly 
contemporary  nng: 

"...  speculators  took  advantage  of 
the  universal  disorganization  to  pile 
up  fortunes,  and  to  spend  them  in 
fantastic  revelry  or  the  corruption  of 
Government  officials. . . .  [In  Petro- 
grad,  now  St.  Petersburg]  two  years' 
provision  of  grain  had  fallen  to  less 
than  enough  to  feed  the  city  for  one 
month.  .  .  .  Coffee  was  bought 
wholesale  in  Vladivostok  for  two 
rubles  a  pound,  and  the  consumer  in 
Pctrograd  paid  thirteen.  In  all  the 
stores  of  the  large  cities  were  tons  of 
f(x>d  and  clothing;  but  only  the  rich 
could  buy  them. 

"In  a  provincial  town  I  knew  a 
merchant  family  turned  speculator. 
The  three  sons  had  bribed  their  w  ay 
out  of  military  service. 
One  gambled  in  fix)d- 
stuffs.  Another  sold  ille- 
gal g(  >ld  fr(  >m  the  Lena 
mines  to  mysterious  par 


Moscow,  October  1917 
Bolsheviki  advance  on 
Kerensky's  empty  throne 


ties  in  Finland.  The  third  owned  a 
controlling  interest  in  a  chocolate  fac- 
tor)'. .  .  .  And  so,  while  die  masses  of 
the  people  got  a  quarter-pound  of 
black  bread  on  their  bread  cards,  he 
had  an  abundance  of  white  bread, 
sugar,  tea,  candy,  cake,  and  butter.  .  .  . 

"[Under  Kerensky's  Provisional 
Government]  week  by  week,  food 
became  scarcer.  The  daily  allowance 
of  bread  fell  from  a  pound-and-a-half 
to  a  pound,  then  three-quarters,  half, 
and  a  quarter-pound.  .  .  .  Sugar  one 
was  entitled  to  at  die  rate  of  two 
pounds  a  month — if  one  could  get  it 
at  all,  which  was  seldom.  .  .  .  There 
was  milk  for  about  half  die  babies  in 
the  city;  most  hotels  and  private 
houses  never  saw  it  for  months. 

"Of  course  all  die  theatres  were 
going  every  night,  including  Sundays. 
Karsavina  appeared  in  a  new  Ballet 
at  the  Marinskv,  all  dance-loving 
Russia  coming  to  see  her.  Chaliapin 
was  singing.  At  die  Alexandrinsky 
they  were  reviving  Meyerhold's 
production  of  Tolstoy's  Death  of 
Ivan  the  Terrible. 

"As  in  all  such  rimes,  the  petty  con- 
ventional life  of  the  city  went  on, 
ignoring  die  Revolution  as  much  as 
possible." — from  Ten 
Days  Tlmt  Shook  the 
World  by  John  Reed 
(Penguin  Books 
edition,  1977). 
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national  product  for  its 
own  purposes.  But  the 
profits  from  industry, 
which  once  helped  fund 
the  government,  now  go 
into  private  pockets  and  are 
neither  reinvested  nor  paid 
out  in  taxes,  leaving  the 
government  seriously 
short.  In  past  times  a  gov- 
ernment faced  with  spend- 
ing in  excess  of  revenues 
would  rev  up  the  printing 
presses  and  use  inflation  as 
a  hidden  tax  on  the  econo- 
my. But  the  Yeltsin  govern- 
ment cannot  use  the  print- 
ing press.  Its  sole  financial 
accomplishment  has  been  a 
stable  ruble  that  stopped 
hyperinflation — and  with 
the  Aug.  17  devaluation, 
even  that  achievement  is 
history.  Thus  Yeltsin  and 
his  aides  have  had  to 
finance  the  deficit  in  the 
most  primitive  of  ways:  by 
not  paying  its  bills.  Accord- 
ing to  Washington,  D.C.'s 
PlanEcon,  a  research  outfit 
specializing  in  former  East- 
ern bloc  economies,  the 
Russian  state  owes  its 
workers  77  billion  rubles,  equal  to 
one-third  of  all  rubles  now  in  circula- 
tion. Private-sector  industries  owe 
their  workers  another  70  billion. 

How  do  people  live  without  pay- 
checks? They  subsist  on  dwindling 
savings  and  the  food  they  and  their 
relatives  raise  on  tiny  plots  outside 
of  town . 

Most      experts 
and,  of  course 
the     govern- 


Russia  used  to  live  off  its  commodities  exports.  When  a  hand| 
ful  of  privateers  got  control,  the  country  went  bankrupt. 


"Tomorrow  they  will  take  up  arms"|| 

A  chat  with  Russia's  former  trade  minister  Oleg  Davydov  by  Paul  Klebnikov 


The  Yeltsin  government 
allowed  the  cream  of  the 
Russian  economy  to  fall 
into  the  hands  of  a  tiny 
group  of  adventurers  who, 
instead  of  growing  their 
businesses,  shipped  the 
profits  abroad.  In  this  "pri- 
vatization" the  government 
received  almost  nothing. 
Oleg  Davydov  occupied 
top  trade  ministry  posts  in 
both  the  Soviet  and  the 
Yeltsin  governments. 

FORBES  interviewed  him 
in  Helsinki  recently. 

Forbes:  How  did  Russia 
let  itself  be  plundered? 

Our  Western  advisers  and 
the  IMF  told  us  that  the 
state  had  to  abandon  all  its 


business  activities,  that 
government  revenues  had 
to  come  only  from  taxes. 
But  it  was  a  Utopian  vision. 
We  privatized  all  the 
biggest  companies,  all  the 
most  profitable  ones,  the 
biggest  exporters.  The  gov- 
ernment thought  it  would 
get  strategic  investors  from 
the  West.  Instead,  we  got 
some  kind  of  offshore 
companies  [really  owned 
by  Russians].  Look  at  the 
aluminum  industry.  Not 
one  strategic  investor 
appeared.  Not  Alcoa.  Not 
Pechiney  Instead  we  got 
the  Chernyi  brothers 
[shady  metals  traders]. 
They  gained  control  of  alu- 
minum exports  at  a  time 


when  aluminum  cost 
$2,000/ton  on  world  mar- 
kets but  could  be  bought 
at  $500/ton  inside  Russia. 
All  the  producers  became 
deeply  indebted  to  the 
brothers,  who  made  deals 
with  the  plant  directors  to 
acquire  aluminum  at  the 
Russian  price. 
Which  they  then  sold  at 
the  world  price. 
The  tragedy  is  that  if  the 
privatized  companies  were 
state  enterprises  today,  they 
would  be  recording  good 
profits,  they  would  be 
paying  taxes,  paying  work- 
ers' wages,  investing  in 
their  plant  and  equipment. 
But  these  so-called  owners 
arrived,  and  what  hap- 
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ment,  claimed  positive  GDP  growth  for 
the  economy  in  1997.  These  claims 
were  based  more  on  wish  than  on  real- 
ity. Had  the  growth  occurred,  living 
conditions  for  ordinary  people  might 
have  gotten  slightly  better  and  they 
would  have  regained  some  hope.  But  it 
didn't  happen.  By  my  estimate,  there 
was  no  growth  in  1997,  and  1998  will 
be  even  worse.  I  believe  Russia  will 
suffer  a  2%  fall  in  both  industrial  output 
and  gdp,  thus  continuing  the  down- 


Russia's  new  rich 


As  the  economy  has 
collapsed,  they've 
made  huge  fortunes 


ward  trajectory  of  recent  years. 

Agriculture  is  a  disaster:  During 
the  last  five  years,  livestock  produc- 
tion declined,  in  absolute  terms,  to 
the  level  of  1953,  the  year  of  Stalin's 
death.  Why?  Because  while  the  cost 
of  inputs  has  risen  sharply  in  real 
terms,  the  price  of  food  has  not. 

Russia  has  a  trade  deficit  this  year  for 
the  first  time  since  the  breakup  of  the 
U.S.S.R.  Yeltsin  apologists  like  to 
blame  this  shortfall  on  low  world 


prices  lb 
(wtdiis 

Inas 

countr 

::•■■ 

bctwo 

in  ind 


II   J 


Vagit  Alekperov 

Rem  Vyakhirev 

Lukoil 

Gazprom 

oil 

natural  gas 

Forbes  ■  September  7,  1998 


w 


J 


•ened?  There  are  no  prof 
:s  No  tax  payments.  The 
■ant  and  equipment  are 
getting  worn  out.  And  the 
noney  goes  abroad. 

d  privatization  go  too 
ar,  too  fast? 

rVhv  did  they  [the  "reform- 
ers''] have  to  privatize  the 
alcohol  monopoly?  Vodka 
jprmlucrion  is  by  far  the 
most  profitable  part  of  the 
■economy  In  the  USSR,  it 
used  to  account  for  23 
government  revenues. 


Former  trade  minister 
Oleg  Davydov 
"Where  is  our  oil? 
Where  is  our  gas?" 


Another  mistake 
1 1   was  to  immediately 
dismande  all  the 
government  for- 
|   eign  trade  monop- 
2   olies.  These  organi- 
zations had  decades 
*    of  experience  and 
representatives  all 
over  the  world. 
They  charged  0.5%  com- 
mission and  remitted  all  the 
difference  [between 
domestic  commodity'  prices 
mu\  world  prices]  to  the 
government. 

When  these  legal  chan- 
nels became  inconvenient 
[for  Russia's  new  business- 
men], there  appeared  a 
huge  mass  of  foreign  entre- 
preneurs, mostly  crooks  like 
Marc  Rich,  who  began  to 
teach  us  various  ways  of 
taking  the  money  out 


through  offshore  compa- 
nies. That  is  what  bred  our 
whole  system  of  corruption 
and  criminality. 
How  did  they  do  this? 
Natural  resources  were  very 
cheap  in  Russia.  I  remem- 
ber when  oil  cost  $40/ton 
domestically,  but  was  sold 
for  $1 10  on  the  world 
market.  Typically,  the  direc- 
tor of  an  oil  company 
struck  a  secret  deal  with 
traders  [to  divide  up  the 
profits].  We  managed  to 
break  apart  the  old  trade 
monopolies,  all  right,  but 
we  didn't  create  a  new 
system  of  control.  In 
theory,  100%  of  the  export 
revenues  had  to  be  convert- 
ed back  into  rubles.  But  the 
Bank  of  Russia  found  that 
in  1992,  50%  to  70%  of 
export  revenues  were  not 
transferred  back  to  Russia; 
in  1993—30%  to  40%.  The 


prices  for  oil  and  other  raw  materials, 

but  this  is  only  part  of  the  picture. 

In  a  situation  like  this,  the  IMF  loan 
is  useless  h  may  enable  Russia  to  roll 
over  its  foreign  currency  obligations 
but  will  not  do  anything  for  the 
country's  underlying  economic  prob- 
lems. It  will  not  close  the  gap 
between  what  the  government  takes 
in  and  what  it  pays  out. 
.  Almost  alone  among  nations  that  pri- 
vatized, Russia  got  close  to  zero  for  the 


assets  it  divested 
thanks  to  the  privati- 
zation program  car- 
ried out  by  Yeltsin  and 
his  two  main  aides — 
Anatoly  Chubais  and 
Yegor  Gaidar — be- 
tween 1992  and  1995.  Instead  of  sell- 
ing businesses  in  open  bidding  at  fair 
prices,  they  basically  gave  state-owned 
monopolies  to  a  small  group  of  clever 
opportunists,  without  competitive  bid- 


money  just  disappeared. 

I  often  posed  this  ques- 
tion to  Norilsk  Nickel: 
Why  don't  you  trade 
on  the  London  Metal 
Exchange?  You  deposit 
your  metal  in  a  warehouse, 
hire  a  broker  or  place  your 
own  broker  on  the 
exchange,  and  every  day 
you  trade  your  metal 
there.  Your  operations  are 
completely  transparent. 
You  have  an  exchange;  you 
have  a  price;  you  have  an 
official  account  where  the 
money  goes;  you  have  a 
paper  trail.  Everything  is 
legal  and  civilized.  Why  do 
you  hire  some  middleman 
who  makes  some  kind 
of  deals  direcdy  with 
the  buyer? 

Clearly,  they  didn't  want 
transparency. 
People  today  are  saying: 
Where  is  our  oil?  Where  is 
our  gas?  Today  they  [strik- 
ing miners]  have  blocked 
the  railroads.  Tomorrow 
they  will  take  up  arms.     H 


ding  and  usually  without  first 
breaking  up  the  monopolies. 
Once  basic  industries  like 
fuel,  fertilizer  and  machin- 
ery were  in  private  hands, 
the  new  owners  were  per- 
mitted to  push  prices  as 
high  as  they  wanted.  It  was  shock 
therapy,  but  the  shock  didn't  accom- 
plish what  it  was  intended  to  do: 
Scarcely  a  ruble  of  the  monopoly 
profits  were  reinvested  in  the  econ- 
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omy.  Much  more  went  to  places  like 
the  French  Riviera,  Swiss  banks  and 
expensive  jewelry  shops. 

In  early  privatizations  there  was  a 
legal  fiction  that  the  buyers  were 
paving  book  value,  but  this  was  a  joke. 
It  was  book  value  unadjusted  for  the 
inflation  that  at  one  point  in  the  early 
postcommunist  days  reached  an  annual 
rate  of  almost  2,200%.  So-called  book 
value  often  amounted  to  mere  pennies 
on  die  dollar. 

Abetting  the  opportunists  were  the 
bureaucrats.  A  few  months  ago  I  was 
in  Toronto  with  a  midlevel  Russian 
government  official.  He  wanted  to  buy 
a  briefcase.  I  took  him  to  a  leather 
goods  shop  where  he  examined  bags 
priced  between  $300  and  $700.  He 
turned  up  his  nose.  Then  he  saw  one 
with  a  price  tag  of  $3,500.  He  bought 
it — with  cash.  That  would  have  been 
ten  months  of  his  official  salary. 

When  the  October  Revolution  of 
1917  snuffed  out  the  weakling  Keren- 
sky  government,  it  was  a  tragedy  for 
Russia  and  for  the  world.  The  Com- 
munist government  that  followed  was 
one  of  the  cruelest  regimes  in  human 
historv.  The  fall  of  Yeltsin  need  not  end 


so  badly  for  the  world,  though  it  may 
cost  many  of  today's  new  rich  dearly.  A 
tough  new  government  must  expro- 
priate the  tycoons  assets  and  then  resell 
their  ill-gotten  gains  in  competitive 
bidding  at  prices  that  reflect  true  eco- 
nomic values.  By  my  calculations,  this 
would  raise  upwards  of  $30  billion^ 
and  create  a  tax-paying  industrial  base. 
It  would  be  a  first  step  toward  creating 
a  sound  economy  that  might  be  able 
to  support  democracy. 

Yeltsin?  He  is  so  badly  tainted  by 
association  with  the  kleptocrats  he  has 
just  about  lost  his  legitimacy  in  Russian 
eyes.  For  instance,  last  year  Yeltsin's  son- 
in-law  Valery  Okulov  was  named  chair- 
man of  Aeroflot — a  holding  of  one  of 
Russia's  richest  new  capitalists,  Boris 
Berezovsky.  Okulov's  qualifications  for 
the  job:  He  had  been  an  Aeroflot  navi- 
gator. But  few  were  surprised  at  the 
appointment:  Berezovsky  had  financed 
Yeltsin's  re-election  bid. 

Yeltsin  may  or  may  not  himself 
have  any  hidden  assets.  But  Anatoly 
Chubais  has  come  under  strong  sus- 
picion in  the  press  for  the  sources  of 
his  money. 

Meanwhile,  former  acting  prime 


gtues  unpo 


minister  Yegor  Gaidar  was  so  thor 
oughly  discredited  by  the  privatizatioi 
and  price  reform  fiascos  that  he  los 
his  low-level  seat  in  the  Duma  in  elec 
tionsin  1995. 

How  will  the  end  come?  This  i 
Russia  and  anything  can  happen.  / 
military  coup  is  possible,  but  the  enc 
could  come  in  other  ways.  Yeltsir 
might  strike  a  deal  to  step  down  (he  i; 
not  a  well  man )  before  the  next  elec- 
tions, which  are  set  for  June  2000.  In 
the  event  of  his  early  retirement,  power 
would  go  briefly  to  Sergei  Kiriyenko, 
the  36-year-old  prime  minister,  who 
has  no  political  base.  Within  three 
months  new  elections  would  be  called 

My  understanding  is  that  Boris  Bere- 
zovsky, desperate  to  hold  on  to  hisi 
newly  gained  millions,  has  tried  to 
broker  a  deal  between  Yeltsin  and- 
Lebed.  Such  a  deal  would  enable- 
Lebed  to  come  to  power  via  the  ballot 
box.  For  arranging  such  a  deal  Bere- 
zovsky apparendv  hopes  to  be  allowed  | 
to  keep  most  of  his  fortune.  He  mav  be 
kidding  himself.  Lebed  is  tough  and 
cynical,  and  at  any  rate  knows  he  can 
succeed  only  if  he  can  recapture  the 
assets  the  government  gave  aw  ay. 
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By  Steve  H.  Hanke 


Capitalism  without  banks 


Steve  H.  Hanke  is  a  profes- 
sor of  Applied  Economics  at 
The  Johns  Hopkins 
University  in  Baltimore. 
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Russia's  problems  are  beyond  solving  by 

IMF  loans  or  devaluations.  You  cannot  run  a 
capitalist  system  without  banks,  and  Russia 
has  no  real  banks.  The  banking  system  is 
technically  insolvent  and  has  huge  off-bal- 
ance-sheet long  ruble,  short  dollar  posi- 
tions. That's  the  conclusion  of  a  brilliant 
new  book  by  Michael  Bernstam  and  Alvin 
Rabushka,  Fixing  Russia  's  Banks  (Stanford: 
Hoover  Institution  Press,  1998,  $16.95). 

When  the  Russian  government,  as  part  of 
its  Aug.  17  package,  declared  a  90-day  mora- 
torium on  the  repayment  of  debt  owed  by 
the  banks,  it  gave  its  beleaguered  banks  a  few 
more  weeks.  It  did  not  render  them  solvent. 

Real  banks  accept  deposits  and  make  loans 
to  fina  ice  investments.  Russian  banks  aren't 
real  banks.  Few  Russians  trust  them.  Two 
thirds  of  the  retail  savings  in  Russia  are 
deposited  abroad  or  stashed  tu      r  mattress- 


es. Most  of  the  rest  is  deposited  at  the  state- 
owned  Sberbank,  where  it  benefits  from  a 
unique  deposit  guarantee.  But  even  Sberbank 
isn't  a  real  bank.  It  makes  few  loans  to 
finance  business  and  industry.  It  is  little  more 
than  a  financing  arm  of  the  Russian  govern- 
ment and  is  scheduled  to  purchase  almost 
$10  billion  in  government  paper  in  1998. 

With  most  of  the  country's  savings  buried 
or  sent  abroad,  and  with  no  one  to  make 
commercial  loans,  credit  and  real  GDP  have 
collapsed  in  Russia  since  1990. 

Even  if  Russians  would  trust  them,  these 
Russian  pseudo-banks  have  no  ability  to 
make  loans.  They  lack  capital,  credit  skills 
and  collateral  for  loans.  These  banks  are  just 
speculative  trading  houses.  They  derive 
most  of  their  revenue  from  foreign  currency 
trading,  dealing  in  government  bonds  and 
other  speculative  activities. 
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So,  forget  those  [Mf 
ians;   they   are    almost 

devant.  Equally  tiitile  is 
| he  suggestion  made  by 
[.peculator  George  Soros 
(-hat   the    IMF    and    G-7 
;ountries  impose  a  cur- 
rency board  on   Russia, 
-orget  it.  Unlike  Argenri- 
ia,  say,  Russia  is  nor  a 
jountry    with    capitalist 
institutions;  a  currency 
iboard  will  change  noth- 
ling  because  it  will  not  address  Russia's 
'basic  economic  problems. 

The  Aug.  17  devaluation  will  simply 
make  matters  worse.  As  London's 
Financial  Times  observes,  devaluation 
will  take  another  big  chunk  out  ofRus 
sians"  savings  .\nd  make  its  foreign-debt 
burden  even  harder  to  service.  And  as 
Forbes  Globaj  publisher  Domingo 
Cavallo  observed  F<  >rbes,  Apr.  r>i,  cur- 
rency boards  and  other  reforms  sue 
teed  only  when  introduced  by  local 
leaders — as  in  Argentina  -not  when 
imposed  from  outside. 

The  90-day  debt  moratorium 
compounds  the  problems.  Having 
Stiffed  the  world's  lenders,  where 


does  Yeltsin  think  he  can 
turn  for  new  money? 

What  about  dollarizing 
the  economy?  This,  too, 
would  not  help.  Russia 
already  has  more  than  40 
billion  U.S.  dollars  in  cir- 
culation, more  than  any 
country  save  die  U.S.  But 
ownership  of  these  dollars 
is  concentrated  in  a  rela- 
tively few  number  of 
hands.  Dollarizing  the 
economy  would  make  life  even  harder 
for  those  without  them. 

Smelling  the  end,  many  lesser  klep- 
rocrats  are  scurrying  for  foreign  pass- 
ports— hundreds  of  Russians  have 
bought  themselves  residency  status  in 
the  Bahamas  and  other  Caribbean 
places.  Canada  also  gets  lots  of  votes. 
In  running  away,  the  new  rich  may 
save  their  skins  but  not  necessarily  their 
fortunes.  Any  future  government, 
whether  it  emerges  from  new  elections 
or  from  a  coup  d'etat,  will  almost  ccr- 
tainly  press  criminal  charges  against  the 
big  guns  and  demand  repatriation  of  its 
capital.  There's  plenty  of  precedent — 
Switzerland  has  handed  back  money 


Ferdinand  Marcos  stole  in  the  Philip- 
pines, and  has  frozen  the  Salinas  drug 
money  from  Mexico. 

Look,  therefore,  for  a  renational- 
ization  of  much  Russian  industry  and 
a  reimposition  of  many  controls,  at 
least  for  a  while.  The  future  of  post- 
Yeltsin  Russia  will  not  be  the  Ameri- 
can model  of  capitalism.  Assets  gen- 
uinely owned  by  foreigners  will 
probably  avoid  expropriation  since 
any  Russian  government  will  need 
foreign  capital  and  will  go  to  great 
lengths  not  to  offend  its  sources. 
Shares  owned  by  small  investors  are 
also  probably  safe:  The  owners  had 
no  part  in  the  looting  and  paid 
market  prices  for  their  holdings. 

If  tilings  go  well,  Russia  could  go  the 
way  of  Taiwan  and  Chile:  a  period  of 
authoritarianism  paving  the  way  for  the 
establishment  of  democracy.  But  don't 
grieve  for  the  Yeltsin  government  when 
it  falls:  It  is  neither  democratic  nor  cap- 
italistic, but  simply  kleptocratic.       H 

Dr.  Vladimir  Kvint,  consultant,  and  professor  at 
Fordham  University  Graduate  School  of  Business, 
is  a  member  of  the  Russian  Academy  of  Natural 
Sciences. 


These  pseudo  banks  remain  alive  through  peri- 
odic injections  of  liquidity  at  favorable  rates  from 
the  Central  Bank  of  Russia  by  collecting  fat  yields 
from  government  paper  mm.\  by  profiting  from 
sweetheart  deals  with  the  government  They  feed 
off  the  Russian  government  .md  indirectly  ott  the 
IMF,  World  Bank  and  foreign  governments. 

Thev  are  predators  on  the  economy,  not  facilita- 
tors. The  most  incredible  case  of  prcdation  was 
die  SO-Cailed  loans  for  shares  deal  of  August  1995. 
The  government  consolidated  its  demand  deposits 
md  parked  them  in  banks  owned  by  people  with 
the  right  connections.  The  banks  then  loaned  the 
government  these  funds  at  low  interest  in 
exchange  for  options  to  purchase  stock  in  valuable 
state-owned  natural  resource  enterprises.  This 
scheme  allowed  the  government  to  count  the 
loans  as  budget  revenues,  which  reduced  its  fiscal 
deficit  and  kept  the  IMF  money  flowing.  The  bank 
loans  were  not  repaid  and  the  banks  exercised 
their  options.  This  allowed  the  banks  to  acquire 
valuable  assets  for  peanuts.  Thus  did  the  Yeltsin 
government  pay  off  its  friendly  bankers  and  dissi- 
pate the  assets  inherited  from  the  old  communist 
government.  In  1996  and  early  1997  the  banks 


Two-thirds  of 
the  retail  sav- 
ings in  Russia 
are  deposited 
abroad  or 
stashed  under 
mattresses. 


took  advantage  of  the  hot  Moscow 
stock  market  to  unload  some  of  these 
assets  at  sky-high  prices. 

Russia's  predatory  banks  are 
beyond  redemption.  Russia  must  have 
a  whole  new  banking  system  if  it  is  to 
revive  its  economy.  This  presents  a 
remarkable  opportunity  for  U.S.  and 
other  foreign  banks.  They  have  the 
financial  technology  and  the  credibili- 
ty the  local  banks  lack.  In  the  end  the 
Russians  will  have  to  swallow  their 
pride  and  let  the  likes  of  Citibank  ^^^^^ 

operate  freely  throughout  Russia. 
Ordinary  Russians  will  take  their  money  from 
under  the  mattress  and  entrust  it  to  Citibank  or 
HSBc:  or  BankAmerica  or  Lloyds.  The  foreign 
banks  in  their  turn  will  know  how  to  find  worthy 
borrowers  and  will  lend  them  money.  Russia  will 
have  a  real  grass-roots  economy. 

So  foreign  banks  should  be  allowed  to  establish 
branches  throughout  Russia  and  to  purchase  up  to 
1 00%  of  local  banks.  The  remaining  local  banks 
would  then  be  forced  by  competition  to  meet 
international  standards.  BH 
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It  only  took  nine  weeks 
for  Capstone  Turbine 
Corporation  to  get  a 
flexible,  responsive 
IT  system  to  handle 
rapid  growth. 


In  90  days, 
MJ  Designs  got 
integration  for 
its  business  and 
a  foundation  for 
the  future. 


How  our 

software  gets 

you  better 

business  results, 

ASAP. 


Dr  Pepper  set 

the  schedule  and 

AcceleratedSAP 

met  it,  implementing 

their  first  SAP  R/3 

project  in  nine  months. 


In  six  months,' 

Elizabethtown  Water 

and  AcceleratedSAP\ 

made  the  fundamental 

business  changes' 

they  needed 

to  stay  competitive 
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AcceleratedSAP  is  .1  component  of  TeamSAP™  the  coordinated  effort  of 
people,  processes  and  pi  ,  d  to  deliver  faster  business  results 


■ 




Biow  you  can  get  it  taster  than  ever.  Using  the  proven  AcceleratedSAP    implementation 
Mnethodologv.  your  company  can  start  working  better,  faster  and  smarter,  sooner 
han  ever.  SAP  professionals  and  over  75  AcceleratedSAP  partners  will  provide 
he  expertise  and  know-how  to  help  you  y^o  live  within  the  budget 
and  time  goals  that  you  set.  It's  a  combination  ot  resources  that 
works.  In  fact, over  300  customers  have  successfully  used 
AcceleratedSAP.  And  they're  .ill  more  efficient,  more 
Jproductive  and  more  competitive  as  a  result. 
So  before  you  choose  between  getting 
the  most  powerful  software  for 
your  business,  ,md  the  most 


manageable  software  to 
implement,  why 
not     have 
both? 


For  more  information,  visit  us  at 
wwiv.sap.com/usalasap  or  call  1-800-283-1SAP. 


A  Better  Return  On  Information'. 


Jim  Crowe's  Level  3 
Communications  has 
to  connect  a  call, 
but  it  has  the  poten- 
tial to  become  one  of 
the  world's  most 
powerful  telcos. 


By  Toni  Mack  with  Carleen  Hawn 


AT&T  HAS  been  IN  BUSINESS  for  113  years 
wa+  fn  nr\nncsM  o  ni\\  an^  has  $24  billion  invested  in  telecom- 

munitions  equipment.  Level  3 
Communications  has  been  building  its 
telecom  network  for  all  of  one  month  and 
has  yet  to  complete  a  single  phone  call. 
When  it  does  so  later  this  year,  it  will  have 
something  no  other  major  telco  can  offer: 
Every  single  bit  of  its  technology  will  be 
shining  new. 

It's  one  of  the  paradoxes  of  the  digital  age  that  established  companies  can 
often  find  themselves  at  a  big  disadvantage  against  upstarts.  Which  helps 
explain  why  newly  minted  companies  can  take  on  powerful  players  like  AT&T, 
WorldCom  and  SBC  Corp.  The  battle  is  joined  over  circuit  switching  versus 
packet  switching,  two  methods  of  connecting  phone  callers. 

AT&T  and  all  the  big  phone  networks  that  followed  were  built  to  connect  a 
caller  (or  bank  terminal  or  PC)  at  one  spot  to  another  across  town  or  across  the 
globe.  With  circuit  switching  the  line  is  tied  up  until  someone  disconnects. 
You  can  see  the  inefficiency:  It's  like  tying  up  one  lane  of  a  freeway  for  only 
one  motorist. 

Packet  switching  chops  the  voices  or  data  into  small  bits,  each  with  the 
recipient's  address.  The  packets  then  fly  over  whatever  line  is  available  and 
reconnect  at  the  other  end.  Think  of  it  like  an  airline  counter  where  a  single 
line  of  customers  feeds  many  ticket  agent  positions.  If 
there's  a  bottleneck  at  one  position,  or  one  is  closed,  the        James  Crowe,  Level 
packets  swerve  to  an  unused  parr  of  the  network.  3  chief  executive 

Today's  titans  get  more  than  half  their  revenues  from        "Monopolies 
phone  calls  hooked   up  the  old  AT&T  way,  via  circuit        of  fend  me.  They 
switching.   Omaha  based   Level   3   is  building  the   fust         stifle  innovation 
nationwide  network  based  solely  on  packet  switching.         and  lead  inevi- 
Packet  switching  is  a  method  barely  in  its  toddlerhood,       tably  to  waste." 
with  bugs  still  to  be  worked  out,  but  even  the  old-guard         HMMM 
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1993     Takes  MFS  public  at 
a  market  value  of 
$1.4  billion,  three 
times  Kiewit's  initial 
investment. 


1996     Crowe  buys  Uunet 
Technologies  for  $2 
billion.  Four  months 
later,  sells  whole  pack- 
age to  Bernie  Ebbers' 
WorldCom  for  $14.3 
billion;  becomes 
WorldCom  chairman. 


1997     Crowe  and  Ebbers 

don't  play  well  together. 
Crowe  returns  to 
Kiewit,  seven  execu- 
tives in  tow.  Sells 
assets  and  junk  bonds 
raising  $4  billion  to 
launch  Level  3,  first 
wholly  packet  switch- 
based  network. 


1998     Pays  $165  million  for 
XCOM  Technologies, 
Inc.,  which  builds  key 
software  to  bridge  ■•    ' 
Level  3's  sterns 
with  existing 'public 
networks. : 


companies  acknowledge  its  techno- 
logical supremacy.  So  whv  don't  they 
just  scrap  circuit  switching?  Because 
they  have  too  much  money  and 
know-how  invested  in  circuit  switch 
ing  to  just  throw  it  on  the  scrap  heap. 
It's  the  old  sunk-cost  problem. 

Level  3's  chief  executive,  James 
Crowe,  has  nothing  invested  in  circuit 
switching.  Nor  does  he  carry  any  men- 
tal baggage  about  telephones.  This 
49-vear-old  engineer  cut  his  teeth  on 
electric  power  plants  and  veered  off 
into  the  phone  business  relatively  late 
in  his  career.  He  was  working  for  the 
giant  Omaha-based  construction  firm 
Peter  Kiewit  Sons'  in  1988  when  he 
spied  an  opportunity  to  wrest  some 
business  away  from  local  phone 
monopolies.  Crowe  tackles  the  Bells 
with  the  same  zest  he  applied  to  the 
sport  of  rock  climbing — scaling  cliffs 
and  sheer  mountainsides — in  his 
youth.  "Monopolies  offend  me,"  he 
says.  "Thev  stifle  innovation  and  lead 
inevitably  to  waste.  Introducing  mar- 
kets to  monopolies  is  a  lot  of  fun." 

Determined  to  exploit  the  oppor- 
tunity presented  by  the  sunk-cost 
problem  that  confronts  the  estab- 
lished telcos,  Crowe  has  embarked  on 
a  grandiose  plan  to  lay  23,000  net- 
work miles  of  fiber-optic  cable,  with 
tentacles  into  customers1  offices  on 
three  continents.  His  assets,  as  he 
describes  them,  are  "$4  billion  and  a 
blank  sheet  of  paper." 


To  give  you  an  idea  of  how  ambi- 
tious this  project  is,  MCI  has  spent  1 5 
years  building  its  25,000-mile  net- 
work. Crowe  wants  to  replicate  the 
feat  within  five  years. 

A  handful  of  outfits,  like  Qwest 
Communications  International,  ICG 
Communications  and  ixc  Com-" 
munications,  are  already  doing  parts 
of  what  Crowe  wants  to  do.  But  none 
are  hitching  their  fortunes  so  com- 
pletely to  this  newfangled  packet 
technology,  nor  taking  it  to  Crowe's 
scale.  The  old  behemoths  like  AT&T 
and  its  former  Bell  subsidiaries  are 
moving  into  packets,  too,  but  it  will 
be  a  long  time  before  their  systems 
are  completely  converted  to  it. 

Crowe  has  a  lot  riding  on  a  tech- 
nology that  is,  after  all,  not  entirely 
tested.  He  clearly  enjoys  taking  this 
sort  of  risk.  Crowe  relishes  the  tale  of 
explorer  Ernest  Shackleton  as  told  in 
the  adventure  classic  Endurance. 
After  his  ship  was  crushed  by 
Antarctic  ice  in  1915,  Shackleton  and 
two  crewmen  reached  an  icy  peak  on 
an  unexplored  island.  Fog  hid  the 
glacier  below.  There  were  only  two 
choices:  stay  where  thev  were  and  die 
or  slide  down  an  unknown  and  invis- 
ible slope  to  what  could  be  either  sal- 
vation or  death.  The  trio  slid  2,000 
feet,  unharmed,  and  trekked  to  a 
remote  whaling  station. 

Crowe:  "They  walk  into  this  town, 
out   of  nowhere.    The   whalers   go, 


'Where  the  hell  did  you  come  from?"'! 
What's  that  got  to  do  with  business? ' 
Says  Crowe:  "The  trick  is  to  find  out 
where  that  edge  is — how  big  a  chal- 
lenge can  you  take  on  without  falling 
over  into  the  hole."  One  day  Crowe 
expects  to  march  into  Telephonesville  I 
and  have  the  locals  wonder:  "Where 
the  hell  did  you  come  from?" 

Crowe  is  betting  on  Moore's  Law, 
which  decrees  an  exponential  decline 
in  the  size  and  cost  of  a  transistor  for 
the  same  amount  of  computing 
power.  The  concept  of  packet  switch- 
es goes  back  to  AT&T  research  in 
1972.  But  it  has  come  into  its  own 
only  recendy,  as  the  transistor  (anoth- 
er AT&T  invention)  got  so  cheap  that 
it  became  practical  to  apply  massive 
amounts  of  data  processing  to  a  single 
phone  call  or  modem  connection.  It 
is  now  quite  economical  to  chop 
phone  calls  into  snippets  and 
reassemble  them;  it  was  not  econom- 
ical to  do  that  26  years  ago,  when 
transistors  cost  50,000  times  what 
they  do  now. 

So  the  old  telcos  had  no  choice  but 
to  keep  investing  in  the  old  technolo- 
gy. Level  3,  unborn,  had  no  such 
obligation.  "We're  watching,"  says 
Crowe,  "a  change  in  the  whole 
telecommunications  infrastructure 
that  is  on  the  scale  of  the  shift  from 
mainframe  computers  to  the  PC."  The 
same  dynamic  is  at  work,  he  says,  that 
enabled  Microsoft,  Intel,  Dell  and  the 


Telecom  in  the  21st  century:  The  un-Bellheads 


Microsoft  cofounder 
Paul  Allen  has  spent 
$7.3  billion  for  cable  out 
fits  with  2.4  million  cus- 
tomers to  deliver  high 
speed  Internet,  video  and 
possibly  phone  service. 
Has  at  least  $10  billion 
more  to  spend. 


Qwest  Communications 
International  Chairman 
Philip  Anschutz  made 
fortunes  foreseeing  trends 
in  oil,  railroads,  now  tele- 
com. Has  an  able  AT&T 
vet,  Joseph  Nacchio,  run 
ning  Qwest,  and  an  acute 
sense  of  market  timing.  If 
he  ever  sells,  find  the  exit. 


AT&T  Chairman 
Michael  Armstrong 

boasts  $58  billion  in 
assets.  80  million  cus- 
tomers and  a  mandate  to 
ensure  that  AT&T  doesn't 
go  the  way  of  IBM. 
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WorldCom  Chairman 
Bernard  Ebbers' 

biggest  asset  is  a  mind 
unencumbered  by  tradi- 
tional telecom  thinking. 
Challenge:  Get  combined 
MCI  WorldCom  networks 
off  circuits  and  onto 
packet  switches,  fast. 
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like  to  whip  past  seemingly  invincible 

giants      like       IBM       and       Digital 
Equipment. 
Plenty  of  folks  are  following  Crowe 

to  the  edge  of  the  ice.  In  June,  with 
nary  a  strand  of  fiber  vet  laid,  (roue 
went  to  Wall  Street  tor  $1 .5  billion  — 
and  got  $2  billion,  at  the  time  the 
biggest  single  junk  debt  issue  ever. 
Level  3  sports  a  stock  market  value  of 
$12  billion — even  though  the  com 
pany  will  be  eating  cash  tor  capital 
spending  well  into  the  early  2()()()s. 


Walter  Scott,  chair- 
man of  Peter  Kiewit 
Sons'  and  Level  3 
Invested  $460 
million  for  a  $14.3 
billion  payoff. 


Microsoft  Chairman 

f       ^ 

Bill  Gates  has  stakes 

^m         ll 

in  Teledesic  satellites. 

fcc  1 

Comcast  cable  and 

WebTV.  The  computer 

telecom  world  may 

converge  on  Redmond, 

Wash. 

■r~B 

1    ^3    1 

Cellular  pioneer 

bB^*j*~->  IV 

Craig  McCaw  has 

Ex  >  ■ 

stakes  in  satellites 

(Teledesic),  wireless 

i         Ji 

(Nextel),  local  wires  builder 

(Nextlink)  and  now  Level 
3's  U.S.  long  distance 
lines.  All  the  makings  of  a 

^B               .  ^H 

new  nationwide  network. 

Investors    are    betting 
the  jockey  as  much  as  the 
horse.    Crowe    calculates 
risks    carefully    before    In- 
takes   them.    He    has    a 
reserved,   almost    military      ^a^M 
bearing    Son  of  Henry  P. 
(  roue,  a  much  decorated  World  War 
II  marine,  the  younger  Crowe  stud 
ied  mechanical  engineering  at  Troy, 
N.Y.'s        Rensselaer        Polytechnic 
Institute.      He      later      earned      a 
Pepperdine  University  M.B.A. 

Crowe  was 
building  electric 
power  plants 
tor  Morrison 
Knudsen  when, 
denied  a  promo- 
tion in  1986,  he 
left  to  work  for  a 
privately  held 
competitor, 
Omaha  based 
Peter  Kiewit 
Sons1.  He  was 
eager  to  pool  his 
talents  with 

those  of  Kiewit's 
shrewd  chair- 
man,       Walter 

Scott     (FORBKS, 

Oct.  24,  1994), 
an    old    pal    of 


Warren  Buffett,  whose  modest 
offices  share  a  rather  nondescript 
Omaha  office  building  with 
Kiewit's,  though  there  is  no  corpo- 
rate connection  between  the  two 
outfits. 

Electricity  deregulation  was  just 
beginning  when  Crowe  arrived  at 
Kiewit.  He  sold  Scott  on  investing  in 
some  plants.  They  found  a  better  way 
to  play  deregulation  later  in  telecom, 
and  began  building  one  of  the  first 
networks  to  compete  with  the  region- 
al Bells,  mfs  Communications.  That 
was  1988. 

After  investing  a  bit  under  $500 
million  in  the  network,  Scott  took 
mfs  public  in  1993  and  distributed 
the  remaining  shares  to  Kiewit  stock- 
holders, with  Crowe  in  charge,  in 
199S.  Crowe  proceeded  to  buy 
Internet  backbone  Uunet 

Technologies  and  sold  the  whole 
package  to  WorldCom  at  the  end  of 
1996  for  an  astounding 
$14.3  billion.  Scott  and 
Crowe  together  pocketed  a 
total  $636  million  in 
WorldCom  stock  and 
options. 

WorldCom  founder  and 
boss  Bernard  Ebbers  gave 
Crowe  only  a  small  sliver  of 
the  combined  business  to  run.  So 
Crowe  rejoined  Scott  at  Kiewit  in 
1997  and  began  laying  plans  for 
Ixvel  3.  In  March  they  distributed  its 
shares  to  Kiewit  shareholders  and  list- 
ed them  on  Nasdaq. 

Crowe's  all-business  demeanor 
cloaks  a  wry  humor.  Asked  why  he 
went  to  Rensselaer,  he  quips: 
"Because  the  drinking  age  in  New 
York  State  was  18."  But  he  displayed 
his  other  side  at  Level  3's  July  annual 
meeting  in  Omaha.  An  attendee  in 
Ixvel  3  baseball  cap  and  untucked 
shirt  stood  to  enquire:  "Are  you  plan- 
ning to  use  non-zero  dispersion  shift- 
ed optical  fiber  with  erbium-doped 
fiber  amplifiers  at  1,550  nanome- 
ters?" Crowe  showed  his  grasp  of 
technology:  "Yes — except  it  will  be 
enhanced  non-zero  dispersion  shifted 
fiber."  The  crowd  applauded. 

At  Level  3  Crowe  is  building  what 
he  terms  a  "continuously  upgradable 
network."  This  means  that  future 
expansion  will  be  relatively  cheap  and 
easy.  Thus  in  the  early  stages  Level  3 
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will  fill  only  one  pair  of  conduits — 
garden-hose-likc  fiber  containers — 
with  that  enhanced  fiber.  (The  sec- 
ond of  each  pair  is  for  reliability,  in 
case  the  first  gets  cut  or  clogged.)  But 
simply  digging  the  trench  to  lay  cable 
is  70%  of  the  installation  cost.  So 
while  Level  3's  construction  workers 
are  down  there,  they  will  lay  an  extra 
five  to  seven  pairs  of  conduits  ready 
for  future  stuffing.  They  will  do  the 
same  as  they  snake  conduits  through 
office  buildings. 

The  expansion  potential  is  awe- 
some. The  fiber  in  just  one  pair  of 
conduits  will  be  able  to  transmit  60 
trillion  bits  of  information  per  sec- 
ond— the  equivalent  of  750  million 
simultaneous  phone  calls.  That's  15 
times  as  much  capacity  as  now  serves 


the  best-wired  city  in  the  world,  New 
York.  That's  without  installing  addi- 
tional fiber  in  those  conduits. 

Will  the  world  ever  want  that  much 
capacity?  Crowe  draws  on  the  PC 
analog)^:  "The  folks  who  invent  ways 
to  use  computing  power  come  up 
with  ways  to  use  it  faster  than  Intel  et 
al.  come  up  with  faster  processors. 
The  same  will  happen  here. 
Economics  101  tells  you  that  if  you 
push  down  the  unit  costs  of  commu- 
nications every  year,  demand  will  go 
through  the  roof." 

The  roof-shattering  increase  in 
demand  has  only  just  started. 
Innovators  like  America  Online, 
Netscape  Communications  and 
Amazon.com  are  the  bare  begin- 
nings. Merrill  Lynch  Vice  Chairman 


John  L.  Steffens  recendy  describ 
plans  to  give  clients  24-hour-a-c 
access  to  Merrill's  research  repor 
on-line.  Others  are  already  workin 
-on  applications  as  seemingly  fat 
fetched  as  sending  a  scent  attached  ti 
an  E-mail.  (See  box,  p.  159.)  Doin; 
these  things  will  require  an  almos 
unimaginable  increase  in  communic 
tions  capacity. 

Plans  are  plans.  Can  Crowe  exe 
cute?  So  far  he  looks  darned  good 
First,  he  lured  former  mfs  executive: 
from  wealthy  retirement  or  othei 
telecom  jobs  to  fill  20  of  Level  3's  21 
top  positions.  They  get  fat  stock 
option  deals,  but  the  options  don'l 
kick  in  unless  Level  3  shares  out- 
perform the  s&p  500  index.  Crowe 
himself  has  invested  $55  million  in 


Rich  rebel 


Jon  Peterson's  kindergarten 
teacher  didn't  know  what  she  start- 
ed when  she  handed  the  boy  a 
Commodore  Pet  computer.  Now 
lead  software  developer  for  Cam- 
bridge, Mass.'  xcom  Technologies 
Inc.,  Peterson  kept  the  black  blinds 
of  his  office  overlooking  the 
Charles  River  closed,  lived  on  caf- 
feine drinks  (12  a  day,  he  says)  and 
delivery  pizza  and  often  slept  under 
his  desk  to  meet  deadlines  to  devel- 
op a  key  bit  of  telephony  software 
(see  story).  The  Boston  University 
philosophy  and  religious  studies 
grad  wears  sunglasses  to  protect  his 
eyes  from  computer  screen  glare. 

Payoff:  Peterson,  27,  got  a  big 
chunk  of  the  $165  million  in  Level 
3  Communications  stock  that 
Level  3  paid  for  xcom  in  April. 
His  software  not  only  allows 
packet-switched  phone  calls  to 
connect  with  ordinary  circuit- 
switched  calls.  It  may  well  enable 
I^vel  3  to  escape  fees  of  2  cents 
to  3  cents  per  minute  that  re-  BB^B 

gional  Bells  charge  to  connect 

calls — and  even  collect  the  fees  itself  when  XCOM  soft 
ware  connects  them.  Fees  from  Bell  Atlantic  provide 
the  majority  of  XCOM's  $3  million  monthly  revenues. 

Only  fitting,  in  Peterson's  sensitive  eves.  He  grous 
es:  "Nynex  (part  of  Bell  Atlantic)  has  overcharged 
me,  and  I've  had  to  deal  with  their  bureaucracy,  and 
I  know  it's  so  much  worse  for  Internet  service 


•a 


XCOM  software  wiz  Jon 
"Giving  Nynex  a  slap 


Peterson 

in  the  face."  providers.  Providing  telephony 

[over  the  Internet]  was  really 
giving  them  a  slap  in  the  face, 
which  I  thought  was  entirely  appropriate." 

Now  he's  taking  his  revolution  to  Level  3's  inter- 
continental scale.  "level  3  is  subtler,"  he  says,  "but 
it's  still  rebellious.  They're  taking  on  the  establish- 
ment and  turning  established  ideas  about  how  you 
can  make  money  in  this  industry  on  their  head  to  go 
fight  for  the  Holy  Cause."  -T.M.    ■! 
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vel  3  stock;  other  top  staffers 
ested  their  own  cash.  "I'm  a  big 
liever  that  if  you're  going  to  run 
mething  you  ought  to  own  a  piece 
it,"  Crowe  savs.  All  those  condi- 
nal  options  do  motivate  people, 
cports  Level  3  Chief  Operating 
cer  Kevin  O'Hara,  37:  "I  got 
arried  in  July  and  took  half  a  day 
ff."  "There's  electricity  in  the  air 
ere,"    says    Senior   Vice    President 

ph  Howell. 

Crowe  has  sewn  up  rights-of-waj 

ong  lis, 000  miles  of  U.S.  railroad 

cks  along  which  to  lay  his  network 

d  lias  taken  interests  in  one  transpa- 

fic  and  two  transatlantic  lines.  Craig 

cCaw  is  buying  in:  In  July  McCaw 

two   outfits    he    has    stakes    in, 

extel  mu\  Nextlink  phone  services, 

greed  t<>  pa)  $700  million  for  25%  of 

the  capacity  on   Level   3's  long 

distance  U.S.  lines.   That's  about 

one  third  of  the  S2.2  billion  cost 

of  those  lines,  tor  one  fourth  of 

the  capacity.  Good  math. 

A  key  chunk  of  Crowe's  strat 
cgy  tell  into  place  with  the  $163 
million  acquisition  in  April  of  lit- 
tle software  startup  XCOM 
Technologies.  This  deal  helps 
Crowe  deal  with  the  Achilles' 
heel  of  packet  switched  net 
works.  Right  now,  packet 
switched  voice  calls  offered 
through  the  likes  of  Qwest  and  DCC 
are  cumbersome  and  slow.  The  caller 
dials  up  a  local  computer,  often  has  to 
punch  in  .m  I.D.  number,  and  then 
punches  in  the  number  he  wants  to 
reach — and  waits  while  the  informa- 
tion is  transmitted  and  decoded  at  the 
other  end.  That's  okay  for  penny 
pinching  technotypes  who  will  trade 
the  delay  and  low  quality  for  savings. 
Not  for  the  business  customers 
Crowe  is  courting. 

While  the  future  may  belong  to 
fancy  stuff  like  transmitting  movies 
and  smells  over  fiber,  the  present  is 
still  largely  voice  traffic.  A  fiill  81%  of 
telecom's  $540  billion  worldwide 
annual  revenue  comes  from  plain  old 
voice  calls.  Crowe  can't  build  a  busi- 
ness without  soaking  up  some  of  that 
voice-call  revenue. 

xcom  helps  here.  Its  developers 
(see  box,  p.  158)  have  concocted  a  so- 
called  soft  switch.  Callers  can  dial  as 
they  ordinarily  do,  with  instantaneous 


The  smell  telephone  sys 


FAMES  CROWE  says  the  telephone 
network  of  the  future  won't  just 
extend  our  ears  and  eyes  around 
the  world,  it  will  extend  all  of  our 
corporal  senses. 

Imagine  you're  stuck  in 
Bangkok  on  Valentine's  Day.  Your 
sweetheart  pines  in  Toledo.  You'll 
be  able  to  send  her  an  E-mail, 
over  a  big-bandwidth  network  like 
Level  3's,  that  bursts  open  with 
the  scent  of  a  do/en  roses. 

Some  of  the  technology  is 
already  here.  The  folks  pioneering  it  are  the  same  ones  who  gave  us  the 
predecessor  to  the  Internet  30  years  ago,  the  Defense  Advanced 
Research  Projects  Agency. 

DARPA  is  funding  development  of  computer  chips  enhanced  with 
organic  matter.  Chambers  are  carved  into  the  silicon  of  a  chip  through  a 
process  called  microtluidics.  The  matter  resides  in  these  chambers.  When 
the  matter  comes  into  contact  with  the  molecules  of  a  smell,  its  organic 

makeup  changes.  Then  an  electro- 


chemical process  takes  place  and 
these  reactions  are  converted  into 
an  electronic  code.  The  code  for 
the  smell  is  transmitted  across  a 
network  to  a  computer,  where  it  is 
identified. 

Why  is  the  military  funding  this 
research?  Because  silicon  sniffers 
could  detect  agents  of  biological 
warfare  or  explosives.  Ordinary 
citizens  could  use  handheld  snif- 
ters to  screen  hamburger  meat  for 
E.  coli  or  analyze  a  spray  of  roses 
for  its  chemical  signature. 

How  about  reproducing  smells  at  the  other  end  of  a  phone  line? 
Though  the  hardware  for  this  is  far  from  market  ready,  it  could  work 
like  art  ink  jet  printer.  Says  DARPA  scientist  Noel  MacDonald,  "You  send 
a  digital  recipe,  only  instead  of  telling  the  ink  jet  to  print  blue  or  green, 
it  tells  it  to  print  cologne  one  or  cologne  two."  -C.H.  WM 


hookup,  because  XCOM's  software 
translates  the  information  in  a  form 
that  the  local  networks  recognize  as  a 
circuit-switched  call. 

Crowe  plans  to  have  fiber  lines  laid 
between  25  U.S.  cities  by  the  first 
quarter  of  2001,  with  the  rest  of  the 
network  completed  by  2003. 

Of  course  AT&T,  MCI,  WorldCom, 
the  regional  Bells  and  others  are  not 
asleep  at  their  switches.  All  have  some 
packet-switching  capacity,  and  they're 
expanding  it — as  with  AT&T's  $11 
billion  purchase  of  Teleport  and 
Sprint's  $2  billion  investment  in 
packet-switched  equipment.  With 
$11  billion  in  annual  cash  flow,  AT&T 
does  not  lack  the  wherewithal.  The 


sunk  cost  problem  again. 

But  older  firms  face  a  hurdle  Ix-vel 
3  doesn't.  Edmund  Mullane,  who 
follows  telecom  for  New  Japan 
Securities,  explains:  "They  have 
shareholders  to  listen  to  and  divi- 
dends to  pay.  None  can  afford  to  go 
through  two  years  of  net  losses, 
which  would  be  required  to  upgrade 
their  networks  to  [the  new]  technol- 
ogy. Their  shareholders  would 
revolt."  The  same  sunk  cost  predica- 
ment: You  guys  invested  in  those  cop- 
per wires,  so  you  better  keep  getting 
revenue  from  them. 

A  Level  3  deal  will  make  the  most 
sense  to  a  business  that  can  evade 
existing  carriers  at  each  end  of  a 
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connection — say,  on  a  videoconfer- 
ence  between  its  headquarters  in 
Chicago  and  its  branch  office  in 
Atlanta.  But  a  lot  of  traffic  will  nec- 
essarily go  out  from  Level  3  to  the 
public-switched  network — as  when 
a  Merrill  Lynch  broker  calls  a  cus- 
tomer who  gets  her  phone  service 
from  SBC.  Will  the  other  phone 
companies  cooperate? 

"The  incumbents'  first  step  is 
always  to  refuse  to  connect,"  says 
Level  3  Chief  Operating  Officer 
O'Hara.  WorldCom  last  year 
announced  that  others  would  have  to 
meet  its  demanding  specifications  to 
hook  up  to  its  Internet  lines.  Level  3 
hasn't  yet  qualified. 

Many  an  otherwise  great  idea  has 
foundered  on  bad  marketing.  Once 
the  lines  are  in  place,  can  Level  3  mar- 
ket its  services?  "Crowe  is  on  target 
with  the  technology,"  says  Jeffrey 
Kagan  of  Atlanta-based  Kagan 
Telecom  Associates,  "but  his  major 
competitors  already  have  a  huge  cus- 
tomer base  that  they  can  migrate  to 
their  own  new  networks  as  they 
upgrade.  Level  3  has  to  figure  out 
how  to  convince  people  that  its  net- 
work is  worthwhile." 

Crowe  is  hard  at  work  on  the  prob- 
lem. While  Level  3's  network  is  under 
construction,  he's  leasing  space  on 


Frontier  Corp.'s  long-haul  fiber  lines; 
that  way  he  can  start  serving  cus- 
tomers even  before  his  own  lines  are 
in  place.  The  biggest  target:  financial 
institutions  like  Fidelity,  Citicorp  and 
Goldman,  Sachs,  with  fast  voice  and 
data  volumes. 

Crowe  predicts  that  he  can  under- 
cut AT&T  and  local  phone  companies 
15%  to  20%  in  delivering  local  and 
long  distance  service  to  office  build- 
ings. If  a  business  of  80,000  employ- 
ees runs  up  an  $8  million  monthly 
phone  and  data  transport  bill,  Level  3 
will  do  the  work  for  something  like 
$6.5  million. 

For  now  at  least,  Level  3  is  inter- 
ested only  in  business  customers 
voracious  for  data.  It  does  own  48% 
of  rcn  Corp.  (Forbes,  Dec.  29, 
1997),  which  is  slowly  building  cable 
and  fiber  lines  to  residential  cus- 
tomers in  the  Northeast.  But  this 
isn't  Crowe's  main  thrust.  He's  in  a 
hurry  and  can't  sit  around  waiting 
for  regulators  to  force  open  the  con- 
sumer market.  "Someday  Congress 
or  the  courts  will  tear  down  those 
barriers,"  Crowe  says.  "In  the  long 
run,  I  can't  believe  they'll  deny  resi- 
dential and  small -business  customers 
the  savings  the  big  customers  can 
get."  But  he's  not  holding  his 
breath — and  in  the  meantime  there 


are  enough  big  and  fast-growinn 
customers  out  there  to  keep  Level  H 
and  its  competitors  busy  for  years 

If  someone  like  Bernie  Ebbers 
"WorldCom  or  Michael  Armstronj 
at  AT&T  has  the  courage  to  tell  I 
shareholders  that  much  of  theil 
existing  physical  assets  are  outdatet 
and  should  be  written  off  am;  I 
replaced,  Level  3  might  have  troubL 
competing  with  companies  that  havi 
huge  customer  bases. 

But  Crowe  is  hewing  to  Walte 
Scott's  favorite  maxim:  "Protect  thi 
downside,  and  the  upside  will  tak< 
care  of  itself."  If  he  can't  pull  of 
the  whole  business  plan,  he'll  stil 
have  a  valuable  network  that  anoth 
er,  bigger  company  will  want  in  : 
world  on  the  verge  of  a  tremendous 
explosion  in  the  demand  for  com 
munications  capacity.  "At  worst, 
we'll  become  part  of  someone  else's 
strategy,"  Crowe  says.  "The  indus- 
try spent  100  years  building  a  net 
work  which,  in  effect,  extends  oun 
ears  around  the  world  at  a  reason 
able  cost.  We're  now  at  the  Model 
T  stage  of  building  a  network  that 
can  extend  your  eyes  around  the 
world  at  a  reasonable  price."  One 
way  or  another,  Level  3  is  almost 
guaranteed  a  nice  chunk  of  that 
future.  ■ 


The  next-generation  gearheads 


Telecom  and  data  service  providers  will  spend  an  estimated  $380  billion  to  create  public  data  networks  by  2008.  Startup  companies 
are  making  faster  switches  with  higher  service  quality  and  greater  reliability  than  the  current  generation.  Here  are  six  to  watch. 

Founded:  February  1996  Equity:  $62  million  Strategic  partner:  IBM  Product:  Gigabit/terabit  router  for  Internet 
Mountain  View,  Calif.  (data)  packet  switching  Team:  CEO  was  cofounder  of  Stratacom;  CTO,  a  principal  scientist.  XeroxPARC 

Distinction:  High  profile  investors,  including  3Com,  AT&T.  Ericsson,  Northern  Telecom,  Philip  Anschutz.  Uunet,  Lucent. 


Avici  Systems 
North  Billerica,  Mass. 


Torrent  Networking  Technologies 
Silver  Spring,  Md 


Pluris 
Cupertino.  Calif 

NetCore  Systems 
Wilmington.  Mass 


Argon  Networks 
Littleton,  Mass. 


Founded:  November  1996  Equity:  $72  million  Strategic  partner:  Northern  Telecom  (owns  20%)  Product:  1.4  terabit 
switch-router  for  Internet  packet  switching  Team:  CEO  from  US  Robotics  Corp  (3Com);  others  from  Lucent,  Cisco.  AT&T 
Distinction:  Will  be  largest  capacity  Internet  packet  switch  to  market 

Founded:  April  1996  Equity:  $23  million  Strategic  partner:  Hughes  Network  Systems  Product:  IP9000  Gigabit 
Router  for  Internet  packet  switching  Team:  CEO  from  AT&T  Bell  Labs:  other  executives,  3Com,  Newbndge  Networks. 
Distinction:  Only  company  shipping  product,  routers  forenterpnse  (pnvate)  networks. 

Founded:  August  1996  Employees:  50  Equity:  $3  2  million  Product:  Terabit  network  router  for  Internet  packet 
switching  Team:  CEO  trom  AT&T  CTO.  Sprint.  nCube  Distinction:  Claims  to  use  eight  dimensions  to  grow  switch 
sytems,  others  three 

Founded:  October  1996  Equity:  $14  million  Product:  1  2  terabit  switch-router  tor  Internet  and  voice  packet  switching 
Team:  4  founders  created  Apphtek-LANcity  (Bay  Networks)  then  Sigma  Network  Systems  (Cabletron)  together. 
Distinction:  Will  be  first  to  market  with  switch  router  for  carrier  (public)  networks. 

Founded:  March  1997  Equity:  $34  million  Product:  160  gigabit  GigaPacket  Node  (switch -router)  Team:  CEO  from 
Stratus  Computer,  CTO  founded  Wellfleet  Communications.  Distinction:  AT&T  Ventures  an  investor;  claims  to  have  first 
switch  that  fuses  Internet  and  voice  packet  switching. 

Sources:  Peter  Sevcik.  Northeast  Consulting  Resources;  Hilary  Mine,  Probe  Research;  Thomas  Nolle.  CIMI  Corp. 
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ildren  may  play  in  different   languages,    but 
their  hearts  beat  the  same  way  all  over  the  world.' 


* 


-  > 


We  ought  to  know.  With  our  wide 
range  of  heart  monitor  electrodes 
and  accessories,  we  help  keep 
tabs  on  millions  of  heartbeats 
every  day— from  newborns  on  up. 
In  fact,  the  companies  of  Tyco 
International  form  one  of  the 
world's  leading  providers  of  dis- 
posable medical  products.  Led 
by  The  Kendall  Company,  Tyco's 
healthcare  group  produces  every- 
thing from  catheters  and  gauze 
sponges  to  wound  care  gels  and 
anti-embolism  stockings.  As  a 
single  integrated  source  of  daily 
use  medical  products,  we  don't 
just  lead  the  market,  we  literally 
stand  alone.  And,  our  long-term 
performance  record  continues  to 
reward  our  shareholders.  Over 
the  years,  we've  consistently 
been  named  among  the  world's 
top-performing  corporations.  Of 
course,  past  performance  does  not 
guarantee  future  results.  To  learn 
more,  please  write  PO  Box  497, 
Dept.  F,  Exeter,  NH,  03833. 


Disposable  &  Specialty  Products  |  Fire  &  Security  Services 
Flow  Control  I  Electrical  &  Electronic  Components 


tuca 

K   international  ltd. 
UNLEASHING  THE  POWER  WITHIN 

TYC 

UBHffl 

www.tycoint.com  NYSE 


Counterfeit  disc  raid  in  Hong  Kong 
The  pirates  are  on  top. 


Here's  one  Asian  industry  that  isn't  declining:  software  piracy. 

It  is  costing  American  companies  billions  of  dollars  in  lost  revenues. 

Tech-savvy  pirates 


By  Andrew  Tanzer 

Walt  Disney's  big-budget  animated 
film  Mulati  made  its  theatrical  debut 
in  Hong  Kong  on  July  9,  but  it  was 
already  old  stuff  to  many  locals.  More 
than  a  week  earlier  thousands  of  ille- 
gal video  compact  disc  (VCD)  copies 
of  Mttlan,  complete  with  Chinese 
subtitles,  were  for  sale  in  the  shop- 
ping arcades  of  Hong  Kong. 

"Two  years  ago  we  had  made  great 
progress  in  eliminating  videocassette 
piracy  in  Asia,"  complains  Lowell 
Strong,  the  Motion  Picture  Asso 
datum's  Singapore-based  director  of 
antipiracy  operations  lor  Asia.  "Then 


we  were  hit  by  VCDS.  It's  killing  us." 
Hong  Kong  Customs  is  trying  to 
help,  with  frequent  raids  on  lactones 
illegally  pressing  optical  discs  ,\nj  on 
shops  selling  pirated  software.  But  it's 
a  little  like  enforcing  Prohibition  in 
the  U.S.  during  the  1920s:  As  fast  as 
one  speakeasy  was  raided,  another 
one  would  spring  up. 

In  late  April  the  Hong  Kong  gov- 
ernment seized  41  counterfeit  disc 
production  lines  and  22  million  p, rated 
discs,  with  a  combined  street  va 
$130  million.  They  also  arrested  a 
senior  customs  official  for  allegedly 


taking  bribes  from  the  syndicate. 

As  rum-running  and  speakeasies 
did  in  the  U.S.,  piracy  of  entertain- 
ment software  has  attracted  orga- 
nized crime.  "Asian  gangs  are  active 
in  Silicon  Valley,  Hollywood  and  the 
music  business,"  asserts  Bruce 
Wimmer,  regional  general  manager  in 
Asia  for  Pinkerton  Security  &  Inves- 
tigation. "They're  bringing  software 
back  to  Asia  in  an  organized  way." 

Typically,  an  initial  pirated  copy  of 
a  film  is  quickly  made  from  a  fairly 
crude  camcorder  version  recorded  in 
a   mo        theater  in  the  U.S.  An 
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)ure  wondering  what's  going  on  in  the  energy  industry. 

here  are  rumors,  speculation  and  more  articles  than  you  want  to  read. 



1  this  time  of  indecision  and  change,  how  do  you  know 

As  one  of  the  most  widely  held  stocks  iii&n&fi&Zm* 

mr  energy  company  has  the  financial  stability  to  go  the  distance?  j^m  ■ 

Southern  Company  is  ahead  of  the  pac 


http:  www.southernco. 

■'  1998  Southern  Company 


improved,  second-generation  ripoff  is 
made  after  a  master  has  been  swiped 
from  a  cinema  projection  room  or 
the  film  has  been  released  on  video  in 
the  U.S. 

Hollywood  is  a  victim,  but  Hong 
Kong's  film  industry,  once  dubbed 
Hollywood  East,  has  been  devastated 
by  piracy.  The  industry  will  cut  only 
about  80  movies  this  year,  down  from 
200  a  few  years  ago,  according  to 
Woody  Tsung,  chief  executive  of 
Hong  Kong's  Motion  Picture  Indus- 
try Association.  "Many  film  projects 
were  aborted  because  of 
piracy,"  says  Tsung. 
"The  technology  is  more 
and  more  affordable. 
The  pirates  are  energetic 
entrepreneurs." 

The  temptation  is 
almost  irresistible  for  the 
pirates  and  public  alike. 
A  movie  on  a  legal  vcd 
typically  sells  for  $20  in 
Hong  Kong,  but  pirated 
movies  retail  for  $2  to 
$3  each.  Even  at  $2, 
there  are  rich  pickings 
for  the  pirates  because  it 
costs  only  35  cents  to 
make  a  two-disc  film. 

Hong  Kong's  music 
recording  companies 
and  retailers  have  been 
similarly  hammered  by 
the  pirates.  Production 
of  new  albums  has 
plunged  this  year.  "A 
day  or  so  after  an  album 
comes  out  in  Hong  H^Hi 
Kong,  it's  pirated," 
complains  the  big  music  retailer 
HMV's  Stuart  Fraser,  commercial 
director  for  Greater  China  and 
Southeast  Asia.  "The  pressing  plants 
the  pirates  are  using  are  as  sophisti- 
cated as  the  record  companies'." 

"All  these  countries  have  copyright 
laws  on  the  books,  but  enforcement 
is  insufficient  and  ineffective,"  gripes 
the  mpa's  Strong,  a  former  FBI  agent. 
In  the  Philippines,  where,  according 
to  the  Washington,  D.C. -based  Soft- 
ware Publishers  Association,  83%  of 
business  software  is  pirated,  cu  n  gov- 
ernment offices  openly  use  illegally 
copied  programs. 

If  the  cops  do  crack  down,  the 
pirates  simply  shift  their  base  of  oper- 


ations. In  1996-97,  under  intense 
U.S.  pressure,  China  carried  out  a 
remarkably  successful  crackdown  on 
its  illegal  optical  disc  factories.  The 
pirates,  many  of  them  with  financial 
backing  from  Hong  Kong  or  Taiwan, 
moved  to  Hong  Kong,  Macao  and 
Malaysia. 

Especially  to  Hong  Kong,  where 
enforcement  seems  lax.  J.C.  Giouw, 
regional  director  for  Asia  of  the 
International  Federation  of  the 
Phonographic  Industry,  estimates 
that    Hong    Kong's    optical    disc 


the  pirates.  A  single  disc  reproduction 
line  can  stamp  out  20,000  copies  a 
day  yet  comfortably  fit  into  a  garage. 
The  equipment  is  easy  to  operate 
and,  with  minor  tinkering,  can  be 
switched  back  and  forth  between 
music  CDs,  video  CDs  and  cd-roms.  | 
Unlike  the  old  analog  devices,  digital 
technology  makes  perfect  reproduc- 
tions: The  1,000th  copy  is  as  good  as 
the  first.  In  most  of  Asia  you  can  buy 
a  splendid  counterfeit  of  a  Holly- 
wood film  for  less  than  the  cost  of  a 
blank  vhs  tape. 


Pirated  music 
"The  VCD  is 


and  movies  for  sale  in  Shenzhen.  China 

a  purely  Asian  market,  driven  purely  by  piracy." 


production  capacity  has  multiplied 
tenfold,  to  600  million,  in  less  than 
two  years.  The  legitimate  market? 
Less  than  one-third  of  that  capacity, 
says  Giouw. 

The  bulk  of  the  output  from  Hong 
Kong  and  Macao  is  smuggled  into 
China,  where  a  teeming  populace  is 
hungry  for  entertainment  but  can 
seldom  afford  S20  movies. 

Copyright  piracy  has,  of  course, 
been  endemic  in  Asia  for  years,  but 
the  problem  is  exacerbated  by  the 
region's  economic  collapse.  Many 
formerly  legitimate  optical  disc  pro- 
ducers are  now  moonlighting  as 
pirates  in  the  wee  hours  of  the  night. 

Technology,  too,  is  on  the  side  of 


Today's  pirates  are  technically 
sophisticated  and  well  financed, 
and  they  operate  internationally.  The 
tiny  discs — these,  after  all,  are  com- 
pact discs — are  easily  smuggled 
across  borders.  For  instance,  a 
master  copy  might  be  produced  in 
Singapore,  shipped  to  Macao  for 
mass  production  and  then  sold  in 
China  and  beyond.  "Asia  is  the 
dominant  source  of  pirated  CD  pro- 
duction for  Latin  America,"  says 
Neil  Turkew  itz,  executive  vice  pres- 
ident of  the  Recording  Industry 
Association  of  America.  A  counter- 
feit disc  trail  leads  from  Taiwan  to 
Paraguay  and  Panama,  from  which 
Latin  and  pop  Western  music  is  dis- 
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PRESSED  BETWEEN  THE  SIERRA  MADRE  MOUNTAINS  AND  THE  PLAINS  OF 
northeastern  Mexico,  the  city  of  Monterrey  beckons  international  investors  as  a 
dynamic  and  vibrant  center  of  business.  Although  small  compared  with  Mexico  City, 

with  a  population  of  roughly  3.5  million 
people,  this  capital  of  Nuevo  Leon  state  has 
earned  a  disproportionately  large  role  as  a 
major  hub  of  industry,  transportation  and  ed- 
ucation. As  the  Mexican  economy  steams  into 
the  21st  century  —  invigorated  by  free-trade 
policies  and  political  reforms  —  Monterrey  is 
leading  the  way  with  major  strategic  invest- 
ments by  domestic  and  foreign  companies. 

The  impressive  vigor  that  characterizes  modern 
Monterrey  can  be  seen  even  in  the  city's  skyline, 
transformed  by  an  unprecedented  building  boom. 
New  industrial  parks  are  sprouting  up  citywide,  and 
an  array  of  infrastructure 
projects  —  from  broad  new 
avenues  to  shopping  malls 
and  highway  tunnels  —  are 
enhancing  the  quality  of 
life.  Monterrey  is  Mexico's 
third-largest  city,  but  it  is 
second  in  terms  of  its 
industrial  base.  Its  skilled 
and  educated  workforce  has 
helped  boost  production  so 
that  the  city  provides 
almost  16%  of  the  total 
Mexican  GNP,  according 
to  statistics  compiled  by 
the  U.S.  Department  of 
Commerce.  That  gives  it  a 

Continued  on  page  6 
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FEMSA 


A  Clear  Direction  for  Business 


CONSUMERS  AROUND  THE  WORLD 

are  becoming  more  familiar  with  FEMSA's 
brands.  And  more  investors  are  getting  to 
know  Latin  Americas  largest  vertically  inte- 
grated beverage  producer.  As  FEMSA  aims 
to  double  its  value  in  real  terms  by  2002,  its 
path  to  success  is  sure. 


FEMSA  produces  its  own  packaging,  has 
extensive  distribution  networks  and  sells  its 
line  of  beverages  through  its  own  retail 
convenience  store  chain,  which  is  the 
largest  in  Mexico. 

Such  vertical  integration  is  successful  be- 
cause transactions  among  FEMSA's  compa- 
nies are  conducted  under  commercial  terms. 
Since  each  company's  goal  is  to  deliver  the 
best  products  at  internationally  competitive 
prices,  it  pursues  both  internal  and  external 
growth.  Today,  FEMSA's  companies  are 
market  leaders  or  strong  challengers,  and  have 
significant  core  competencies  that  set  them 
apart  from  their  competitors. 

Talent,  technology  and  years  of  experience 
have  allowed  FEMSA  to  develop  a  unique 
understanding  of  its  consumers,  markets  and 
companies.  This  makes  FEMSA's  system  in- 
credibly strong,  particularly  in  production, 
logistics  and  marketing.  FEMSA  continues 
to  develop  and  share  this  knowledge  among 
its  companies,  as  well  as  with  its  strategic 
partners,  which  include  The  Coca-Cola 
Company,  Labatt  Brewing  Company  Ltd. 
and  Amoco  Oil  Co. 
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By  applying  the  concept  of  Economic 
Value  Addition,  operating  efficiencies  and 
financial  performance  have  become  key 
drivers.  To  optimize  operating  leverage, 
FEMSA  is  minimizing  bottlenecks  and  max- 
imizing its  human  resources,  while  continu- 
ing to  modernize  its  plants,  improve  its 
distribution  facilities  and  add  production 
capacity. 

The  company  is  also  increasing  its  exports. 
Last  year,  exports  and  business  outside  of 
Mexico  totaled  17.5%  of  total  revenues. 

"We  will  continue  to  take  advantage  of  the 
synergy  that  results  from  our  vertical  integra- 
tion to  demonstrate  to  the  financial  commu- 
nity and  our  shareholders  that  FEMSA,  as  a 
whole,  is  more  valuable  than  the  sum  of  its 
parts,"  declares  Chief  Executive  Officer  Jose 
Antonio  Fernandez. 

Those  that  benefit  the  most  from 
FEMSA's  accomplishments  are  its  customers, 
who  enjoy  its  leading  brands,  and  investors, 
who  profit  from  FEMSA's  business  growth. 


FEMSt 


For  more  information,  please  contact: 

Foments  Econdmico  Mexicano,  S.A  de  ( '  V. 

Corporate  Communications  and  uv  stor  Relations 

Apanado  Postal  2001,  Monterrej  N         000  Mexico 

Phone  (528)  128-6150  Fax:  (5 

Internee  www.femsa.com  E-mail  •  msa.com 


FEMSA  C0MPANII 

Beer:  FEMSA  Cerveza  has  a  portfol 
of  beer  brands  in  Mexico  that  satisfid 
every  consumer.  It  has  six  breweries  an 
exports  to  five  continents. 
Soft  Drinks:  Coca-Cola  FEMSA  i 
the  largest  Coca-Cola  bottler  in  Mexia 
and  operates  in  the  greater  Buenos  Aire 
territory  in  Argentina.   It  is  one  of  twt 
anchor  bottlers  in  Latin  America  anc 
serves  more  than  275,000  retailers. 
Packaging:  FEMSA  Empaques  serve 
the  beverage  and  food  industries  wit! 
aluminum,  metal  and  glass  containers  j 
cardboard  boxes,  labels,  bottle  capsh 
chemicals,  plastic  products  and  coolers 
It  exports  throughout  the  Americas. 
Convenience  Stores:  FEMSA  Com- 
ercio  (OXXO)  is  the  largest  convenience- 
store  chain  in  Mexico,  with  more  than 
900  outlets. 

FINANCIAL  HIGHUGHTS 

(In  US$  millions,  Dec.  "97) 

•  Total  Revenues  $3,053 

•  Total  Assets  3,602 

•  Income  From  Operations  441 

•  Capital  Expenditures  378 

FEMSA  BRANDS 

Beer:  Tecate,  Carta  Blanca,  Superior, 
Sol,  XX  Lager,  Dos  Equis,  Tecate  light, 
Bohemia,  Indio 

Soft  Drinks:  Coca-Cola,  Coca-Cola 
light,  Sprite,  Diet  Sprite,  Fresca,  lift, 
Delaware  Punch,  Quatro,  Kin 

FEMSA  STOCK 

Mexican  Stock  Exchange  symbol: 
FEMSA  UBD 
NYSE  ADS  symbol:  FMX 
Date  Listed:  May  11,  1998 


I 


GROWING  IS  NOT  SOMETHING  THAT  HAPPENS  OVERNIGHT. 

BUT  WE  STRONGLY  BELIEVE  THAT  WHEN  YOU  ARE 

IN  THE  RIGHT  MARKETS  AND  HAVE  A  CLEAR  DIRECTION 

FOR  BUSINESS,  GROWING...  JUST  HAPPENS! 


FEMSA  has  grown  and  keeps  growing  in  a  very  dynamic  process  making 
solid,  strategic  alliances  with  key  organizations  around  the  world. 
The  divisions  that  conform  our  group  give  us  the  right  components  to 
develop  a  strong  and  fully  integrated  beverage  company  in  constant  growth. 


Are  you  ready  to  grow  with  us? 


FEMSA  CERVEZA    COCA-COLA  FEMSA     FEMSA  EMPAQUES     FEMSA  COMERCIO     FEMSA  LOGISTICA 


FEMSt 

Thirsty?  we  are  always  around. 


Fomento  Economico  Mexicano,  S.A.  de  CV.     Apartado  Postal  2001     Monterrey,  N.L.,  Mexico  64410   FMX 
Investor  Relations    52(8)3286150    www.femsa.com.    E-mail:  invrel@femsa.com  fJYSF 
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Monterrey  & 

Banorte 


Common  History,  Uncommon  Quality 


QUALITY.     FOR    BANORTE    AND 

Monterrey,  which  are  linked  in  so  many  ways, 
quality  is  the  attribute  that  has  been  most 
important  in  their  mutual  growth  and  success. 
Headquartered  in  the  heart  of  Monterrey 
in  a  building  located  on  the  historic 
"Macroplaza"  central  square,  Banorte  traces 
its  origins  to  the  Monterrey  of  1899,  when 
Banco  Mercantil  de  Monterrey  was  founded. 
Today  Banorte  is  the  principal  banking 
subsidiary  of  Monterrey-based  Grupo 
Financiero  Banorte,  a  financial  group  with 
interests  in  brokerage  services,  leasing,  ware 
housing,  factoring,  insurance,  annuities  and 
pension-fund  management,  in  addition  to 
banking.  Banorte  itself  boasts  420  branches 
and  a  presence  in  all  of  Mexico's  32  states. 
Monterrey  and  its  progressive  business 
environment  remain 
key  ingredients  to 
Banorte's  growth.  In 
addition  to  its  head- 
quarters, Banorte  has 
70  branches  in  Mon- 
terrey, and  counts 
many  local  corpora- 
tions and  small  and 
medium-size    busi- 

Chairman  Roberto  nesses    among    its 

Gonzalez  Barrera  clients. 

Banorte's  growth 
mirrors  that  of  Monterrey.  For  generations, 
Banorte  has  maintained  close  ties  with  the 
community,  building  customer  loyalty 
through  its  reputation  for  quality.  As  its  clients 
have  prospered,  so  has  the  city  of  Monterrey. 
And  so  has  Banorte. 

In  January  1986,  the  two  leading  financial 
institutions  in  the  Monterrey  area,  Banco 
Mercantil  de  Monterrey  and  Banco  Regional 
del  Norte,  merged  to  form  Banco  Mercantil 


del  Norte,  S.N.C.  (Banorte).  An  emerging 
financial  powerhouse,  Banorte  was  the  largest 
regional  bank  in  northern  Mexico,  offering  a 
complete  line  of  banking  services. 

In  1992,  during  the  privatization  of 
Mexico's  banking  system,  Banorte  was 
acquired  by  a  consortium  led  by  Roberto 
Gonzalez  Barrera,  chairman  of  Grupo  Maseca 
(Grupo  Maseca  is  the  world's  largest  corn  flour 
producer  and  controls  approximately  70% 
of  the  Mexican  tortilla  market).  The 
investor  group  included  Rodolfo  Barrera, 
chairman  of  Teksid  and  board  member  of 
Cemex,  Senator  Alberto  Santos,  owner  of 
several  sugar  mills,  and  Carlos  Maldonado, 
chairman  of  Copamex,  a  leading  paper  pulp 
producer. 

Since  its  privatization,  Banorte  has  strength- 
ened its  traditional  commitment  to  quality 
while  continuing  its  focus  on  three  market 
sectors  —  mid-sized  businesses,  corporate 
clients  and  small  customers. 

Banorte  has  developed  a  successful  middle- 
market  orientation  with  a  leadership  position 
in  Monterrey,  where  it  grants  the  majority  of 
its  commercial  loans.  Banorte's  experience  in 
the  Monterrey  area  better  enables  it  to  assess 
credit  risk,  and  Banorte  has  one  of  the  highest- 
quality  loan  portfolios  of  any  Mexican  bank. 

Although  Banorte  has  traditionally  focused 
on  the  middle  market,  it  has  also  financed 
challenging  projects  for  the  most  important 
corporations  in  Monterrey.  Banorte's  state-of- 
the-art  technology  and  financing  services  have 
helped  companies  active  in  Monterrey's  glass, 
steel,  concrete  and  other  fundamental  indus- 
tries grow  and  expand,  thereby  strengthening 
and  diversifying  Monterrey's  economy. 

Banorte  has  also  been  instrumental  in  Mon- 
terrey's rise  as  a  major  center  of  international 
trade  for  Mexico.  Banorte's  International 


Banking  Division,  based  at  its  Mor 
terrey  headquarters,  services  tr. 
international  financing  needs 
Banorte's  export-oriented  client! 
which  account  for  a  significar 
portion  of  Mexico's  economy. 

Banorte's  small  customers  have  i 
benefit  of  an  extensive  nationwic 
branch  network  where  they  can  rel 
ceive  personalized  service.  Customeil 
can  also  use  Banorte's  more  thai 
400  wholly  owned  ATMs  locate, 
throughout  Mexico,  as  well  as  thl 
more  than  7,000  other  ATMs  tha 
are  accessible  through  Mexico] 
shared  ATM  system,  known  as  thl 
"RED"  network.  Combined,  thes 
branch  and  ATM  networks  providl 
thousands  of  points  of  service  fol 
Banorte's  customers,  no  matter  wher| 
in  Mexico  they  may  be. 

Banorte's  commitment  to  qualit)  I 
combined  with  Monterrey's  high 
quality  business  environment,  ha 
helped  it  to  build  a  leading  franchial 
in  its  home  city,  and  positioned  it  t< 
grow  steadily  throughout  the  nation 
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r  almost  a  century,  Banorte  has 
oven  its  resilience  inlfoexico's 
oidly  evolving  financial 
vironment.  Today,  with  a  track 
cord  of  sound  growth,  Grupo 
nanciero  Banorte  celebrates  the 
cent  acquisition  of  two  banking 
ms,  expanding  its  coverage 
tionwide  and  becoming  Mexico's 
stest  growing  financial  group. 

upo  Financiero  Banorte  is 
lull  service  financial  institution 
immitted  to  its  customers  and 
tareholders.  Services  include: 
ommercial  Banking,  Brokerage 
ervices,  Investment  Advice, 
etirement  Funds,  Pensions, 
surance,  Warehousing,  Factoring 
id  Leasing. 

ith  headquarters  in  Monterrey  and 
anches  throughout  the  country, 

e're  ideally  positioned  to  be  your 

jsiness  partner. 


I  ivestor  Relations 
}el.  (528)319-5210 
tax  (528)  319-5235 
j  mail:  jcolin@gfnorte.com. mx 

'  (orrespondent  Banking  Relations 
jel.  (528)319-6265 
ax  (528)  319-6243 
|  mail:  syalvare@gfnorte.com.mx 

■  lonterrey,  Nuevo  Leon,  Mexico 
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Continued  from  page  1 

per  capita  GNP  60%  higher  than  the 
national  average.  With  more  than  half 
of  all  industry  and  banking  controlled 
from  Monterrey,  it  is  the  undisputed 
business  capital  of  Mexico. 

Nor  is  this  a  recent  distinction.  For 
more  than  a  century,  Monterrey  has 
been  the  nations  driving  industrial  force. 
Today,  Monterrey  is  home  to  14,500 
companies,  six  industrial  parks  and  more 
than  110  maquiladoras,  or  assembly 
plants.  It  also  serves  as  the  headquarters 
for  half  of  Mexico's  largest  conglom- 
erates, or  grupos.  The  Monterrey 
economy  is  highly  diversified,  with 
companies  in  construction,  auto  parts, 
steel  and  metals,  glass  and  ceramics, 
cement,  plastics,  telecommunications, 
electronics,  financial  services,  food  and 
beverages.  Institutions  such  as  the 
University  of  Nuevo  Leon  and  the 
Monterrey  Institute  of  Technology 
supply  the  city's  growing  industries  and 
businesses  with  a  capable  workforce 
whose  level  of  education  and  skill  is 
higher  than  the  national  average. 

Many  companies  from  abroad  have 
already  tapped  the  city's  unique 
advantages  and  extended  their  global 
presence  through  corporate  acquisi- 
tions of  Monterrey-based  companies. 
In  1996,  exports  climbed  to  $3.5  billion, 
largely  to  the  U.S.,  representing  about 
4%  of  the  national  total.  Foreign 
investment  reached  $2.9  billion,  for 
about  5%  of  the  total.  As  these 
numbers  continue  to  climb,  it  is  clear 
that  Monterrey  will  remain  the 
unchallenged  gateway  to  business 
ventures  in  the  globalizing  economies 
of  Latin  America.  • 
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Farmacias 

Benavide 


FARMACIAS  BENAVIDES  (FAR-BEN)  HAS  BEEN 

an  ambitious  firm  from  the  very  beginning.  This  drive  to 
succeed  is  reflected  in  the  company's  continuous  growth 
in  the  number  of  its  stores  and  in  the  ever-widening  range 
of  products  they  carry.  As  a  result,  Far-Ben  is  Mexico's 
leading  drugstore  chain. 

Far-Ben  began  its  operations  in  1917  with  one  drugstore 
in  Monterrey.  Today,  there  are  574  stores  strategically 
located  in  1 7  states  throughout  the  Mexican  Republic  that 
operate  under  the  name  of  FARMACIAS  BENAVIDES. 

The  company  employs  more  than  8,200  people,  and  by 
the  first  half  of  1998,  occupied  a  total  of  1,653,300  square 
feet  of  sales  floor. 

The  wide  range  of  products  and  services  available  at 
these  drugstores  includes  pharmaceuticals,  groceries,  health 
and  beauty  aids,  personal  hygiene  products,  and  cameras, 
film  and  photo  processing. 

Far-Ben  S.A.  de  C.V.  is  the  holding  company  that  went 
public  in  1 993  on  the  Mexican  Stock  Exchange  under  the 
ticker  symbol  BEVIDES. 


Farmacias  Benavides  is  the 
leading  drugstore  chain  in  i 
Mexico. 


;ributed  throughout  Latin  America. 
[llegallv  copied  game  software  is 
;xported  from  Asia  to  Russia  and 
che  Middle  Hast. 

As  the  use  of  pirated  software  in 
Manila  government  offices  suggests, 
[entertainment  softw  are  isn't  the  only 
victim.  The  Software  Publishers 
Association  estimates  that  nearly  SIS 
billion  of  pirated  business  software 
was  sold  in  China  in  1997.  The 
pirates  rip  off  the  latest  programs: 
Windows  98,  which  lists  for  about 
$200,  can  be  had  for  S3  in  Hong 
Kong.  A  much  more  lucrative  and 
destructive  specialty  is  the  compila- 
tion of  CD-ROMs.  A  compilation  disc 
typically  contains  dozens  of  programs 

ifrom  all  the  well-known  software  pro 
ducers,   such   as   Microsoft,   Lotus, 
Novell,  Adobe  and  Autodesk. 

"Compilation  CD-ROMs,  with  50  to 
60  programs  [on  one  disc],  worth 
$20,000,  sell  for  $8  [in  Asia],"  says 
Robert  Holleyman,  president  of  the 
Business  Software  Alliance.  "That 
could  never  have  happened  with  a 
loppy  disk.  We  see  more  compilation 
CDs  in  Asia  than  anywhere.'1 

Why  isn't  more  of  the  pirated  pro 
Auction  finding  its  way  to  the  U.S.? 
In  part  because  the  video  compact 
disc  format  barely  exists  here.  "The 
\c  n  is  a  purely  Asian  market,  and  it's 
■riven  purely  by  piracy,"  argues 
Steven  Mctalitz,  vice  president  of  the 
International  Intellectual  Property 
Alliance. 

Sam  Ho,  the  MPA's  man  in  Hong 
Kong,  estimates  that  China  alone  will 
have  45  million  vc  n  players  in  use  by 
the  end  of  this  year.  Prices  for  the 
hardware  have  fallen  from  $300 
to  $60  over  the  past  couple  of  years, 
as  hundreds  of  Chinese  electronics 
manufacturers  have  piled  into  the 
industry. 

Ho  guesses  annual  Chinese 
demand  per  player  at  20  discs,  more 
than  half  pirated.  China's  censorship 
and  strict  official  quotas  on  imported 
movies  aggravate  the  problem,  as 
does  censorship  of  pornography  in 
Singapore  and  Malaysia. 

At  bottom,  however,  it's  a  simple 
matter  of  economics.  "If  you  can  buy 
a  player  for  $50  to  $60  and  any  of 
the  latest  hit  movies  for  $2,  it's  a 
giveaway,"  says  the  mpa's  Lowell 
Strong.  HB 


How  do  you  get  sexy  returns  from  slag, 
cement  and  dirt?  TXI  got  some 
clever  answers  from  its  rank  and  file. 

The  million-dollar 
suggestion  box 


By  Caroline  Waxier 


TXI  Chief  Executive  Robert  Rogers 

Who  says  cement  and  slag  are  boring? 


Pity  Robert  Rogers,  the  62-year- 
old  chief  executive  of  Texas  Industries 
in  Dallas.  The  business  his  father 
started  in  1951  is  as  unglamorous  as 
you  can  get:  It  sells  $1.2  billion  a  year 
worth  of  cement,  steel,  slag  and  dirt. 
Talk  about  being  prey  to  commodity 
cycles.  The  company,  which  does 
most  of  its  sales  in  Texas,  made  good 


money  during  the  early- 1980s  oil 
boom,  but  by  calendar  1989  was  in 
the  red  and  laying  off  workers. 

Confronting  such  ups  and  downs, 
many  an  executive  would  be  tempted 
to  diversify  into  something  like  soft- 
ware or  movie  production.  Rogers 
stuck  to  his  business  and  put  out  the 
word  that  he  wanted  ideas  from  his 
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employees.  He  got  some. 

Barrett  Reese,  54,  then  a  sales 
manager  in  Houston's  cement  office, 
was  staring  at  a  pile  of  red  clay  and 
shale  that  he  couldn't  sell.  Why  not 
mix  them  and  sell  the  stuff  as  a  magic 
carpet  to  keep  the  puddles  out  of 
baseball  infields?  The  designer  dirt  is 
now  a  big  seller  at  $100  a  ton  deliv- 
ered, which  is  ten  times  as  much  as 
the  ingredients  are  worth. 

Glenwood  Rutledge  Jr.,  42,  then 
the  north  Texas  transportation  man- 
ager, had  the  bright  idea  to  use  a 
$250  personal  computer  in  a  way  that 
would  allow  Texas  Industries  to  con- 
solidate some  freight  car  dispatching 
stations,  at  a  savings  of  more  than 
$100,000  a  year. 

Rom  Young,  72,  has  been  a 
cement  chemist  at  Texas  Industries 
since  1960.  Libor  Rostik,  64,  was  a 
refugee  from  communist  Czechoslo- 
vakia who  took  a  steel  job  with  the 
company  as  vice  president  of  engi- 
neering in  1985.  Rogers  put  the  two 
of  them  together  and  mentioned 
"synergy."  The  two  guys  came  up 
with  something  clever  that  is  worth 
$10  million  a  year  to  Texas  Indus- 
tries' pretax  income. 

The  Young-Rostik  invention, 
patented  in  1995,  has  to  do  with 
slag,  which  is  the  scum  that  collects 
on  top  of  molten  steel.  Why  not 
throw  the  slag  from  Texas  Indus- 
tries' Midlothian  steel  plant  into  the 
Texas  Industries  cement  kiln  across 
the  street? 

Slag  has  been  used  as  a  sort  of 
hamburger  helper  in  cementmaking 
ever  since  1774.  But  until  the  Texas 
Industries  men  started  experimenting 
with  the  process,  it  was  taken  for 
granted  that  you  had  to  grind  the 
slag  into  a  fine  powder  and  inject  it 
into  the  flame  end  of  the  cement  kiln. 
The  grinding  process  is  energy-inten- 
sive and  expensive.  Few  cementmak- 
ers  bothered  to  use  slag. 

The  new  process  calls  for  tossing  2- 
inch  chunks  of  slag  into  the  top  of 
the  cement  kiln  at  the  start  of  the 
process.  This  eliminates  a  grinding 
step  and — because  slag  is  chemically 
similar  to  cement  and  has  already 
been  heated — has  the  added  benefit 
of  increasing  the  capacity  of  the 
cement  plant. 

The   slag   that    Texas    Industries 


Joe  Smith,  Barrett  Reese,  Rom  Young,  Libor  Rostik  and  Glenwood  Rutiedge  Jr. 
Their  ideas  are  responsible  for  15%  of  TXI's  profits. 


used  to  dump  onto  road-grading 
projects  at  $1  a  ton  is  now  worth  10 
to  15  times  that  as  a  cement  ingre- 
dient, according  to  David  Lee 
Smith,  analyst  at  Dain  Rauscher 
Wessels.  Texas  Industries  is  also  col- 
lecting royalties  from  cement  com- 
panies that  license  the  process,  yet 
may  buy  their  slag  elsewhere.  Great 
timing  for  the  invention,  since 
cementmakers  in  the  U.S.  are  get- 
ting orders  faster  than  they  can  fill 
them  and  will  do  whatever  they  can 
to  boost  capacity. 

"Everyone  else  is  now  saying: 
'Why  didn't  I  think  of  this?'"  says 
Rostik.  "The  idea  is  so  simple." 

Joe  Smith,  manager  of  sand  and 
gravel  operations  in  Austin,  found 
himself  sitting  on  too  much  inven- 
tory when  his  biggest  customer  went 
bust.  A  golf  course  contractor  came 
by,  talking  about  mixing  those  ingre- 
dients with  peat  moss  for  a  sod 
underliner  to  improve  drainage. 
Smith  had  the  inspiration  that  Texas 
Industries  should  do  the  mixing. 
Result  lbs.  nployer  now  supplies 
"p    scription  sand'''  to  95%  of  the 


golf  courses  in  central  Texas  as  well  as 
to  hundreds  of  athletic  fields.  The 
stuff  fetches  $20  a  ton,  double  the 
cost  of  the  raw  materials. 

What  do  the  employees  get  out 
of  their  new  product  ideas?  No  mil- 
lion-dollar royalties,  although  they 
get  group  bonuses  that  can  reach 
20%  of  salary. 

For  now,  it's  boom  time  in  Texas 
for  vendors  of  construction  materials. 
In  its  May  31  fiscal  year  Texas  Indus- 
tries earned  $102  million,  or  $4.69  a 
share,  for  an  enviable  return  on 
equity  of  21%. 

What  happens  in  the  next  con- 
struction bust?  The  company  will 
suffer,  but  not  as  much  as  it  did  in 
the  late  1980s  and  early  1990s.  The 
company  derives  15%  of  its  earnings 
from  recent  innovations  like  the  slag 
process.  Rogers  wants  to  double  that 
percentage  within  five  years. 

Says  Rogers,  "The  construction 
recession  was  the  best  thing  that  ever 
happened  to  us.  If  we  hadn't  been 
forced  to  reexamine  ourselves,  we 
wouldn't  have  realized  we  had  a  gold 
mine  underneath  our  noses."         M 
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His  job  is 


to  update  district  managers 
check  business  year-to-date 


conduct  store  checks 


approve  marketing  overages 

review  franchisee  applications 

and  get  in  nine  before  dark. 


Our  job  is  to  take  care  of  his  family's  insurance 
needs  so  he  can  take  care  of  his  family. 


C7Etna 


Group  Life,  Disability  and  Long-Term  Care  Insurance    US  Healthcare 

You'll  feel  better  with  us" 


docket 

Why  do  lawyers  write  so  busily?  They  think  it's  good  for  business. 

The  gobbledygook 
profession 


By  Dan  Seligman 

Among  nonlawyers  there 
is  broad  agreement  that 
legal  writing  is  god-awful. 
From  outpourings  of  the 
American  Bar  Association 
to  Supreme  Court  deci- 
sions, obvious  klutziness 
abounds. 

Example  of  the  former: 
"The  problem  that  has 
evolved  with  the  current 
rules  is  that  they  seeming- 
ly create  minimum  stan- 
dards that  have  come  to 
be  regarded  as  the  maxi- 
mum statement  of  the 
prevailing  ethical  level" — 
from  a  recent  declaration 
by  ABA  President  Jerome  J. 
Shestack. 

Example  of  the  latter: 
"1409(a)(4)'s  requirement 
that  children  born  abroad 
and  out  of  wedlock  to  citi- 
zen fathers,  but  not  to 
citizen  mothers,  obtain 
formal  proof  of  paternity 
by  age  18  does  not  violate 
the  Fifth  Amendment" — 
from  Miller  v.  Albright,  a  decision 
written  by  Justice  John  Paul  Stevens 
a  few  months  ago. 

A  lot  of  lawyers  are  themselves 
quite  agitated  about  their  profession's 
murky  prose.  I  recently  queried  a 
hundred -odd  law  schools  via 
ProfNet — an  outfit  enabling  journal- 
ists to  submit  simultaneous  queries  to 
many  different  universities — and 
learned  that  just  about  all  of  them  are 
investing  heavily  in  programs  aiming 
to  get  students  to  write  more  like 
E.B.  White  and  George  Orwell  or 
maybe  even  Oliver  Wendell  Holmes. 
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Many  big- league  law  firms  now 
have  writing  coaches.  One  plaver  in 
the  coaching  game  is  Bryan  A. 
Garner,  a  prolific  writer  who  is  the 
author  of  A  Dictionary  of  Modern 
Legal  Usage  and  many  other  books 
on  legal  writing.  Garner  travels 
around  the  country  serving  up  semi- 
nars for  lawyers  yearning  to  be 
less  klutzy,  and  has  done  tours  of 
duty  at  Jones,  D.\\\  Reavis  &  Pogue 
(Cleveland),  Krkland  &  Ellis  (Chica- 
go) and  Gibson,  Dunn  &  Crutcher 
( Los  Angeles 

Some  law  funis  also  have  perma- 


nent writers  in  residence.  At  New 
York's  Shearman  &  Sterling,  the 
writing  coach  is  Stephen  Armstrong, 
erstwhile  Washington  Post  reporter. 
The  coaching  format  is  not  tightly 
structured,  and  though  mandatory 
for  first-year  associates,  mostly 
depends  on  the  initiatives  of  partners 
and  associates  who  sincerely  want 
help  with  their  prose.  This  is  also  the 
case  at  Finnegan,  Henderson, 
Farabow,  Garrett  &  Dunner,  a  Wash- 
ington, D.C.  firm  specializing  in 
intellectual  property  law.  Its  writer- 
in-residence  is  counsel  C.  Edward 
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Good,  a  chap  who  also  presides  at 
seminars  and  writing  classes  for 
lawyers  outside  the  firm. 

Not  all  the  writing  coaches  are 
saying  exactly  the  same  thing,  but 
most  of  them  are  partisans  of  the 
plain  language  movement,  which 
demands,  inter  alia,  that  legal  docu- 
ments of  all  kinds  cut  back  heavily  on 
Latin  terms  like  inter  alia  and  say  it 
in  the  mother  tongue  i  "among  other 
things"  i,  so  that  any  sensible  person 
will  know  what  in  hell  is  going  on. 
Why  should  the  Mitsubishi  Motor 
executives  who  have  just  signed  on  to 
a  sexual  harassment  consent  decree 

Lawyers  write  impenetrable 
prose  because  they  want 
to  control  and  limit  access 
to  vital  information. 


produced  by  the  EEOC  need  a  legal 
dictionary  to  understand  the  rights 
Riven  them  in  the  passage  stating: 
"This  decree  shall  not  ...  be  used  as 
evidence  of  liability,  res  judicata  or 
collateral  estoppel  in  any  other  legal 
proceeding.  .  .  ." :  (The  wording  is 
supposed  to  prevent  anybody  from 
construing  the  consent  decree  as  a 
formal  judicial  finding. ) 

The  plain  language  movement 
really  is  a  movement.  It  has  the  sup- 
port of  all  the  writing  coaches  men- 
tioned above,  also  a  newsletter  (  Rap- 
port) reporting  on  the  progress  of 
and  maddening  resistance  to  the 
cause  and,  of  course,  a  Web  site 
iwww.plainlanguage.com).  It  is  sup- 
ported by  some  state  bar  associations. 
The  State  Bar  of  Texas  has  offered 
sarcastic  "legaldegook"  awards  for 
especially  atrocious  writing.  In  1995 
the  Michigan  Bar  embraced  a  goal  of 
abolishing  legalese  by  2000,  but 
progress  on  this  front  has  apparently 
been,  shall  we  say,  de  minimis. 

Some  lawyers  who  are  generally 
sympathetic  to  the  plain  English  idea 
argue  that  it  is  still  appropriate  for 
lawyers  to  stick  with  lawspeak  when 
addressing  other  legal  specialists. 
The  countervailing  idea  is  that  you 
never  can  tell  who  will  end  up  read- 
ing a  brief.  This  is  the  prevailing  phi- 
losophy at  DuPont,  which  recently 


hired  Ed  Good  (see  above)  to  devel- 
op a  plain  English  program  for  its 
patent  lawyers.  The  company's  core 
concern  was  to  avoid  a  scenario  in 
which  nonspecialized  judges  fail  to 
grasp  the  essential  Tightness  of  its 
arguments  because  they  have  been 
struggling  with  documents  written 
in  intellectual  property  and  technical 
jargon. 

Foes  of  legalese  can  point  to,  for 
example,  an  Australian  study  con- 
ducted in  the  1980s  demonstrating 
that  legalistically  worded  statutes  take 
judges  and  lawyers  about  twice  as 
long  to  read  as  their  plain  language 
revisions. 

So  who's  against  plain  language? 
Obvious  answer:  gazillions  of  lawyers. 
Many  in  the  profession  want  to  be 
obscure.  Despite  what  they've  been 
told  in  law  school  writing  programs, 
a  lot  of  young  lawyers  thrill  to  the 
idea  that  they  are  now  members  of  an 
exclusive  club  whose  members  com- 
municate in  a  language  incompre- 
hensible to  the  uninitiated. 

More  important,  they  come  to 
believe  that  this  language  has  genuine 
cash  value.  More  important  still,  this 
belief  is  not  entirely  crazy.  Worth 
quoting  at  length  in  this  connection 
is  one  response  to  the  ProfNet  query. 
It  comes  from  Michael  Bowen,  a  Mil- 
waukee attorney  (Foley  &  Lardner), 
novelist  (eight  so  far)  and  traitor  to 
his  class. 

Says  Bowen:  "Lawyers  write 
obscure' and  impenetrable  prose  for 
the  same  reason  the  medieval  Church 
didn't  want  the  Bible  printed  in  the 
vernacular.  They  want  to  control  and 
limit  access  to  vital  information.  They 
don't  want  a  sales  manager  to  look  at 
a  statute  and  decide  for  himself  that 
his  rebate  program  is  legal;  or  a  plant 
operations  manager  to  read  an  EPA 
regulation  and  figure  out  how  to  get 
his  effluent  discharges  within  the 
legal  limit.  The  legal  profession  wants 
them  to  call  lawyers  to  do  these 
things  for  them." 

All  of  which  tells  us  that  there  is  a 
certain  inescapable  tension  between 
two  of  the  profession's  priorities:  (1) 
responding  to  all  the  reasonable  com- 
plaints about  legaldegook  and  (2) 
maintaining  the  billings  at  reasonable 
levels. 

Guess  which  usually  wins  out.    M 
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Dean  Foods  wanted  to 
branch  out  of  commodity 
milk  and  into  vegetables. 
After  a  painful  lesson,  it's 
back  to  milk. 

The 

pastures 
weren't 
greener 


By  Michelle  Conlin 

Ever  since  its  founding  by  Samuel 
Dean  in  1925,  Chicago-based  Dean 
Foods  has  been  a  first-rate  milk 
vendor.  But  how  far  does  that  get 
you  on  Wall  Street?  A  commodity  is 
only  a  commodity,  but  a  packaged- 
goods  business — well,  that's  the  stuff 
of  Coca-Cola  and  Procter  &  Gamble. 
And  so,  beginning  in  1962,  Dean 
slowly  bought  its  way  into  specialty 
foods.  Then,  beginning  in  the  mid- 
Eighties     under     Howard     Dean, 
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Samuel's  grandson,  the  company 
stepped  up  its  acquisitions,  buying 
pickle  companies,  a  refrigerated  salad 
business  and  a  dip  outfit.  But  the  cor- 
nerstone of  this  diversification  spree 
was  vegetables,  leading  Dean  to  buy 
frozen  and  canned  vegetable  makers 
like  Larsen  and  Birds  Eye. 

The  grass  looked  greener  in  these 
other  pastures,  but  it  wasn't.  Vegeta- 
bles, which  became  Dean's  largest 
nondairy  unit,  required  twice  the 
invested  capital  as  Dean's  dairy  busi- 
ness. After  Dean  bought  Larsen  and 
Birds  Eye,  there  was  a  capacity  and 
inventory  glut  in  the  business  that 
still  hasn't  been  worked  off. 

Two  years  ago  Dean  Foods'  veg- 
etable operation  only  made  $5.7  mil- 
lion on  sales  of  $570  million;  within 
the  $370  million  pickle  division, 
nearly  a  third  of  the  products  were 
losing  money. 

Belatedly,  but  not  too  late, 
Howard  Dean  admitted  his  mistake. 
He  dumped  the  moneylosing  pickle 
products  and  is  now  selling  the  veg- 
etable division  for  $400  million  in 
cash  to  Agrilink  Foods,  Inc.  But  his 
biggest  move  is  refocusing  Dean  on 
its  roots. 

Guess  what?  Milk  isn't  such  a  bad 
business,  even  though  it  is  a  com- 
modity and  a  shrinking  one  at  that: 
People  are  drinking  15%  less  milk 
than  they  were  20  years  ago. 

Two  things  are  going  well  for 
Dean's  core  dairy  business,  which 
accounts  for  75%  of  its  $2.7  billion  in 
sales  (the  pickle  and  specialty  lines 
survive). 

First,  Dean  has  a  snazzy  new  milk 
bottle  called  the  Chug  that's  been  a 
real  barn  burner.  The  squat  half-pint, 
pint  and  quart  plastic  containers  are 
shaped  like  the  old-fashioned  glass 
bottles.  They  keep  milk  colder  than 
those  old  paper  cartons.  And  the 
patented  resealable  caps  make  the 
Chug  easier  to  carry  and  drink. 

The  Chug  has  spawned  imitators. 
But  Dean  was  there  first,  and  its  chief 
rival,  $1.8  billion  (sales)  Suiza  Foods 
Corp.,  won't  introduce  a  similar 
product  before  next  year.  As  a  hip 
new  substitute  for  sodas  and  juices, 
the  Chug  contributed  $50  million  to 
revenues  this  fiscal  year,  and  should 
reach  $300  million  by  2000.  "No 
one  thought  it  would  take  off  the 


way  it  did,"  rasps  Dean,  61,  a  blunt- 
talking  former  Navy  lieutenant  who 
joined  the  company  33  years  ago  and 
has  run  it  for  the  past  11  years. 

Another  tiling  that  Dean  has  going 
for  it  in  milk  is  some  skill  at  squeez- 
ing small  efficiency  gains  out  of  its 
expanding  empire  as  it  buys  small 
regional  dairies  and  integrates  them. 
There's  money  to  be  made  in  ratio- 
nalizing a  fragmented  industry,  even 
if  it's  a  commodity  industry. 

Howard  Dean  has  paid  $600  mil- 
lion in  cash  over  the  last  two  years  for 
1 5  dairies  like  the  old  Borden  plant  in 
Youngstown,  Ohio.  Dean  now  owns 
25  of  the  nation's  200  dairies,  but 
sees  another  35  that  he  wouldn't 
mind  having. 

Dean  lets  the  dairies  keep  their 
brand  name,  management  and  deci- 
sion-making power,  right  down  to 
the  price  of  the  milk.  Unlike  its  com- 
petitors. Dean  seeks  out  dairies  that 
are  close  to  ones  it  already  owns. 


That  way,  it  can  squeeze  out  costs  by 
closing  down  the  plant  of  the 
acquired  dairy  and  processing  its  milk 
at  the  plant  next  door. 

The  more  contiguous  the  dairies, 
the  more  efficient  the  whole  opera- 
tion. Dairies  with  operating  margins 
(profits  before  interest  and  taxes)  of 
3%  and  4%  pre-Dean,  are  now  posting 
margins  of  6%  and  7%,  estimates  Pru- 
dential food  analyst  John  McMillin. 

In  the  fiscal  year  that  ended  May 
31,  Dean  Foods  netted  $106  million, 
a  23%  gain  over  1997.  A  4%  net 
margin  is  one  vou  can  live  on  in  a 
commodity  business:  Thanks  to  the 
high  turnover  and  cost-cutting,  Dean 
delivers  a  return  on  invested  capital  of 
16% — more  than  double  what  it  was 
in  1996. 

Howie  Dean's  stake  of  the  compa- 
ny his  grandfather  started  is  now 
worth  about  $23  million,  twice  what 
it  was  two  years  ago.  The  dairy  pas- 
ture is  plenty  green  enough.  KM 
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In  1997,  NEC  registered  more  patents 

than  all  but  two  of  the  top  250  technology 

and  manufacturing  companies. 


You  never  know  what  NEC  will  come  up  with  next.  That's  because  we're  at  the  heart  of  developments  in  the  integrated  tech- 
nologies of  multimedia:  The  computers  and  Internet  servers  that  can  make  web  storefronts  and  other  virtual  companies  possible. 
The  communications  systems  and  imaging  devices  that  enable  second-graders  in  Mexico 
to  share  lessons  with  classmates  in  London.  The  semiconductors  that  tell  your  bank  in 
Iowa  how  many  lire  you  just  withdrew  from  a  cash  machine  in  Milan. 

And  we're  developing  a  whole  new  generation  of  display  technologies  that  can  bring 
fossils  or  other  objects  to  life  by  surrounding  them  with  3D  text  and  graphics.  Discover 
the  world  of  multimedia.  Because  it's  your  world.  And  NEC  multimedia  can  help  you  run  it. 

WWW.neC.COm     1.800.338.9549     Source  1997  Registered  U.S.  Patents -U.S.  Patent  and  Trademark  Office 
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FINANCIAL  SERVICES 


It's  Time  to  Build  a  Strong  Foundation  for 
the  Next  Millennium 


A  strong  foundation.  It's  the  key  to  success  in  everything  from 
a  well-built  house  to  a  successful  business  deal.  What  gives 
that  foundation  strength  is  the  right  combination  of  planning 
and  materials.  It  also  requires  consistency  in  approach. 
Today  we  have  an  opportunity  to  build  a  strong  foundation 
for  the  financial  services  industry.  In  the  midst  of  monumental 
change,  the  financial  services  industry  is  poised  on  the 
precipice  of  explosive  growth.  The  question  is  what  shape 
that  growth  will  take.  What's  needed  is  the  kind  of  strong 
foundation  that  will  support  a  strong,  diversified  and  innovative 
industry  well  into  the  next  millennium.  Here  are  some  view- 
points on  what  the  foundation,  and  the  industry  it  supports, 
might  look  like. 


A  Strong  Foundation 
Of  Regulation 

We  are  at  a  crossroads  in  the  financia 
services  industry.  The  high  degree 
of  change  currently  underway  has 
far-reaching  implications  not  only  for 
the  financial  services  provider,  but 
also  for  the  consumer.  New  players, 
technology,  products  and  services, 
along  with  growing  customer  expecta 
tions,  have  forever  changed  the  state 
of  our  business. 

The  fact  is,  today's  financial  servio 

industry  is  growing  faster  than  anyon1 

anticipated.  Banks,  insurers  and 

securities  firms  are  crossing  tradition? 

product  lines  to  offer  a  full  spectrum 

of  insurance,  credit  and  investment 

products.  In  addition,  the  recent  flurry  of  mergers  and  strategic 

alliances  has  further  blurred  the  lines  that  distinguish  companies  ant 

the  products  they  sell. 

In  the  midst  of  all  that  change  stands  the  consumer  looking  for 
products  that  offer  security  and  choice.  Consumers  look  for  security 
in  insurance  products,  seeking  protection  against  risk  without  the 
specter  of  company  insolvency.  They  look  for  choice  to  help  them 
customize  products,  allowing  them  to  tailor  the  balance  between 
financial  security  and  price  to  suit  their  needs. 

That  marketplace  requires  constructing  an  industry  foundation  tha' 
supports  consistent  regulation,  healthy  competition  and  ongoing 
growth.  The  first  step  is  consistent  regulation. 

We  believe  that  the  best  legislative  solution  is  that  proposed  by 
H.R.  10  which  passed  the  U.S.  House  of  Representatives  on  a 


Dennis  Chookaszian, 
Chairman  and  CEO,  CNA 

New  players,  technology, 
products  and  services, 
along  with  growing 
customer  expectations, 
have  forever  changed 
the  state  of  our  business. 
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partisan  basis  in  May  of  this  year  and  is  now  the  subject  of 
liberations  in  the  U.S.  Senate.  H.R.  10  creates  a  legislative  and 
gulatory  system  that  fairly  balances  the  concerns  of  federal  and 
ate  regulators  and  all  sectors  of  the  financial  services  industry,  while 
cognizing  the  critical  importance  of  solvency  and  consumer  protec- 
m.  In  addition,  H.R.  10  recognizes  the  importance  of  a  safe  and 
)und  framework  within  which  banks,  insurers  and  securities  firms 
n  affiliate  with  each  other  to  engage  in  new  activities.  H.R.  10 
ovides  the  legislative  framework  for  the  financial  services  industry 
provide  new  products  and  services  in  the  21st  century. 

A  Historic 
Opportunity 

Broad  reform  of  the  laws  governing 
America's  financial  services  industry  is 
long  overdue.  US  financial  companies 
now  operate  under  a  regulatory  system 
created  during  the  Great  Depression. 
Simply  put,  these  outdated  rules  limit 
competition,  restrict  consumer  choice 
and  threaten  America's  leadership  in 
global  financial  services. 

Financial  regulations  have  also  failed 
to  keep  pace  with  the  ongoing  revolution 
in  financial  services.  In  the  1930s,  no 
one  could  have  dreamed  of  central  asset 
accounts,  interest  rate  swaps,  electronic 
banking  or  countless  other  innovations 
that  have  rendered  our  banking 
laws  obsolete. 
Yet,  legislation  to  modernize  financial  regulations  has  been  bottled 
jp  in  Congress  for  two  decades.  In  the  absence  of  comprehensive 
ongressional  action,  piecemeal  modifications  have  created  an  uneven 
olaying  field  that  favors  some  industry  participants  over  others  and 
:learly  fails  to  serve  consumers. 

In  particular,  today's  rules  prevent  open  competition  across  the 
banking,  securities  and  insurance  industries — competition  that  would 


ohn  L.  Stettens 
'ice  Chairman  of  the  Board 
i  Executive  Vice  President 
terrill  Lynch  &  Co..  Inc. 

Worm  legislation  should 
How  all  companies  to 
ompete  on  an  equal 
ooting  to  offer  customers 
tie  comprehensive  range 
)f  financial  services  they 
leserve. 


result  in  lower  prices,  greater  convenience  and  more  innovative 
products  for  consumers.  Merrill  Lynch  believes  reform  legislation 
should  allow  all  companies  to  compete  on  an  equal  footing  to  offer 
customers  the  comprehensive  range  of  financial  services  they  deserve. 

The  Financial  Services  Act  of  1998,  which  passed  the  House  in 
May,  would  eliminate  the  outdated  barriers  that  separate  commercial 
banking  from  insurance  and  securities  activities  and  create  competitive 
opportunities  for  financial  institutions  of  all  sizes.  It  is  now  up  to  the 
U.S.  Senate  and  the  President  to  determine  whether  this  historic 
achievement  becomes  reality  or  just  another  opportunity  lost. 


OVA 

For  All  the  Commitments  You  Make" 


CNA  is  one  of  the  world's  premier  insurance  organizations,  ranking  among  the  top  10  US  insurance  groups 
Since  1897.  CNA  has  built  on  a  foundation  of  financial  strength,  stability  and  commitment  to  customers  and 
business  partners  CNA  is  a  registered  trade  name  and  service  mark  of  the  CNA  Financial  Corporation. 
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By  James  Champy 


Killer  technologies 


Feeling  a  little 
threatened  by 
technology? 
You  should  be. 


It's  NOW  ACCEPTED  WISDOM  that  infor- 
mation technology  can  accelerate  every- 
thing you  do.  It  can  also  kill  your  business 
quickly.  A  slew  of  spectacular  technology 
craterings  makes  the  point — giving  the 
term  "killer  applications"  a  whole  new 
meaning: 

Crash:  Snap-on  Inc.  closes  five  manufac- 
turing plants,  lays  off  1,000  workers  and 
writes  off  $50  million  in  lost  sales  when 
foul-ups  in  a  new  computer  system  make 
it  nearly  impossible  for  franchisees  to 
order  products. 

Smash:  FoxMeyer  Health  Corp.  lands  in 
bankruptcy  after  paying  Andersen  Consult- 
ing $30  million  for  a  new  SAP  system. 
FoxMeyer's  bankruptcy  trustees  claim  the 
new  system  handles  only  10,000  orders  a 
day,  compared  with  the  420,000  processed 
by  its  old  Unisys  mainframe.  The  trustees 
are  seeking  $500  million  in  damages  from 
Andersen. 

Kaboom:  Oxford  Health  Plans'  elaborate 
IT  systems  somehow  fail  to  catch  millions  of 
dollars  in  medical  care  costs.  Result:  a  $300 
million  loss.  Executives  depart  and  the  for- 
merly high-flying  stock  tumbles  75%. 

Crunch:  HomeRuns,  a  two-year-old  on- 
line grocery  delivery  service  I  use  in  Boston, 
ceases  operations  for  six  weeks  after  a 
"construction  mishap"  literally  crushes  the 
computer  system  at  the  warehouse  where 
the  Hannaford  Brothers  Co.  subsidiary 
took  orders. 

The  faster  and  more  elaborate  your  com- 
puter technology,  the  quicker  things  can 
go  wrong.  The  reason?  There  is  little 
standing  between  you  and  your  customer 
but  a  computer  system.  Call  centers,  reser- 
vation systems,  on-line  order  systems  are 
all  a  couple  of  electron  impulses  away  from 
disaster.  And  that's  to  say  nothing  of  the 
business  intranets  and  electronic  data  inter- 
change (EDl)  networks  linking  you  to  sup- 
pliers and  partners. 

Feeling  a  little  threatened5  You  should  be. 

We're  less  than  18  months  away  from  the 
great  year  2000  computer  system  transition. 
With  all  those  binary  digits  about  to  click 
over,  many  people  are  wondering  if  it  will 
be  like  the  old  movie  The  Day  the  Earth 
Stood  Still.  The  heroine,  played  bj  actress 


Patricia  Neal,  saved  the  world  when  she 
uttered  those  immortal  words,  "Klaatu 
berada  nikto"  to  the  robot  Gort,  who 
brought  spaceman  Michael  Rennie  back  to 
life — an  early  example  of  disaster  recovery. 
But  you  will  have  no  magic  words.  Here, 
then,  are  some  suggestions: 

■  Redundancy:  So-called  fault-tolerant  or 
high-availability  systems  employ  parallel 
hardware  or  software  systems  for  backup. 
But  such  systems  just  keep  your  business 
running.  You  may  need  parallel  business 
processes — the  new  and  the  old — operat- 
ing for  a  while  to  be  sure  your  new  sys- 
tems have  the  capacity  to  handle  your 
business.  It's  an  idea  that  has  been  lost  on 
these  lean  times. 

■  Risk  management:  Basically,  this  means  a 
contingency  plan  for  computer  failures. 
Like  the  Boy  Scouts'  "Be  Prepared"  motto, 
it  includes  drills,  simulations  and  the  devel- 
opment of  manuals  on  backup  procedures. 

■  Software  modeling:  Software-based  tools 
can  be  used  to  test  what-if  scenarios.  Many 
have  been  developed  by  year  2000  vendors. 
Be  sure  your  new  systems  can  handle 

the  job. 

■  Prioritization:  What  absolutely  must  stay 
running?  For  a  hospital,  of  course,  it  has  to 
be  emergency  services  and  operating  suites. 
For  vour  company,  does  it  include  order 
entry,  fulfillment,  billing,  manufacturing, 
payroll?  Once  you  answer  these  questions, 
build  systems  with  extra  strength.  Hire 
experts  to  try  to  break  them  in  a  test 
situation. 

■  Competency:  When  a  system  fails,  tech- 
nology isn't  always  at  fault.  Most  likely, 
something  in  management — yours  or  your 
service  provider's — has  failed.  Be  sure  you 
have  managers  who  understand  the  breadth 
and  consequences  of  your  technology. 

In  May  a  malfunction  aboard  a  PanAmSat 
satellite  cut  off  pager  services,  television  and 
data  links  to  tens  of  millions  of  Americans. 
Fortunately,  the  carrier  had  a  backup  plan. 
By  the  next  day  traffic  had  been  shifted  to  a 
nearby  orbiting  device. 

To  those  dependent  upon  their  pagers, 
the  experience  was  shattering.  But  thanks  to 
contingency  planning,  their  business  stood 
still  for  only  a  day.  M 


James  Champy,  coauthor  of  Reengineenng  the  Corpotation.  is  chairman  of  consulting  for  Perot  Systems  Corp. 
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he  Ultimate  Drive M  for  the  Susan  G.  Komen  Breast  Cancer  Foundation 


BMW  invites  you  to  a  very  special  driving  event  -  where 
Your  Drive  can  make  a  difference.  For  each  mile  you 
test  drive,  BMW  will  donate  $1  to  the  Susan  G.  Komen 
Breast  Cancer  Foundation.  Call  toll-free  1-877-4-A-DRIVE 
today  to  reserve  the  car  of  your  choice. 
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Alan  Slifka  prowls  for  philanthropic  activities  as  relentlessly 
as  he  prowls  for  investment  opportunities. 

Life  is  like  a  circus 


By  Scott  McCormack 


nips  thi 


Social  entrepreneur  and  Wall  Street  veteran  Alan  Slifka 
The  fine  art  of  doing  good  while  still  doing  well. 


Alan  Slifka's  midtown  Manhattan 
offices  buzz  with  harried  traders 
managing  more  than  $1  billion 
entrusted  to  his  firm.  As  he  leads  a 
visitor  down  a  corridor  lined  with 
whimsical  circus  posters,  Slifka  seems 
distracted  and  tense. 

But  the  successful  money  manager 
visibly  relaxes  when  he  begins  talking 
about  his  passion  for  the  circus.  "It  is 

182 


a  wonderful  metaphor  for  life,"  he 

says.  "It's  ordinary  people  doing 
extraordinary  things."  Slifka  speaks 
from  the  heart.  He  is  founding  chair- 
man of  Big  Apple  Circus.  "The  circus 
unites  people,  makes  them  laugh,  no 
matter  who  they  are,"  he  says.  "New 
York  needed  that."  For  Slifka,  6cS,  diis 
is  no  ordinary  financial  venture, 
because   Rig  Apple  is  a  nonprofit 


operation. 

Slifka  has  invested 
lot  of  time  and  money.  ' 
into  turning  Big  Apple 
into  an  internationally 
acclaimed  circus.  But 
that's  not  the  full  extent 
of  his  involvement  in 
good  works.  His  true 
passion  is  his  New  York- 
based  Abraham  Fund, 
founded  and  chaired  by 
Slifka  to  bring  together 
Jews  and  Arabs  in  Israel 
Just  as  with  the  circus,  his 
goal  is  to  encourage  ordi- 
nary people  to  do  the 
extraordinary — in  this 
case,  get  along. 

Jews  and  Arabs  live 
in  separate  villages  and 
neighborhoods;  the  chil- 
dren attend  different 
school  systems,  one  for 
secular  Jews,  one  for 
Orthodox  Jews  and  one 
for  Arabs.  They  live  side 
by  side  but  without 
mixing,  scarcely  recog- 
nizing each  other's  exis- 
tence. "It's  possible  for 
a  student  to  go  all 
through  school  and 
never  meet  a  student  of 
the  other  class — the 
other  tribe.  That  is  a  ter- 
rifying prospect  in  a 
countrv  where  one  in 
every  five  citizens  is  an 
Arab,"  Slifka  says  with 
missionary  zeal. 

He  came  up  with  the  idea  for  the 
foundation  in  1986,  during  his  first 
trip  to  Israel,  when  he  heard  how  dif- 
ficult it  was  to  get  any  funding  for 
projects  promoting  coexistence 
between  Jewish  and  Arab  Israelis.  So 
he  sponsored  an  academic  study  to 
find  joint  Arab- Jewish  projects.  With 
that  list  in  hand,  Slifka  began  accept- 
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ing  grant  proposals.  They  ranged 
from  projects  for  teaching  Arabic  to 
Orthodox  Jews  in  Jerusalem's  Old 
City  to  operating  several  joint  Arab- 
fewish  kindergartens  across  the 
country. 

The  Abraham  Fund,  with  offices 
in  New  York  and  Jerusalem,  dispens- 
s  more  than  S  1  million  a  year  to 
groups  throughout  Israel.  Slifka 
remains  the  largest  benefactor,  but 
the  foundation  now  attracts  money 
from  2,000  others.  To  give  heft  to  his 
lofty  ideals,  Slifka  has  at  his  disposal  a 
considerable  fortune  amassed  during 
decades  on  Wall  Street. 

He  approaches  his  nonprofit  proj- 
ects like  a  venture  capitalist,  seeking 
out  ideas  with  promising  social 
returns.  He  considers  his  donations 
"startup  seed  capital"  to  get  the  ven- 
ture going,  and  his  exit  strategy  is  the 
point  at  which  the  nonprofit  is  able 
to  attract  substantial  outside  funding. 
"If  everyone  applied  venture  capital 
principles  to  nonprofit  endeavors,  it 
would  be  an  amazingly  better 
world,"  he  says. 


Slifka  wants  people  to  strive 
for  the  extraordinary,  whether 
on  the  circus  high  wire  or 
Jerusalem's  Green  Line. 


One  of  the  group's  first  awards  was 
to  the  Haifa  Rape  Crisis  Hotline.  In 
polyglot  Israel,  desperate  women  call- 
ing for  help  could  speak  to  operators 
in  English,  Hebrew,  Russian,  even 
Amharit.  But  not  Arabic.  So  the 
Abraham  Fund  hired  Arabic-speaking 
operators.  Another  program  pays  for 
Arab  schoolchildren  to  visit  Yad 
Layeled,  a  museum  about  young  vic- 
tims of  the  Holocaust. 

Slifka  has  no  illusions  that  his 
efforts  will  end  the  Arab- Jewish  con- 
frontation. "All  we  want,"  he  says,  "is 
for  people  to  realize  the  humanity  of 
each  other,  the  importance  of  being 
respectful.  They  don't  have  to 
become  lifelong  friends." 

If  the  experience  of  18-year-old 
Haneen  Elias  is  any  indication,  the 
Abraham  Fund's  work  is  doing  just 


that.  A  Christian  Arab  from  north- 
ern Israel,  Elias  first  visited  the 
Holocaust  museum  with  her  class- 
mates two  years  ago,  and  now  she 
works  as  a  guide  there.  "Everyone 
knew  the  Holocaust  was  terrible, 
but  you  couldn't  help  thinking, 
'Yes,  but  they  were  Jews.'  It  was  the 
same  when  the  bombs  began 
exploding  here:  'They  deserve  it.' 
But  now  I  feel  differently.  Seeing  all 
the  children  who  died  changed  me. 
They  are  humans.  They  are  my 
neighbors." 

Sometimes  Slifka's  do-good  activi- 
ties yield  investment  opportunities. 
He  cofounded  Global  Telesystems 
Group,  a  $2.8  billion  company  that 
provides  telecom  services  to  the 
former  Soviet  Union.  His  stake  is 
now  worth  $151  million.  The  busi- 
ness grew  out  of  a  nonprofit  venture 
that  Slifka  pioneered  to  promote 
cooperation  between  Soviet  and 
American  scientists  during  the  Cold 
War.  Proving  that  philanthropy  can 
sometimes  bring  tangible  rewards — 
and  what's  wrong  with  that?  ■■ 
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SEPTEMBER  14th -18th 


CELEBRATE  OUR  PROGRESS 

National  Payroll  Week  honors  the  contributions  of  the  more  than 
130  million  men  and  women  whose  work  supports  the  American 
Dream  through  public  education,  highways,  parks,  national  defense, 
civil  government  and  other  important  public  projects.  Thank  you 
taxpayers  of  the  United  States  for  ensuring  the  high  quality  of  life 
in  this  country,  and  thank  you  Payroll  Professionals  for  ensuring 
that  the  system  works  and  contributions  are  made  on  our  behalf. 

AMERICA  WORKS  BECAUSE  WE'RE 
"WORKING  FOR  AMERICA" 

(or  information  about  the  American  Payroll  Association,  payroll-related  education, 
or  to  make  a  contribution  to  National  Payroll  Week  call  the  American  Payroll 
Association  at  1210)  220  6406 


VISIT  THE  NATIONAL  PAYROLL  WEEK  WEB  PAGE 
FOR  OUR  ON-LINE  CELEBRATION, 
SEPTEMBER  14th  -  18th 
www.americanpayroll.org/npw.html 
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From  One-Stop  Shopping 

To  Voice/Data  Network  Convergence 

This  paper  was  prepared  by  the  Yankee  Group,  an  international  leader  in  strategic 
planning,  technology  forecasting  and  market  research.  Founded  in  1970,  the 
Yankee  Group's  global  team  of  technology  and  market  experts  provides  research 
and  consulting  services  to  more  than  700  clients  from  its  headquarters  in  Boston 
and  network  of  worldwide  offices.  The  Yankee  Group's  telecom  and  datacom 
industry  research  and  consulting  teams  continuously  track  the  enterprise  and  busi- 
ness networking  marketplace  and  advise  large  corporations  on  network  strategy. 


Created  in  Partnership  With    i 


|he  largest  U.S.  corporations  are 
once  again  faced  with  a  new 

challenge  in  the  evolution  of 

their  enterprise  networks.  Since  the 
1984  AT&T  divestiture,  network  man- 
agers have  been  forced  to  assemble  their 
enterprise  networks  from  the  services  of 
multiple  local  and  long  distance  carriers. 
Most  large  corporations  currently  oper- 
ate as  many  as  five  separate  voice  and 
data  networks  for  internal  communica- 
tions, and  use  multiple  long  distance 
carriers  to  ensure  reliability  and  access 
to  competitive  pricing.  They  are  also 
forced  to  deal  with  a  different  local 
exchange  carrier  (LEC)  in  each  region, 
and  have  started  to  make  use  of  com- 
petitive LECs  wherever  possible.  Two 
years  after  the  passage  of  the  Telecom 
Act  of  1996,  these  business  customers 
are  still  eagerly  awaiting  the  benefits  of 
Telecom  Reform,  based  on  increased 
competition,  price  reduction,  service 
innovation  and  one-stop  shopping. 

These  large  businesses  have  begun  to 
integrate  call  centers,  videoconferencing 
and  other  telecommunications  services 
into  the  very  fabric  of  their  operations. 
The  most  advanced  firms  have  begun  to 
use  the  Internet  and  the  World  Wide 
Web  for  external  communications  with 
customers  and  suppliers  and  internal 
communications  among  employees  — 
or  even  to  extend  their  network  beyond 
the  company  walls  to  create  private  elec- 
tronic links  with  business  partners. 

As  a  result  of  this  reliance  on  elec- 
tronic connectivity,  senior  executives  in 
most  large  corporations  would  assert: 
"Our  network  is  our  business."  If  it  goes 
down,  so  does  the  business.  Businesses 
have  a  critical  stake  in  pressing  for  inno- 
vation and  demanding  superior,  reliable 
service  from  telecom  providers. 

The  open  market  competition  envi- 
sioned in  the  Telecom  Reform  Act  of 
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1996  and  the  groundswell  of  enthusiasm 
over  the  Internet  have  set  the  telecom 
revolution  rolling,  and  it  has  been  gath- 
ering momentum  ever  since.  With  great 
speed,  oid  business  models  are  crum- 
bling, new  competitors  are  bounding 
into  the  market  and  technology  R&D  is 
seeding  extraordinary  inventions. 

TELECOM  COMPLEXITY 

For  the  past  ten  years,  network  man- 
agers have  been  forced  to  deal  with  mul- 
tiple local  and  long  distance  providers  to 
gain  access  to  an  expanding  portfolio  of 
telecom  services.  They  have  also  acted 
quickly  to  seize  upon  the  early  rewards 
of  greater  choice  in  the  market:  new, 
nimble  companies  entering  the  field, 
price  reductions  and  service  innovations. 
The  resulting  complexity  and  fragmen- 
tation has  proven  overwhelming.  To 
manage  these  networks  effectively,  com- 


panies have  had  to  assemble  large  staffs 
—  the  equivalent  of  running  an  internal 
telephone  company. 

One-Stop  Shopping 

According  to  the  Yankee  Group's  sur- 
veys, large  corporations  want  to  provide 
a  level  of  service  without  the  frustration 
of  assembling  and  operating  all  these 
separate  networks  themselves.  In  their 
battle  against  the  multiple  carrier  com- 
plexity, larger  companies  are  finding  an 
ally  in  the  new,  integrated  telecom 
providers.  These  are  telcos  that  are  offer- 
ing top-of-the-line  services  combined 
with  the  ease  of  one-stop  shopping 
across  a  broad  spectrum  —  from  local, 
domestic  and  international  long  dis- 
tance to  data  networking  and  wireless. 
These  carriers  can  also  be  enlisted  to 
meet  the  less  traditional  requirements  of 
the  most  demanding  companies.  For 


Last  year,  a  group  of  10  Florida  hospitals  banded  together  to  form  the 
BayCare  Health  System  Inc.  They  then  set  out  to  find  ways  to  improve  hos- 
pital efficiencies  without  sacrificing  customer  service. 

Twelve  months  later,  the  Tampa  Bay  area's  largest  health  care  network,  rep- 
resenting 3,170  hospital  beds,  is  serving  its  customers  better  and  faster,  thanks 
to  GTE. 

At  the  core  of  the  improved  service  has  been  a  comprehensive  redesign  of 
the  communications  network  used  to  support  how  each  facility  manages  its 
back  office  and  administrative  functions  such  as  billing  and  patient  records. 

GTE  helped  consolidate  each  hospital's  private  voice  and  data  traffic  onto 
a  high-speed  asynchronous  transfer  mode  (ATM)  network  that  more  effi- 
ciently allows  access  to  a  centralized  data  center,  meaning  quicker,  more  reli- 
able access  to  hospital  data. 

"All  these  changes  occurred  behind  the  scenes,  and  have  enabled  each  hospi- 
tal to  serve  customers  better,  whether  they  are  register- 
ing a  patient  or  looking  up  records,"  said  Steve  Halle, 
director  of  information  technology  user  services  for  the 
private,  non-profit  BayCare  Health  System.  "Patients 
don't  care  where  the  data  resides,  they  just  want  speedy, 
efficient  service,  and  GTE  helped  us  get  that  by  upgrad- 
ing our  telecommunications." 
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example,  a  company  might  contract  an 
integrated  carrier  to  manage  its  call  center,' 
and  in  this  way,  solve  a  big  overhead  andi 
manpower  issue.  Furthermore,  as  compa- 
nies look  to  the  Web  for  more  than  bill- 
board advertising,  they  want  integrate 
carriers  to  introduce  innovation  into  thei 
use  of  the  Internet.  One-stop  shoppin 
allows  a  corporation  to  get  something  i 
it  wants:  lower  rates.  By  becoming  a  bi 
account  with  a  single  provider,  a  compa- 
ny is  in  a  strong  position  to  bargain  for 
discounts  across  the  entire  portfolio. 

When  a  company  undertakes  one-stop 
shopping,  it  needs  assurances  that  the 
provider  it  has  selected  has  a  broad  port- 
folio of  best-of-breed  services,  with  a 
network  infrastructure  that  is  highly  reli- 
able, since  no  business  can  afford  to  be 
subject  to  a  provider's  outages.  With  vital 
business  processes  on  the  line,  every  com- 
pany has  an  obligation  to  ask:  have  we 
achieved  100%  network  reliability  100% 
of  the  time?  The  Yankee  Group  advises 
all  companies  —  but  particularly  those 
doing  one-stop  shopping  —  to  have  con- 
tingency plans  to  back  up  their  systems 
in  case  of  a  network  outage.  Similarly, 
find  out  if  the  provider  has  its  own  con- 
tingency plan  —  before  an  outage  occurs. 

Independent  telcos  like  GTE  and 
ALLTEL  have  taken  the  lead  in  assem- 
bling one-stop-shopping  portfolios  to 
meet  the  needs  of  their  business  cus- 
tomers. GTE  is  now  leveraging  its 
national  network  of  local  and  wireless 
telephone  operations  to  offer  business 
customers  a  full  range  of  services  includ- 
ing long  distance,  cellular  telephone, 
data  networking  and  Internet  access  and 
Web  hosting  services.  In  just  18 
months,  GTE  has  attracted  more  than 
2  million  long  distance  customers  and  is 
quickly  integrating  its  sales  organiza- 
tions to  provide  a  one-stop-shopping 
interface    with    business    customers 
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For  small  and 
nid-sized  companies. 


Hello. 


While  traditional  phone  companies  have  focused  their  attention  on  the  largest 
usinesses,  the  smaller  ones  haven't  gotten  the  attention  they  deserve.  That's  why 
ye  created  Teligent's  fixed  digital  wireless  network.  It  gives  any  size  company  the 
ommunications  power  of  a  mega-size  company,  along  with  the  savings  and  preferential 
eatment  they  have  enjoyed  for  years.  Teligent  offers  complete  local  and  long-distance 
'hone  service.  High-speed  Internet  access  on  every  desk.  And  enough  bandwidth 
o  handle  full-motion  videoconferencing.  All  from  one  company,  all  on  one  bill. 
:all  us  at  1-800-581-9008.  We'd  love  to  say  hello  to  you. 


www.teligent.com 
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Lon  Zanetta 
President 

ALLTEL  Technology 
Services 


"ALLTELs  unique  position  as  both  an  information  tech- 
nology provider  and  a  telephone  company  enables  us  to 
design,  integrate  and  operate  truly  converged  solutions  for 
our  customers.  We  help  them  succeed  by  delivering  a  full- 
range  of  operations  management  as  well  as  network  and 
systems  integration  services. 

"In  todays  environment,  everyone's  trying  to  consoli- 
date vendors  to  achieve  cost  savings.  By  partnering  with 
ALLTEL,  our  customers  can  leverage  our  existing  relation- 
ships and  benefit  from  our  volume  purchasing  agreements. 
"Technology  is  changing  rapidly,  and  it's  hard  for  an  individual  business  to 
stay  abreast  of  all  the  latest  tools  and  techniques.  As  a  company  specializing 
in  technology,  we  take  on  that  responsibility.  By  relying  on  ALLTEL  for  our 
expertise  in  the  networking  arena,  our  customers  can  focus  on  their  own  core 
competencies. 

"At  ALLTEL,  we  apply  our  industry-leading  people  skills,  processes  and 
technology  to  reduce  our  customers'  costs,  improve  performance  and  effec- 
tively manage  change  and  growth." 


-HUXEl 


Robert  Veschi 
President  and  CEO 
e-Net,  Inc. 


&^^^^     |    The  Value  Proposition  of  Telecom  2000 

There  is  one  company  dramatically  changing  the  way 
businesses  communicate.  That  company  is  e-Net,  Inc.,  the 
recognized  leader  in  voice  over  data  technology.  e-Net's 
flagship  product  suite,  Telecom  2000IM,  enables  businesses 
to  send,  receive  and  manage  high-quality  voice  traffic  over 
their  existing  data  networks  with  its  comprehensive  desk- 
top products  and  full  range  of  Gateway  solutions. 
With  Telecom  2000,M,  calls  over  a  corporate  intranet 
become  inexpensive  local  dialing.  As  a  result,  Telecom  2000"'  users  enjoy  superb 
voice  quality,  significant  savings  on  long  distance  and  infrastructure,  and  the  abili- 
ty to  direct  those  savings  elsewhere  —  like  improving  their  corporate  data  network. 
As  e-Net  President  and  CEO  Rob  Veschi  explains,  "Telecom  2000 ™  has 
specifically  been  engineered  to  enable  organizations  worldwide  to  leverage  the 
full  value  of  their  existing  data  networks.  It  provides  users  with  a  familiar  inter- 
face —  the  telephone  —  and  a  technology  core  that  delivers  excellent  sound 
quality  and  the  full  feature-functions  of  the  most  advanced  telephony  systems." 
To  find  out  how  your  enterprise  can  call  more  but  spend  less,  contact  e-Net 
today:  1-888-FON-ENET  orwww.datatelephony.com. 

e-Net,  Inc. 


nationwide  for  all  of  its  services. 

With  2.8  million  customers  in  H 
.states,  ALLTEL  also  has  moved  aggres 
sively  into  one-stop  shopping  with  a 
portfolio  for  business  and  corporate  cus- 
tomers, including  local,  long  distance, 
Internet,  wireless,  network  equipment 
and  information  technology  solutions 
Using  its  unique  "Communications  Sta- 
tion," Web-based  order-entry  system, 
business  customers  can  access  the  full 
portfolio  of  ALLTEL  services,  as  well  as 
the  specialized  services  offered  to  com 
panies  in  the  financial  services  industry. 

WHAT  DO  CUSTOMERS  WANT? 

In  recent  surveys,  the  Yankee  Group 
measured  changes  in  the  way  business 
customers  are  running  their  telecom- 
munications networks  since  the  passage 
of  the  Telecom  Act.  It  is  clear  that  the 
largest  national  and  multinational  com- 
panies have  aggressively  pursued  the 
benefits  of  one-stop  shopping. 

The  same  trends  are  not  widespread 
among  smaller  businesses.  The  Yankee 
Group  contends  that  this  segment, 
which  falls  between  large  businesses  and 
consumers,  represents  a  lucrative  oppor- 
tunity for  carriers,  especially  those  with 
well-developed  one-stop  shopping  offers. 

The  Price  Is  Right 

The  Yankee  Group's  small  and  medium 
business  surveys  draw  attention  to  what 
drives  telecom  decisions  among  these 
companies:  all  things  being  equal,  they 
value  low  price  over  loyalty  to  a  partic- 
ular carrier.  This  price  sensitivity  has  led 
to  a  flighty  market.  For  example,  54% 
of  respondents  have  changed  their  long 
distance  carrier  at  least  once  in  the  past 
24  months  for  price  reasons. 

Local  telephone  companies  fared  only 
a  little  better  on  the  loyalty  vs.  price 
issue.  Overall,  these  companies  earned  a 
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Just  baby  and  you. Till  urgent  e-mail  makes  three.  No  problem. 

Pull  down  marketing  plan  from  London  office.  Scope  out  competition's  offer  on-line. 

E-mail  revisions  worldwide.  With  Internet  access  from  AT&T  WorldNet'  Service, 

put  every  little  detail  to  bed.  Except  maybe  one. 


It's      all       within 


your       reach 


AT&T 


I      800     WORLDNET    or     www.att.com/worldnet/ 
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Whether  a  small  business,  or  a  corporate  giant,  every  bit  of  information  has  value,  it  holds  idea   « 
proposals,   presentations,   contracts,   research,  much  of  it  confidential,   consider  the  Qwe 
N&RTEL     Macr0  Capacity     Fiber  Network,  combining   Nortel's  optical  networking  ar 
northern  ielecom     switching  technologies  with  the  world's  purest  fiber,  it  is  capable  of  transmittir 


verj 


ver  two  trillion  bits  of  multimedia  information  per  second,  all  at  the  speed  riie  th  light 

f  light,  with  Qwest  Absolute  Data  Integrity/"  only  one  bit  of  error  is  possible 

i  every  quadrillion  bits,  in  today's  business  world,  this  makes  Qwest  every  ^^ 

it  as  valuable  as  every  valuable  bit  of  information.      www.qwest.net  \^  VVG  S  L* 
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Local  or  Long  Distance  Supplier? 
SMBs  Just  Want  One-Stop  Shopping 


Interest  in  1  Supplier 


7%  25% 


Total 

65% 


0% 


20% 


40% 


60% 


80% 


Aleady  Use  One  Carrier 


Are  Somewhat  Interested 


Are  Very  Interested 


Source:  Yankee  Business  Class  Survey  of  Small/Medium  Businesses  1998 


certain  degree  of  loyalty  based  on  high- 
quality,  reliable  service.  But  in  this 
market,  too,  prices  are  a  powerful 
magnet.  A  total  of  29%  of  respondents 
said  they  would  switch  their  local  carri- 
er without  any  price  incentive  at  all.  Of 
the  remaining  71%,  more  than  half 
would  switch  based  purely  on  a  price 
reduction.  While  telephone  price  wars 
are  often  touted  as  inevitable,  sensible 
carriers  will  need  to  focus  on  economi- 
cally viable  pricing. 

Of  particular  relevance  to  integrated 
carriers  is  the  enthusiasm  shown  by 
65%  of  the  survey  respondents  for  one-      vary  based  on  perceptions  of  the  specif-      stop  shopping  is  beginning, 
stop  shopping  for  local  and  long  dis-      ic  providers  in  each  geographical  area.  In  One  of  the  companies  hoping  to  take 

tance  service.  In  view  of  this,  the  ques-  many  ways,  these  customers  have  sig-  advantage  of  this  willingness  by  business 
tion  then  becomes:  which  company  naled  the  next  battleground:  a  face-off  customers  to  change  local  carriers  is 
would  they  choose  as  their  single  between  local  and  long  distance  telcos  Teligent,  a  new  entrant  into  the  corn- 
provider  —  their  current  local  or  long  to  win  the  single  provider  competition.  petitive  telecommunications  market, 
distance  carrier?  The  data  show  neither  Regardless  of  who  the  winners  are,  the  Using  new  "digital  wireless"  fixed 
to  be  a  clear  winner.  Rather,  responses      march  by  smaller  businesses  toward  one-      microwave  networks,  Teligent  is  rolling 

out  its  extensive  portfolio  of  broadband 
telecommunications  services  in  the  first 
ten  of  its  74  major  metropolitan  areas. 
Teligent  is  targeting  small  and  medium 
business  customers  as  an  integrated 
provider  of  bundled  local,  long  distance, 
enhanced  telecom  and  Internet  services. 
Teligent's  offer  combines  one-stop  shop- 
ping, volume  and  term  discounts,  and 
consolidated  billing  with  enhanced  cus- 
tomer service  and  value-added  services 
including  Web  hosting,  voice  messaging 
and  enhanced  call  routing. 


Hallmark  Greets  a  Revolutionary  Technology 

On  June  2,  Sprint  announced  plans  to  launch  Sprint  ION, 
the  world's  first  Integrated  On-Demand  Network.  One 
of  Sprint's  Beta  test  customers  is  Hallmark  Cards,  Inc., 
the  worldwide  leader  in  social  expression  products. 

"We're  a  graphics-  and  data-intensive  company,  so  we 
need  a  powerful  telecommunications  network  to  service 
our  needs  into  the  next  millennium,"  said  Jim  Miller,  vice 
president,  information  technology  for  Hallmark  Cards. 
"A  lot  of  people  had  the  vision  of  a  comprehensive 
fiber-optic  network,  but  there's  only  one  company  —  Sprint  —  that  has  one 
in  place,"  Miller  said.  "This  kind  of  innovation  requires  the  same  kind  of 
vision,  and  Sprint  has  the  organizational  commitment  and  capability  to  exe- 
cute against  that  vision.  It's  my  firm  belief  that  Sprint  ION  is  the  way  to  go 
into  the  21st  century." 

For  more  comments  from  Jim  Miller,  and  other  Sprint  Beta  test  customers, 
visit  www.Sprint.com  on  the  Worldwide  Web. 


Jim  Miller 
Vice  President, 
Information 
Technology 
Hallmark  Cards,  Inc. 


Sprint 


No  Time  for  Indifference 

The  incumbent  local  exchange  carriers 
are  carefully  studying  this  volatile  group 
of  businesses  and  developing  strategies  to 
both  retain  them  as  local  customers  and 
capture  their  long  distance  business.  As 
competition  heats  up,  the  Yankee  Group 
believes  the  local  exchange  carriers  could 
build  an  advantage  in  this  batde  by  offer- 
ing customized  billing,  a  mix  of  low 


One  of  the  Best 
Business  Tools.. 


Just  Got  Better 
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Realize  the  Value  Proposition  of  Data  Telephony  -  Todayi 


Does  your  organization  have  a 
data  network. ..operate  in 
multiple  locations. ..and  spend 
too  much  on  longdistance? 

That's  precisely  why  many  of 
today's  top  companies  have 
selected  e-Net's  powerful,  voice- 
over-data  product 
suite — Telecom  2000  .  It  allows 
you  to  send,  receive  and  manage 
high-quality  voice  traffic  over 
your  existing  data  network  with  its 
comprehensive  desktop  products 
and  full  range  of  Gateway 
solutions. 

So  if  you're  like  many 
businesses,  40%  of  your  calling 


may  be  to  your  own  offices,  and 
30%  to  customers  and  vendors  in 
those  same  area  codes.  With 
Telecom  2000  ,  these  calls 
become  inexpensive  local  dialing. 

That's  the  value  proposition  of 
Telecom  2000 

You'll  enjoy  superb  voice  quality, 
save  BIG  on  long  distance,  and 
direct  those  savings 
elsewhere — like  improving  your 
corporate  intranet. 

At  e-Net,  we  want  your 
company  to  call  more  but 
spend  less. 


Leverage  the  full 
value  of  your  data 
network  with 
Telecom  2000 


888-FON-ENET 
www.DataTelephony.com 


e-Net,  Inc. 


N  ALLY  Public  networks.  Campus  networks.  LANS,  WANS,  remotes  -  your  network  is 
ore  complex  than  ever  before.  What's  it  going  to  take  to  get  on  top  of  it?  (Short  of 

seriously  staffing  up?)  For  starters,  Lucent  NetCare  Services.  Provides  comprehensive 

^lfecycle    Support    for    networks    of    every    size.    From    consulting    and    planning    to 

ntegration    and    ongoing    management    and 

maintenance.    (Our    new    St.    Pete,    FL    service 

center   has    350   data   network    experts    at    the 

ready    to    provide    the    most    reliable    service 

around.)   We   know   how   to   create   an   easy-to- 

manage  network.  And  we  can  help  you  manage 

yours.    (So    you    can    manage    your    business.) 

We  make  the  things  that  make  communications  work: 


Lucent  Technologies 

Be//  Labs  Innovations 


01998  Lucent  Technology 
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price  offers  including  IP  long-distance 
telephone  service,  and  by  exploiting  their 
well-known,  local  brands. 

It  is  also  imperative  that  service 
providers  make  every  attempt  to  capture 
customers'  loyalty,  and  not  rely  on 
becoming  the  "low  price"  flavor  of  the 
day.  In  time,  price  as  the  selection  crite- 
rion will  give  way  to  more  strategic  con- 
siderations. In  fact,  some  basic  services 
will  be  viewed  as  a  commodity,  while 
more  sophisticated  offerings  and 
enhanced  features  will  become  the  key 
determinants  of  competitiveness.  Fur- 
thermore, the  telcos  that  are  most  likely 
to  capture  these  customers  will  be  those 
that  can  best  show  how  to  solve  overall 
business  concerns  through  effective  use 
of  time-saving  and  business-generating 
tools  such  as  data  networking,  toll-free 
numbers,  voice  mail,  fax  mail,  calling 
cards  and  even  videoconferencing. 


Among  the  incumbent  LECs,  BellSouth 
has  extended  its  focus  well  beyond  dis- 
counted telecom  services  through  its 
advanced  data  networking  services  and  its 
new  Managed  Network  Solutions  Alliance 
with  EDS.  The  MNS  Alliance  partners 
are  committed  to  extend  IT  and  network 
management  services  beyond  large  busi- 
nesses to  mid-size  companies  in  the 
Southeast  region.  BellSouth's  first  offer- 
ings through  the  MNS  Alliance  portfolio 
include  Managed  Router,  LAN  Monitor- 
ing and  Applications  Help  Desk  services. 
BellSouth  is  also  leveraging  its  high  cus- 
tomer satisfaction  ratings  and  local  busi- 
ness sales  force  to  provide  one-stop-shop- 
ping custom  offerings  for  data,  video, 
wireless,  local  and  long  distance  services. 

BEYOND  ONE-STOP  SHOPPING 

The  Yankee  Group's  surveys  also  out- 
line the  next  priorities  of  corporations 


Duane  Ackerman 
Chairman  and  CEO 
BellSouth  Corporation 


Data  Solutions  for  Customers 

"Customers  don't  buy  technology  —  they  buy  solutions. 
At  BellSouth,  our  data  solutions  combined  with  excellent 
service  are  proving  to  be  the  winning  combination  for  our 
customers. 

"To  help  fuel  the  accelerated  growth  in  the  Southeast, 
BellSouth  focused  on  a  strategy  to  develop  one  of  the 
world's  most  technologically  advanced  networks,  invest- 
ing $30  billion  in  the  last  decade.  The  result  is  that  we 
built  the  most  data-ready  network  in  the  country  with  more  than  7,800 
SONET  rings  in  service.  BellSouth  also  has  enhanced  data  network  capabili- 
ties to  fully  support  consumers,  small  businesses  and  large  businesses  with  the 
increasing  uses  of  Internet  protocol  networks. 

"BellSouth  is  providing  a  one-stop  approach  that  integrates  data,  video,  wire- 
less, wireless  long  distance  and  local  services  into  custom  offerings.  Our  data 
services  are  growing  at  a  rate  of  40  percent  annually,  and  we're  positioned  to 
provide  increasingly  more  sophisticated  solutions  to  our  customers." 


BELLSOUTH 


that  have  already  achieved  simplicir 
and  volume  discounts  through  one 
'  stop  shopping.  These  enterprises  ar. 
demanding  sophisticated  business  solu 
tions  that  give  them  an  advantage  ove 
competitors  and  help  to  globalize  oper 
ations.  That  companies  even  dare  t< 
envision  such  solutions  is  a  direct  resul 
of  the  Internet  and  Internet-basec 
technologies. 

Just  as  the  AT&T  breakup  and  thi 
Telecom  Act  catalyzed  momentou 
changes  in  the  industry,  so  too  has  th< 
Internet.  It  has  emerged  as  thi 
common  denominator  for  building 
enterprise  solutions  that  combine 
voice,  data  and  video  all  in  one  place 
all  at  the  same  time.  With  the  Internet 
a  person  can  click  on  to  a  Web  site  anc 
hear  a  voice  or  a  corporation  can  pro- 
vide a  real-time  help  desk.  Among  tht 
things  enterprises  are  setting  theii 
sights  on  are  the  following. 

Secure  Enterprise  Intranets:  Although 
built  over  the  Internet,  a  corporate 
intianet  can  be  restricted  to  authorized 
users.  In  this  way,  it  functions  as  a  vir- 
tual private  network  with  advanced 
security  features  and  can  be  used  as  a 
platform  for  electronic  commerce,  sales 
automation,  telecommuting  and  other 
forward-looking  applications. 

Business-to-Business  Electronic 
Commerce:  An  extranet  enables  a  cor- 
poration to  link  its  operations  electron- 
ically with  third  parties  to  reach  mutu- 
ally beneficial  goals  —  such  as 
improving  time  to  market,  building 
appropriate  inventories  and  collaborat- 
ing on  design. 

Desktop  Multimedia  and  Collabora- 
tive Screen  Sharing:  For  companies 
with  widely  dispersed  offices  and  part- 
ners, the  next  best  thing  to  "being  there" 
is  screen  sharing.  This  allows  personnel 
in  different  offices  to  view  the  same 
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SOLUTION 


A  million  new 

customers  could 

call  today. 

As  a  successful  wireless  operator  in  our  own  right,  ALLTEL  knows  what  customers 
want.  As  the  provider  of  customized  billing  and  customer  care  solutions  for  companies 
like  Wireless  One  Network,  Centennial  Cellular  Corp.,  and  Piltel  in  the  Philippines, 
we  have  shown  we  can  deal  flexibly  and  creatively  with  rapid  growth  in  many 
different  markets.  And  having  jointly  developed  a  system  that  manages  GTE's 
4.5  million  cellular  subscribers — including  1  million  who  arrived  overnight  after  a  1993 
acquisition — we  have  proven  our  expertise  in  developing  scalable  client/server-based 
technology,  ready  for  any  demand  the  future  may  bring. 


1-888-2-ALLTEL 


www.alltel.com 
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images  simultaneously  on  different 
screens,  where  changes  made  by  one 
person  are  instantly  reflected  on  the 
other  screen. 

Multipoint  Videoconferencing: 
addresses  the  barriers  a  worldwide  orga- 
nization may  have  in  keeping  its  various 
offices  in  touch  and  coordinating  their 
efforts.  With  this,  a  financial  services 
company  could,  for  example,  schedule 
routine  "cyber  staff  meetings"  with 
branches  around  the  country. 

Web-Based  Marketing/Transactions: 
One  of  the  more  familiar  uses  of  the 
Internet  is  as  a  public  platform  for  elec- 
tronic trade.  Retail  companies  can 
market  their  products  on  a  Web  site, 
and  anyone  is  free  to  log  on,  select  an 
item  and  close  the  transaction.  The  key 
to  successfully  deploying  these  Web- 
based  transaction  platforms  is  the  secu- 
rity built  into  the  back-office  systems 


and  networks. 

Cyber  Call  Centers:  The  Yankee 
Group  has  observed  a  clear  movement 
toward  tying  Web  sites  to  call  centers 
where  live  agents  can  answer  questions 
and  close  a  transaction  initiated  on  trie 
Web.  For  buyers  who  are  put  off  by  the 
limitations  of  isolated,  self-service  shop- 
ping on  the  Internet,  the  prospect  of  on- 
the-spot  assistance  from  a  customer  ser- 
vice agent  can  bridge  a  crucial  gap. 

THE  AGE  OF  DATA 

Over  the  next  five  years,  as  corpora- 
tions step  up  their  adoption  of  these 
and  other  business  applications,  the 
Yankee  Group  believes  that  networks 
will  be  driven  to  dramatically  faster 
speeds  and  higher  bandwidth,  or 
capacity,  requirements.  As  a  result  of 
these  applications,  the  anticipated 
annual  growth  in  IP  and  Internet  data 


Voice  vs.  Internet  ' 
Data  Traffic  Growth 
1996-2001 
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Joseph  P.  Nacchio 
President  and  CEO 
Qwest 

Communications 
International,  Inc. 


An  Interview  With  Joseph  P.  Nacchio 

How  is  Qwest  changing  the  communications  industry? 

The  Qwest  Macro  Capacity"  Fiber  Network  enables  cus- 
tomers to  exchange  images,  data  and  voice  as  easily  as  tra- 
ditional telephone  networks  enable  voice  communication. 
We  are  leveraging  our  greatest  assets  —  our  network  and 
our  highly  talented  management  team  —  to  bring  the 
benefits  of  digital  communications  to  businesses  and 
consumers  around  the  world. 


What  does  Qwest  have  to  offer  to  businesses  and  consumers? 

Qwest  offers  cutting-edge  voice  and  data  communications  solutions  at  highly 
competitive  prices. 


How  is  Qwest's  approach  different? 

Qwest  is  the  leader  for  a  brand  new  communications 
paradigm  in  which  bandwidth  is  a  key  factor.  By  intro- 
ducing the  notion  of  unlimited  bandwidth,  Qwest  will 
facilitate  the  creation  of  a  new  generation  of  multimedia 
products  and  applications  that  have  yet  to  be  imagined. 
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Qwest 


Source:  The  Yankee  Group 

traffic  is  100%  compared  to  5%  to  7% 
for  voice  traffic.  As  the  diagram  above 
shows,  this  acceleration  will  cause  data 
and  Internet  traffic  to  equal  the  volume 
of  voice  traffic  by  the  year  2002. 

Given  these  dramatic  changes,  it  is 
arguable  that  separate  voice  and  data 
networks  no  longer  make  sense.  Instead, 
it  makes  sense  for  voice  to  become  a  ser- 
vice offered  on  a  data  network.  The 
views  of  network  managers  confirm  this. 
The  Yankee  Group's  surveys  show  that 
network  managers  are  seriously  analyz- 
ing a  scenario  in  which  voice  will  be  car- 
ried on  enterprise  networks  where  data 
traffic  accounts  for  a  majority  of  the 
bandwidth  utilized.  These  business  cus- 
tomers are  already  beginning  to  experi- 
ment with  running  voice  and  fax  traffic 
over  their  frame  relay  or  IP-based 
intranets,  using  IP  telephony  carriers  for 
a  portion  of  their  international  voice 
traffic,  and  using  IP  voice  on  their  Web 
commerce  sites.  The  evolutionary  path 
for  enterprise  network  strategy  begin- 
ning in  the  year  2000  points  toward  a 
single  network  with  the  ability  to 


You    see    coffee 


We    see    data 


Two-thirds  of  the  Fortune  500   rely  on  Sprint's  vision  of  data 

Every  day.  industry  relies  on  data  to  sell  products,  satisfy  customers  and  manage  people  and 
processes.  That's  why  Sprint,  as  a  leader  in  advanced  data  communications,  offers  a  full  portfolio 
of  solutions  for  your  applications  —  from  simple  e-mail  to  complex  integration  of  voice, video  and 
data.  And  that  lets  us  give  thousands  of  companies  a  competitive  edge.  We  can  do  the  same  for 
you.   Because  business  runs  on  data.  And  data  runs  on  Sprint,  www.sprint.com  1« 888 -730 -DATA 


Sprint 


We  help  your  business  do  more  business' 
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integrate  voice,  data,  fax,  video  and 
multimedia  traffic. 

What  supports  this  march  toward  a 
single  network  is  technological  innova- 
tion. In  another  era  —  not  that  long  ago 
—  business  telecommunications  net- 
works carried  primarily  voice.  When  the 
public  telephone  network  infrastructure 
was  first  built  decades  ago,  it  was 
designed  to  handle  voice,  using  voice 
switches.  By  contrast,  computer  net- 
works from  the  mainframe  to  the  LAN- 
based  client/server  era  have  used  a  net- 
work designed  to  handle  data  traffic,  but 
not  speech.  The  video-conferencing  sys- 
tems employed  by  most  companies  typ- 
ically use  yet  another  separate  network. 
The  telecommunications  world  was 
carved  into  separate  networks  for  tech- 
nological reasons:  the  switches  weren't 
fast  enough  to  handle  all  types  of  traffic. 
This  becomes  apparent  when  trying  to 


transmit  voice  over  a  network  designed 
for  data.  The  result  is  a  choppy,  delayed 
transmission  of  the  voice  —  dreadful  for 
a  real-time  conversation  but  fine  for 
receiving  data. 

Single  Network  Technology 

Recently,  the  technology  for  relaying 
voice  traffic  over  a  data  network  has 
made  great  strides.  Indeed,  much  of  the 
telecommunications  infrastructure  is 
shifting  from  conventional  circuit 
switching  for  voice  to  the  more  flexible 
packet  switching  technology  that  can 
support  the  explosive  growth  in  data 
and  multimedia  applications,  particu- 
larly over  the  Internet.  The  development 
of  high-speed  switching  allows  a  net- 
work to  recognize  and  switch  among 
voice,  data  and  video.  These  switches 
treat  all  traffic  the  same  way  —  as  if  it 
were  all  digital  bits  —  but  the  ability  to 


New  Communications  Company  Rolls  Out 
Simplicity,  Service  and  Savings 

Teligent,  the  new  integrated  communications  company,  will  soon  begin  offer- 
ing small  and  medium-sized  business  customers  something  that  hasn't  been 
available  to  them  before:  a  full  range  of  high-quality,  high-bandwidth  com- 
munications services  at  very  attractive  prices.  That  means  local  and  long-dis- 
tance voice  service,  fast  Internet  access,  high-speed  data  transmission  and  full- 
motion  video  conferencing.  All  in  one  package,  together  on  one  simple  bill. 

Teligent  will  deliver  its  services  over  its  own  digital  wireless  networks  that 
ultimately  will  reach  more  than  700  cities  and  towns  across  the  country.  The 
company  will  initiate  service  in  at  least  ten  major  metropolitan  areas  in  1998, 
and  add  at  least  20  more  in  1999. 

Led  by  Chairman  and  CEO  Alex  J.  Mandl,  former  president  and  COO  of 
AT&T,  Teligent's  management  team  collectively  has  more  than  a  century  of 
experience  in  the  telecommunications  business.  The  company,  which  went 
public  in  November,  is  traded  on  the  NASDAQ  Stock  Market  under  the 
symbol  TGNT 

For  more  information,  visit  the  Teligent 
Web  site  at  www.teligent.com. 


'Teligent 

The  Smart  Way  To  Communicate 


Current  Status  of  Voice 
Over  Data  Networks 
(IP,  Frame  Relay  and  ATM) 


Company  Characteristics 

•  Revenue:  $7.3  billion 

•  Assets:  $50  billion 


■  Employees:  35,000 


Yankee  100  Survey.  1998 
300  Network  Manager  Respondents 


Considering 
Not  Likely 


Already  Deployed 
Within  6  Months 


Source;  The  Yankee  Group 

prioritize  voice  means  no  lags  in  trans 
missions.  Furthermore,  the  overall  qual 
ity  of  digital  voice  over  data  networks  b 
improving,  and  soon  will  be  superior  tc 
that  of  standard  voice  networks.  The 
concept  of  a  single  network  with  switch- 
es that  can  handle  all  forms  of  traffic 
brings  important  benefits  to  carriers  anc 
customers.  As  a  result  of  these  single 
networks,  the  cost  of  carrying  traffic 
should  drop,  and  providers  can  offer 
even  lower  prices. 

The  Yankee  Group  believes  that  for 
many  companies,  voice  and  data  inte- 
gration will  begin  on  their  local  area 
network,  and  new  suppliers  such  as  e- 
Net  are  leading  the  way  with  conver- 
gence solutions  for  the  desktop,  PBX 
and  LAN.  A  pioneet  in  developing  "data 
telephony"  solutions  for  both  the  LAN 
and  WAN,  e-Net  is  focused  on  adding 
the  signaling  systems  and  billing  capa- 
bilities necessary  to  support  carrier 
grades  of  service.  To  address  the  prob 
Iem  of  scalability,  e-Net  has  formed  a 
partnership  with  Summa  Four  to  create 
a  carrier-class  voice-over-IP  gateway 
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something    far     sharper 
than     a     SCO  I  pel. 


It  cuts  diagnosis  time,  treatment  time  and  administrative  time.  It's  a  sharp 
little  tool  called  telemedicine.  Using  high-speed  data  connections,  surgeons 
separated  by  miles  work  side-by-side  in  the  operating  room.  Physicians  find  and 
display  remote  patient  records.  Hospitals  connect  to  distant  labs.  All  to  bring 
the  most  innovative  treatments  to  patients  all  around  the  South.  The  network  for 
telemedicine.  Just  one  of  the  big  world  ideas  from  the  whiz  kids  down  the  street. 


www.  bellsouth.com 
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The  Neighborhood  Whiz  Kids 
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targeting  CLECs,  ISPs  and  other  emerg- 
ing voice/data  carriers. 

As  the  incumbent  local  and  long  dis- 
tance telcos  get  serious  about  the  con- 
vergence of  their  voice  and  data  net- 
works, they  turn  to  the  primary 
suppliers  of  carrier-grade  networks  for 
solutions.  The  opportunities  and  chal- 
lenges of  voice/data  convergence  have 
lead  to  the  recent  spate  of  mergers 
among  suppliers  like  Nortel  and  Bay 
Networks,  Tellabs  and  Ciena,  as  well  as 
Alcatel  and  DSC  Communications. 

Since  its  separation  from  AT&T, 
Lucent  Technologies  has  been  expand- 
ing its  presence  in  the  enterprise  data 
networking  arena,  and  is  focused  on 
providing  the  most  reliable  path  toward 
integrating  voice  and  data  traffic  on 
both  public  carrier  and  enterprise  net- 
works. Lucent  is  rapidly  expanding  its 
product  portfolio  to  address  voice/data 


convergence  on  both  LAN,  WAN  and 
carriers'  networks,  including  high-speed 
data  switching,  Internet-telephony 
servers,  optical  networking  and  broad- 
band access  solutions.  By  combining 
this  comprehensive  product  line  with  its  . 
advanced  network  management  sys- 
tems, Lucent  takes  a  customer-centric 
approach  to  voice/data  integration, 
focusing  on  solving  the  business  prob- 
lems of  both  its  enterprise  and  carrier 
customers. 

SUPER-CARRIER  COMPETITION 

Just  as  users  and  equipment  suppliers 
are  struggling  with  the  "one-network" 
revolution  that  is  emerging  in  telecom- 
munications, so  too  are  the  carriers.  Sev- 
eral of  the  leading  long  distance  compa- 
nies have  embraced  the  concept  of 
voice/data  convergence,  and  have  initi- 
ated the  process  of  modernizing  their 


Bill  O'Shea 
President,  DNS 
Lucent  Technologies 


There's  a  revolution  in  communications  networking  and 
Lucent  Technologies  is  leading  the  way.  That's  because 
Lucent  knows  networks  better  than  anybody.  With  over 
100  years  of  communications  expertise,  Lucent  is  pro- 
viding the  best  path  to  evolving  data  and  voice  public 
and  enterprise  networks. 

In  fact,  Lucent  is  already  making  itself  a  revolution 
leader  with  products  and  solutions  that  change  the  way 
data,  voice  and  video  are  handled  in  public  and  enter- 
prise networks.  Solutions  like  the  P550'M  Cajun1M  Gigabit  Ethernet  Switch, 
the  Internet  Telephony  Server-Enterprise  and  the  world-class  support  of 
NetCare®  Data  Services  improve  the  way  networks  handle  data  while  bring- 
ing existing  voice  networks  to  the  IP  world. 

When  you  select  Lucent  Technologies'  products,  services  and  solutions,  you 
can  be  confident  that  you  are  getting  unparalleled  technology  of  the  highest 
available  quality  and  reliability.  So  that  in  the  end,  Lucent  can  be  trusted  as 
the  source  for  your  converged  voice,  data  and  video  needs. 


Lucent  Technologies 

Bell  Labs  Innovations 


infrastructure  to  deliver  its  promise  to 
business  customers.  From  the  providers' 
perspective,  the  ultimate  aim  is  to  deliv- 
er solutions  to  customers  that  distin- 
guish them  from  competitors. 

The  pursuit  of  these  goals  is  yielding  a 
number  of  recognizable  telecom  profiles. 

•  The  Integrated  Carrier:  Its  chief 
attribute  is  the  ability  to  offer  local, 
long  distance,  wireless  and  Internet 
services  through  a  one-stop  shopping 
arrangement. 

•  The  Carriers'  Carrier:  These  com- 
panies focus  on  selling  bulk  capacity 
on  their  backbone  networks  to  other 
carriers  and  resellers  on  a  wholesale 
basis. 

•  The  Super-Carrier:  Integrated  tele- 
com providers  that  are  moving 
beyond  one-stop  shopping  into  the 
realm  of  advanced  enterprise  network 
solutions  and  corporate  intranets  that 
combine  voice,  data  and  video  using 
Internet  technology. 

This  movement  toward  super-carrier 
competition  is  being  facilitated  by  inte- 
grated carriers  that  are  already  selling  a 
wide  range  of  services  to  their  business 
customers,  and  are  beginning  to  lever- 
age high-speed  data  switching,  optical 
networking  and  Internet  technologies  to 
deliver  broadband  enterprise  network 
solutions.  As  telcos  focus  on  developing 
capabilities  and  breaking  into  new 
market  segments,  they  often  try  to 
leapfrog  competitors  through  an  acqui- 
sition or  to  join  forces  through  a  mutu- 
ally beneficial  merger.  These  activities 
have  turned  the  provider  market  into  a 
highly  volatile  environment;  often  a 
merger,  for  example,  will  motivate  com- 
petitors to  reassess  their  own  market 
strengths  and  take  some  action  to  avoid 
falling  behind.  In  several  cases,  carrier 
alliances  and  mergers  are  accelerating 
the  introduction  of  these  new  network 
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services  and  their  availability.  Carrier 
■nergers  are  also  allowing  certain  carri- 
ers to  take  a  leadership  role  in  all  three 
■narkets  described  above.  In  the  past 
12  to  18  months,  these  trends  have 
yielded  a  number  of  newly  configured 
providers. 

Consolidation  among  the  incumbent 
local  carriers  is  progressing  rapidly,  high- 
lighted by  the  recent  activities  of  SBC 
Communications  and  Bell  Atlantic. 
Having  completed  the  acquisitions  of 
Pacific  Telesis  and  SNET,  SBC  has 
recently  proposed  a  merger  with 
Ameritech  to  create  the  largest  ILEC, 
with  54  million  access  lines  in  13  states. 

With  the  completion  of  the  Bell 
Atlantic  and  NYNEX  merger  last  year, 
the  recently  proposed  merger  with  GTE 
would  create  an  even  larger  local 
exchange  carrier  serving  63  million 
access  lines  stretching  over  38  states. 
The  combined  GTE/Bell  Atlantic  com- 
pany would  also  have  the  advantage  of 
GTEs  early  lead  in  long  distance  and  IP 
data  networking  services,  along  with 
extensive  wireless  and  international 
properties.  While  other  proposed  merg- 
ers among  local  carriers  are  also  likely  to 
be  announced  this  year,  it  is  important 
to  note  that  the  regulatory  and  share- 
holder approval  process  will  at  a  mini- 
mum delay  the  completion  of  the  most 
recent  telco  mergers  until  1999. 

Qwest  is  a  relatively  new  long  dis- 
tance company  that  is  building  a 
nationwide,  advanced,  Macro  Capaci- 
ty "  Fiber  Network  with  enormous 
capacity  that  can  expand  as  the  dra- 
matic rise  of  the  Internet  increases 
demand.  This  next-generation  network 
serves  as  the  foundation  of  an  impor- 
tant wholesale  market  that  is  a  stepping- 
stone  for  all-out  carrier  competition. 
Local  telcos  are  buying  economical 
capacity  on  these  high-capacity  carrier's 


Super-Carrier  Mergers  and  Acquisitions 

Telecom  Merger 

Result 

AT&T/TCG/CERFnet 

AT&T/TCI 

Integrated  Business  Local,  LD  &  ISP 
Integrated  Consumer  Video,  Telephone 
and  Broadband  Internet  Services 

AT&T/BT  Global  Venture 

Global  IP  Broadband  Network 

MCI/WorldCom 
(UUNET/MFS/Brooks) 

Long  Distance,  Local  and  ISP 

SBC/Pacific  Telesis/SNET 
SBC/Ameritech 

Expanded  8-State  Territory 
Add  Another  5  States 

Bell  Atlantic/NYNEX 

Expanded  13-State  Territory 

GTE/BBN 

Local,  Long  Distance  and  ISP 

Bell  Atlantic/GTE 

63  Million  Lines  in  38  States 

Head  Start  in  IP  Data  and  Long  Distance 

Qwest/LCI 

Carrier's  Carrier/Retail  LD 

U  S  WEST/Continental  Cablevision 

Telecom,  Cable  and  Internet 

Intermedia/Digex 

CLEC  and  ISP 

ICG/NetCom 

CLEC  and  ISP 

Source:  The  Yankee  Group 

carrier  networks  to  compete  in  long  dis- 
tance voice  and  data  markets  quickly 
without  first  having  to  build  their  own 
infrastructure.  Although  Qwest  entered 
the  market  to  sell  capacity  on  a  whole- 
sale basis  to  other  carriers,  its  high  stock 
valuation  enabled  a  strategic  twist: 
Qwest  bought  would-be  customers  and 
Internet  service  providers  and  put  their 
traffic  on  its  network.  Earlier  this  year, 
Qwest  and.  LCI  merged  to  form  the 
fourth-largest  long-distance  carrier  in 
the  U.S.  Qwest  has  already  introduced 
frame  relay,  ATM  and  IP  data  services, 
as  well  as  full-featured  voice  and  voice- 
over-IP  services.  This  makes  Qwest  the 
first  of  the  "new  age  carriers"  to  assert 
itself  as  a  full-service  retail  provider  of 
enterprise  network  solutions  in  the 
super-carrier  marketplace. 

To  keep  pace  with  newly  construct- 
ed infrastructure  that  embodies  the 
single  network  concept,  the  major  long 
distance  carriers  are  investing  heavily  to 
upgrade  and  increase  the  capacity  of 
their  existing  fiber  networks.  Their  aim 
is  to  enhance  reliability  and  remain 


competitive  on  quality,  cost  and  cus- 
tomer pricing,  while  simultaneously 
extending  into  local  services,  high- 
speed Internet  and  global  enterprise 
networking. 

Sprint  was  one  of  the  first  long  dis- 
tance competitors  to  build  an  all-digital 
fiber  optic  network  in  its  effort  to  com- 
pete with  AT&T  in  the  consumer  and 
business  markets.  Sprint  has  recently 
announced  its  plans  to  deploy  a  revolu- 
tionary new  "Integrated  On-demand 
Network"  (ION)  to  offer  high-speed 
data,  voice  and  video  to  both  residential 
and  business  customers.  Sprint  empha- 
sizes that  the  new  ION  network  will 
expand  the  bandwidth  and  range  of 
service  available  to  business,  which  will 
no  longer  be  required  to  manage 
numerous  complex  networks.  As  the 
only  major  long  distance  carrier  with 
local  exchange  properties  (in  secondary 
markets),  Sprint  will  be  working  with 
several  ILECs  (including  GTE,  South- 
western Bell,  BellSouth  and  Ameritech) 
to  develop  high-speed  broadband  met- 
ropolitan area  networks  (BMANs)  for 
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large  business  access  to  ION.  Hallmark 
Cards  is  one  of  the  first  customers  to 
implement  Sprint's  ION  to  integrate  its 
extensive  voice,  data  and  video  services 
onto  a  single  enterprise  network. 

Over  the  past  six  months,  AT&T  has 
announced  three  major  acquisitions 
and  joint  ventures  that  are  designed  to 
position  itself  as  the  leading  U.S. -based 
provider  of  integrated  voice,  data  and 
video  services  for  both  businesses 
and  consumers.  While  its  recently 
announced  merger  with  cable  giant 
TCI  promises  to  deliver  digital  video, 
voice  and  Internet  services  to  residen- 
tial customers,  AT&T's  business  cus- 
tomers will  be  more  directly  affected  by 
its  acquisition  of  Teleport  Communi- 
cations Group  (TCG)  and  its  global 
venture  with  British  Telecom  (BT). 
Nearly  15  years  after  divesting  itself  of 
the  Bell  Companies,  AT&T  is  now 


completing  its  acquisition  ofTCG,  the 
largest  competitive  LEC  with  local 
fiber  and  switches  in  more  than  50 
U.S.  metros.  Using  the  TCG  local  net- 
work sales  force  and  account  teams, 
AT&T  will  provide  integrated  "any  dis- 
tance" services  to  large  and  small  busi- 
nesses nationwide.  AT&T  will  also 
leverage  its  dedicated  fiber  broadband 
Internet  access  to  extend  Web  hosting, 
commerce  and  IP-based  virtual  private 
networking  services  to  its  business  cus- 
tomers. Through  its  new  global  joint 
venture  with  BT,  AT&T  will  develop  a 
new  worldwide,  intelligent,  managed 
IP  network  to  support  the  enterprise 
networking  and  electronic  commerce 
requirements  of  multinational  business 
customers.  Together,  these  bold  new 
initiatives  promise  to  put  AT&T  into 
the  lead  in  the  global  super-carrier 
marketplace,  and  in  a  unique  position 


to  guide  business  customers  into  th< 
era  of  "One  Network"  in  the  nex 
decade. 


n 


C.  Michael  Armstrong 
Chairman  and  CEO 
AT&T 


Businesses  have  much  to  gain  from  the  rise  of  voice/data 
convergence,  including  reduced  complexity,  faster  cycle 
times,  and  lower  costs.  And  no  company  is  doing  more 
to  deliver  than  AT&T.  For  example, 

•  our  business  Internet-protocol  (IP)  volume  will 
increase  seven-fold  this  year 

•  we're  installing  equipment  to  multiply  our  IP  back- 
bone capacity  by  eight  times,  using  our  industry- 
leading  SONET/ ATM  technology 

•    our    mergers    with    Teleport    Communications    Group    and    Tele- 
Communications,  Inc.  are  further  diversifying  our  network  infrastructure, 
and  accelerating  our  convergence  efforts  via  new  digital  connections  to 
customers. 
This  focus  on  progress  doesn't  mean  we'll  abandon  our  attention  to  existing 
networks.  We  understand  that  businesses  will  continue  to  need  the  reliability, 
high  performance,  intelligent  features,  and  security  they've  come  to  expect. 

We're  working  to  bring  these  attributes  to  the  converged  network,  to 
ensure  that  AT&T  meets  customers'  needs  ■ 

both  todav,  and  tomorrow.  ^L      ^^^ 

AT&T 


One  Network:  The  Next  Stage 
in  Enterprise  Networking 

With  all  of  the  attention  being  placec  ^gfli 
on  carrier  mergers  and  alliances  as  th 
telecom  marketplace  evolves,  busines: 
customers  would  be  well  advised  tc 
focus  on  those  services  and  applications' 
that  can  be  delivered  within  the  next  six 
months.  The  efficient  delivery  of  one 
stop  shopping  with  integrated  discounts 
and  single-point  billing  remains  a  chal 
lenge  for  even  the  most  advanced  super- 
carriers,  and  the  true  integration  of 
voice,  data  and  video  applications  on  a 
common  enterprise  network  is  still  an 
least  a  year  away.  While  the  carriers- 
jockey  for  position  in  the  volatile  tele- 
com marketplace,  the  Yankee  Group 
believes  that  the  focus  for  voice/data 
convergence  in  the  near  term  will  be  in 
selected  applications  such  as  Web- 
enabled  call  centers,  interactive  multi- 
media training  and  desktop  collabora- 
tion over  corporate  intranets.  The 
direction  of  the  market  toward  one  net- 
work is  clear,  but  business  considera- 
tions and  regulatory  factors  that  could 
slow  down  carrier  deployment  will  gate 
the  pace  of  this  movement.  Those  at 
the  cutting  edge  in  the  enterprise  net- 
working market  can  still  gain  a  signifi- 
cant competitive  advantage  through  the 
network  management  efficiencies, 
reduced  costs  and  application  benefits 
of  voice/data  convergence. 

The  Yankee  Group  can  be  reached  for 
comment  at: 

The  Yankee  Group 

31  St.  James  Ave. 

Boston,  MA  0211 6-41 1 1 

617-956-5000 

e-mail:wsmulsky@yankeegroup.  com 
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computers  &  communications 

A  new  chip  could  upset  the  established  order 
in  the  videogame  business.  At  least,  that's 
the  desperate  hope  of  ailing  Sega  Enterprises. 

Sega's  new 
dimension 


The  battle 
of  the  gamers 

SONY  PLAYSTATION 
Launched:  Dec.  1994 
Units  sold:  33  million 


By  Neil  Weinberg 

Never  a  dull  moment  in  the  video- 
game business.  Sony  and  Nintendo 
pretty  much  have  it  locked  up  now, 
but  Sega  Enterprises  could  come  out 
of  a  distant  third  place 
to  give  them  a  serious 
challenge.  It  aims  to  do 
so  on  the  strength  of  a 
new  chip  that  will  be 
quite  dazzling  if  it  lives 
up  to  its  promise. 

The  chip  is  a  graphics 
accelerator,  a  specialized 
supercomputer  of  sorts 
that  handles  the  flood 
of  data  needed  to  create 
moving  two-  and  three- 
dimensional  images. 
Sega's  new  accelerator 
will  be  the  PowerVR, 
designed  by  VideoLogic, 
a  small  British  chip 
design  studio,  and  pro- 
duced by  Japan's  NEC 
Corp.  How  dazzling? 
The  chip,  etched  in 
0.25-micron  detail — 
state-of-the-art  for 
graphics  processors — fits 
10  million  transistors 
onto  a  space  about  the 
size  of  a  fingernail.  And 
these  chips  will  cost 
Sega  as  little  as  $30  or 
so  each,  which  is  how 
cheap  an  accelerator 
chip  has  to  be  to  com- 
pete in  the  game 
market.  VideoIx)gic  and 
Nix:  claim  that  the  Pow- 
erviOs  new  way  of  creat- 
ing three-dimensional 
graphics  is  so  powerful 
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NINTENDO  64 
Launched:  June  1996 
Units  sold:  16  million 


that  it  can  give  a  game  player  costing 
a  few  hundred  dollars  the  kind  of 
graphics  you  can  get  today  only  from 
a  $20,000  arcade  system. 

Over  the  next  several 
months  Sega  will  roll 
out  its  new  Dreamcast 
game  player  using  the 
new  chip.  Even  before 
the  first  box  has  seen  the 
light  of  day,  the  chip  has 
upset  some  applecarts. 
After  Sega  dumped 
3Dfx  Interactive,  which 
it  had  been  working 
with  on  graphics  chips, 
3Dfx  sued  Sega,  NEC 
and  VideoLogic. 

Assuming  the  suit 
doesn't  stop  the  busi- 
ness, a  win  with  this 
product  will  give  a  real 
boost  to  VideoLogic, 
which    has    only    130 


employees.  Besides  the  game  market.  ' 
there's  a  world  of  PCs  to  conquer — i 
graphics  accelerators  make  videogamei 
and  other  interactive  CD-ROMs  mores 
lively.  Including  both  the  game  con 
sole  and  the  PC  markets,  sales  o 
graphics  accelerators  jumped  fro 
140,000  units  in  1995  to  34  million 
last  year,  according  to  4th  Wave,  Inc.,1 
an  Alexandria,  Va.  research  firm.  This 
year  sales  of  graphics  accelerators 
should  nearly  double,  to  63  million 
units,  worth  roughly  $1.2  billion. 

Sega,  for  its  part,  desperately  needs 
a  winning  play.  Its  Saturn  game  player 
has  been  zapped  off  U.S.  retail  shelves 
by  Sony's  PlayStation  and  the  Ninten- 
do 64.  Sega's  share  of  the  game  player 
business  is  down  to  18%  from  nearly 
50%  a  few  years  ago.  The  company  is i 
operating  deeply  in  the  red  on  expect- 
ed sales  this  fiscal  year  of  $2.2  billion. 
Its  $828  million  in  bonds  outstanding . 
were  downgraded  to  junk  status  by 
Moody's  in  late  July. 

What  can  VideoLogic's  design  do 
that  other  3-D  chips  can't?  The  clever- 
ness here  is  in  what  the  chip  doesn't 
do.  Existing  designs  evolved  from"  s other tf 
flight  simulators  and  other  high-end 
applications,  where  cost  wasn't  the  top 
concern.    These  applications  create  ^tpth, 
images  by  constructing  3-D  polygons 
that  describe  an  entire  object   (see  • 
illustration,  opposite). 

It's  a  data-hungry  approach.  Think 


Virtual  Tower  of  Babel 

Sega  is  betting  unprecedented  realism 

will  move  millions  of  game  machines. 
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SEGA  DREAMCAST 

Planned  launch:  Nov.  1998 
Sales  target:  35  million 
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Conventional  graphic  systems  layer  3-D  objects  on  each  other,  although  most  surfaces  are 
jut  of  sight  from  any  given  angle.  The  PowerVR  divides  the  screen  into  tiles  and  devotes  itself 
o  rendering  only  what's  visible  in  each.  The  result,  say  backers,  is  superior  low-cost  graphics. 


ONVENTIONAL  3-D  RENDERING 


I 


Of  looking  at  the  facade  of  a  house  with 
the  other  three  sides  hidden.  With  con- 
ventional 3-D  graphics,  the  computer 
generates  and  stores  data  rendering  the 
depth,  shape,  color  and  texture  of  the 
entire  house — including  walls,  windows 
and  doors  that  are  out  of  sight.  Creat- 
ing these  graphic  images  requires  lots 
of  silicon;  storing  them  requires  lots  of 
separate  memory  chips. 

Even  though  these  graphics  chips 
whip  up  close  to  1  million  polygons  a 
second,  they  bog  down  in  the  data, 
which  can  travel  only  so  last  between 
the  graphics  accelerator  and  the 
memory  chips  nearby.  The  limited 
number  ot"  polygons  means  that 
speeding  up  one  of  these  systems  to 
refresh  the  screen  60  times  a  second, 
as  is  needed  to  smoothly  render  fast- 
action  scenes,  requires  cutting  the 
number  of  polygons  per  screen  to  the 
point  where  detail  suffers.  Straight 
edges  become  noticeably  jagged.  Sim- 
ilar compromises  are  required  for  the 
data-hungry  layering  of  images 
needed  to  simulate  things  like  smoke 
and  translucent  glass. 

Starting  from  a  blank  slate  in  1990, 
VideoLogic  founder  Anthony 
Maclaren  assigned  a  team  of  engineers 
to  find  a  way  to  deliver  high  quality 
graphics  at  prices  that  would  lure  mass 


markets.  Their  solution  was  to  divide 
the  screen  into,  say,  300  tiles  of  1,024 
pixels  each,  for  a  total  of  307,200 
pixels.  Then,  rather  than  building 
polygons  that  are  mostly  invisible  on 
top  of  each  other,  the  engineers 
devised  a  way  to  render  in  each  tile 
only  graphic  data  that  are  actually  vis- 
ible at  a  given  moment. 

VideoLogic  and  NEC  claim  that 
their  hidden  surface  removal  system 
requires  just  20%  to  33%  as  much 
data  to  create  images  equal  in  quality 
to  those  of  a  polygon-based  system. 
The  payoff:  Cutting  out  so  much 
data  enabled  them  to  get  rid  of  exter- 
nal depth  memory  as  well  as  bottle- 
necks caused  by  shuffling  data 
between  it  and  the  graphics  chip. 
With  several  megabits  of  data  stored 
momentarily  on  the  PowerVR  itself, 
the  chip  runs  at  3  million  polygons  a 
second — 3  times  as  fast  as  the  latest 
arcade  games,  and  1 5  times  the  speed 
of  Sony's  PlayStation. 

Figure  in  the  cost  of  the  memory 
plus  the  larger  circuit  boards  needed 
for  rival  systems,  and  the  VideoLogic- 
nhc  team  claims  its  system  costs  hard- 
ware makers  half  as  much  as  one  using 
older  technologies. 

Coming  up  with  a  nifty  architecture 
is  only  half  the  battle.  You've  still  got 


to  get  game  writers  to  use  it.  Many 
developers  weaned  on  polygons  found 
the  tools  provided  for  the  first  gener- 
ation of  PowerVR  chips  (which 
debuted  in  1996)  hard  to  work  with. 
VideoLogic  and  NEC  say  they've 
worked  out  most  of  the  bugs  this  time 
around.  For  Sega's  coming  Dreamcast 
machine,  developers  can  use  familiar 
software-writing  tools  like  Microsoft's 
DirectX. 

"We  wanted  a  unique  architecture 
we  could  sell  into  the  console,  arcade 
and  PC  markets  and  accumulate  a 
huge  number  of  software  titles,"  says 
Hirokazu  Hashimoto,  president  of 
NEC  Electronics  in  Santa  Clara,  Calif., 
who's  in  charge  of  the  PowerVR. 

He'll  have  to  hurry.  Sony  and  Nin- 
tendo are  unlikely  to  sit  on  their 
hands.  In  the  PC  market,  a  new 
Nvidia  Corp.  chip  is  getting  rave 
reviews,  and  the  Intel  740  graphics 
chip  recently  joined  the  fray. 
Microsoft  is  pushing  Talisman, 
another  tile-based  architecture,  for 
which  Fujitsu  will  launch  the  first 
chip  later  this  year. 

Can  NEC  deliver?  For  a  Japanese 
chipmaker  desperately  seeking  ways  to 
wean  itself  from  the  depressed 
memory  business,  this  videogame  is  of 
epic  proportions.  Mi 
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Different  people  respond  differently 
to  the  same  drug.  If  doctors  could  predict 
these  outcomes,  patients  would  get 
a  lot  more  mileage  out  of  medicines. 

This  drug 
is  for  you 


By  Zina  Moukheiber 

One  man's  meat  is  another  man's 
poison,  and  drug  companies  want  to 
know  how  to  tell  those  two  men  apart. 
They're  looking  for  clues  in  the  ways 
genes  vary  from  person  to  person. 

Most  Alzheimer's  patients  fail  to 
respond  properly  to  Parke -Davis'  drug 
Tacrine,  and  scientists  suspect  that  the 
explanation  lies  in  a  variant  of  a  gene 
called  APOE  (apolipoprotein  E).  A 
gene  responsible  for  a  liver  enzyme 
may  underlie  side  effects  sometimes 
seen  with  Seldane,  Hoechst  Marion 
Roussel's  allergy  drug.  That's  why 
Hoechst  took  Seldane  off  the  market 
in  February. 

"For  every  drug,  there  are  between 
10%  and  40%  of  people  who  don't 
respond  optimally,"  says  George  Poste, 
chief  science  officer  at  British  pharma- 
ceuticals giant  SmithKline  Beecham. 

If  genes  could  tell  us  who  could  take 
a  given  drug,  the  benefits  would  be 
obvious.  Your  doctor  would  be  able  to 
customize  your  medication  so  as  to 
increase  efficacy  and  decrease  risk.  A 
lot  of  drug  candidates  that  didn't  quite 
pass  muster  might  suddenly  find  niches 
in  the  market.  And  getting  them 
through  the  approval  pipeline  would 
become  less  onerous. 

"If  I  can  pretype  people  as  a  condi- 
tion for  entering  into  the  trial,  then 
I'm  more  likely  to  get  away  with 
smaller,  less  expensive  trials  and  be 
able  to  process  more  drugs,"  saj  s 
Allen  Roses,  head  of  worldwide 
genetics  at  Glaxo  Wellcome,  the 
British  pharmaceuticals  maker. 

Roses  discovered  the  apparent  COD 
Flection  between  Alzheimer's  and  the 

2  OS 
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APOE  gene  in  his  former  job  as  a  pro- 
fessor at  Duke  University.  He  knew 
APOE  lay  in  a  particular  region  of  chro- 
mosome 19.  To  test  Glaxo's  abilitv  to 
build  a  genomic  map,  he  asked  Glaxo's 
scientists  to  sift  through  4  million 
nucleotides,  or  genetic  letters,  in  that 
region.  They  found  114  points  at 
which  people's  DNA  may  differ  by  one 
nucleotide.  Thanks  to  automated 
Perkin-Elmer  sequencing  machines, 

In  three  years  a  physician 
may  he  able  to  identify 
asthmatics  who  have  side 
effects  from  A  abort's  Zyflo. 


the  job  took  just  three  months. 

Glaxo  hopes  to  have  a  database  of 
markers  within  three  years.  It  has 
already  begun  compiling  pharmacoge- 
nomic  data  on  experimental  drugs  for 
asthma,  diabetes  and  migraines.  The 
company  supplements  this  data  with 
reports  on  how  different  people 
respond  to  drugs,  reports  which  it 
obtains  from  more  than  500  clinics  in 
the  U.S.  and  Europe. 

A  video  pitch  narrated  by  Penelope 
Manasco,  director  of  clinical  genetics 
at  Glaxo,  asks  patients,  "Have  you  ever 
wondered  why  some  people  respond 
to  medications,  while  others  don't?" 
With  the  help  of  the  video,  Stewart 
Tepper,  a  Seattle-based  neurologist, 
was    able    to    recruit    15    migraine 
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he  world's  leading  conference  on  Internet 
marketing,  advertising  and  commerce. 

or  brands  and  large  ad  budgets  are  fueling  the  Web.  Traditional  advertisers  who  were  saying  "show  me"  have  embraced  the  Internet 
9  fundamentally  important  part  of  their  marketing  and  advertising  strategies.  Major  brands  are  taking  a  leadership  position  and  adding 
scle  to  the  ranks  of  advertisers  and  agencies  that  are  embracing  the  Web  and  solving  standardization  and  measurement  issues.  Procter 
Gamble's  call  at  @d:tech. Chicago  for  and  the  subsequent  Future  of  Advertising  STakeholders  Summit  (FAST)  at  P&G  headquarters, 
its  directly  to  a  robust  ad  market  in  the  making. 

stakes  couldn't  be  higher.  For  marketers 
are  prepared,  there  are  new  opportunities, 
those  who  aren't,  there  are  new  risks.  \  <•* 

ne  build  on  the  experience  of  more  than 
industry  leaders  like  Michael  Bloomberg. 
Lewnes.  Bob  Schmetterer,  John  Sculley, 
Smith  and  Jim  Garrity. 
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j  out  what  it  takes  for  mega-budget 
ertisers    like    Procter    &    Gamble, 
ysler,  Levi's  and  Unilever  to  play  big 
the  Internet.    Get  an  update  on  the 
I    Summit    from     P&G's     Denis 
usejour  and  other  Summit  participants. 
m  what  interactive  agencies  are  doing  to 
clients  build  brands  and  buy  smart. 


±\ 


The  Expo: 

October  26-28.  The  right  buyers 
and  the  right  sellers  come  together 
at  @d:tech  to  do  business. 


3)d:tech 

NEW  YORK. 


ick  out  the  Super-Panels: 

Measurement  Standards; 
Interactive  Agency  CEO's; 
Communities-Gateways  to  Targeted  Markets; 
Web  Media  Planning  and  Buying; 
Rich  Media  and  New  Technology. 


October  26-28,  1998 
www.ad-tech.com 


Sponsored 

Workshops: 

A  chance  to  get  hands-on 
experience  learning  the  look 
and  feel  of  the  latest  software 
tools,  plus  plenty  of  new  ideas 
for  marketing  and  for  serving 
your  clients. 


ix  Tracks  -  One  Conference: 


Net*0 


rking 


\EAT  BRANDS  ON  THE  WEB:  Case  histories  and  discussion  of  brands 
have  done  the  best  job  utilizing  the  Web's  special  properties  to  dominate  the  medium. 

ARKETING/ADVERTISING  STRATEGIES:  a  i00k  at  wha. 

'ertisers  are  doing  on  the  Web  and  how  their  agencies  are  helping  to  increase  sales  and 
nd  equities  through  a  sophisticated  use  of  the  medium 

EDIA/MEASUREMENT  How  buyers  and  sellers  find,  justify  and  mea- 
e  Internet  ad  buys  How  content  is  being  utilized  to  attract  and  retain  audience. 
ware  measurement  tools  improving,  and  what  about  standardization7 

\fcAI  IVt:    How  the  Web's  most  creative  people  leverage  new  technology 
skills  and  traditional  smarts  to  build  brands  and  sell  products  on  the  Internet. 

'UrVllVlLKUt:  Are  you  really  open  for  business?  How  companies  are 
xessfully  selling,  servicing  and  building  relationships  with  Internet 
powered  customers. 

3:  Sessions  dedicated  to  broadband, 
convergence  of  the  television  and  the  Web,  and  a  showcase  of  some 
the  newest  technologies  that  will  impact  web  sites  and  ads. 


Special  Programs  at  @d:tech.NewYork 

lEDiA  FORUM 

REATiVE  FORUM  TV  and  the  Web  FORUM 

R  STRATEGIES  FORUM  IAB  Fa"  Meetin9  Pro9ram 
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Grand  Opening  Wine  Tasting  Reception 

Monday,  October  26,  5:00-7:00  open  to  all  full  confer- 
ence and  Forum  registrants.  Sponsored  by  Wine. Com, 
@Home,  and  Media  Metrix. 

IAB  Leadership  Dinner 

Monday,  October  26,  industry  leaders  will  be  gathering  to 
exchange  success  stories  as  well  as  talk  about  the  ones 
that  got  away  at  a  dinner  hosted  by  the  Internet 
Advertising  Bureau. 


Momentum  (Web  Advertising  &  Marketing) 


On  Tuesday,  October  27,  join  the  excitement  at  the  Internet 
Industry  Event  of  the  Year.  ChannelSeven.com  and 
ICONOCAST  will  present  The  Momentum  Internet 
Industry  Awards. 

For  Information  and  Registration 

call  800-535-1812 

or 

visit  www.ad-tech.com 


Marrott  Marquis 
Times  Square,  NY 


FLYCAST      UPSIDE 
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patients  for  Glaxo.  Each  one  provided 
a  blood  sample  and  a  family  history. 

Another  company  on  this  research 
trail  is  Abbott  Laboratories.  It  wants  to 
market  diagnostic  tests  using  a  genom- 
ic map  made  by  Genset,  a  French 
biotech  company.  Last  year  Abbott 
paid  $10  million  for  a  2.4%  equity 
stake  in  Genset  and  promised  another 
$10  million,  as  well  as  a  minimum  of 
$22.5  million  for  research. 

There  are  an  estimated  10  million 
markers  in  the  human  genome,  but 
Genset  figures  that  it  can  take  a  short- 
cut and  use  just  60,000.  "Those 
60,000  markers  can  surrogately  ana- 
lyze the  whole  genome,"  says  Jay 
Lichter,  vice  president  of  pharmacoge- 
nomics.  He  expects  the  minimap  to  be 
ready  next  year. 

In  the  meantime,  the  company  is 
working  on  Abbott's  chronic  asthma 
drug  Zytlo.  Abbott  launched  Zyflo  last 
year,  but  the  drug  has  had  sales  of  less 
than  $100  million,  in  part  because  4% 
of  patients  suffer  from  such  side  effects 
as  liver  failure. 

Genset  is  resequencing  snippets  of 
dna  collected  from  Abbott's  clinical 
trials  to  find  genetic  variants  that  might 
predict  which  patients  will  show  side 
effects.  In  two  to  three  years,  it  says,  a 
physician  may  be  able  to  identify  asth- 
matics who  should  not  have  to  worry 
about  side  effects. 

$mithKline  is  already  using  this 
strategy  to  load  its  clinical  trials  with 
the  patients  likeliest  to  succeed.  To 
evaluate  drugs  already  on  the  market, 
the  company  is  relying  on  diaDexus,  its 
joint  venture  with  biotech  company 
Incyte  Pharmaceuticals.  Here,  too,  die 
goal  is  to  separate  responders  from 
nonresponders. 

All  this  goes  over  well  with  hmos. 
"Anything  that  helps  us  be  more  tar- 
geted insures  that  the  money  is  being 
well  spent,"  says  Kevin  Roche,  chief 
executive  of  Applied  HealthCare 
Informatics,  a  division  of  United 
HealthCare. 

No  one  can  yet  say  whether  phar- 
macogenomics  will  transform  health 
care.  It's  one  thing  to  demonstrate  a 
statistical  connection  between  genes 
and  drugs,  quite  another  to  banish 
nasty  side  effects.  Vet  modern  medicine 
progresses  by  improving  the  odds,  bit 
by  bit.  That  is  what  this  technology  is 
all  about.  ■■ 
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A  startling  view  of  computation  from  some 
Hewlett-Packard  researchers  holds  that  perfect 
answers  can  come  from  defective  chips. 

Junkyard 
powerhouse 


By  Dolly  Setton 

A  bunch  OF  Dutch  engineering  stu- 
dents interning  at  Hewlett-Packard's 
Palo  Alto  laboratories  in  1995 
wanted  to  translate  magnetic  reso- 
nance imaging  data  into  a  three- 
dimensional  map  of  the  brain's  arter- 
ies. HP  gave  them  a  refrigerator-size 
gizmo  made  of  junk  parts — processor 
chips  with  high  defect  rates.  The 
experimental  machine,  called  a  Tera- 
mac,  ran  100  times  faster  than  a  top- 
end  workstation,  and  the  students 
went  home  thrilled. 

What  is  this  Teramac?  Tera  means 
"trillion,"  signifying  the  designers' 
intention  that  the  machine  perform  a 
trillion  operations  per  second.  It  is 
the  first  computer  purposely  made 
out  of  junk — processor  and  memorv 
chips  that  "any  sane  engineer  would 
refuse  to  ship,"  in  the  words  of  Philip 
Kuekes,  5 1 ,  who  helped  to  design  it. 
The  software  detects  any  hardware 
flaws  and  simply  steps  around  them. 

Meet  a  manufacturing  idea  that 
may  supplant  a  concept  at  the  very 
heart  of  modern  life:  the  concept  that 
parts  should  be  so  precisely  formed 
that  they  become  interchangeable. 
"We're  proposing  to  do  the  exact 
opposite,"  says  Kuekes.  "Get  rid  of 
mechanical  precision  and  use  com- 
puter power  to  make  up  for  the 
imprecision."  In  the  Teramac,  quan- 
tity substitutes  for  quality. 

There  is  precedent  for  the  Teramac 
approach — in  the  peripherals  busi- 
ness. Since  flawless  disk  drives  are 
costly,  it  is  cheaper  to  supply  highly 
reliable  mainframe  storage  via  arrays 
of  inexpensive  redundant  disks.  If 
each  is  stored  in  duplicate  on 

multiple  disks,  and  if  the  multiple 


p.  an 


copies  are  carefully  compared  when 
ever  the  file  is  retrieved,  the  data  car 
be  made  as  close  to  error-free  as  yov 
want.  It  helps  that  small  disk  drives  o 
the  sort  that  go  into  consumer  prod 
nets  are  getting  dirt  cheap. 
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Niefaj 
pare 


The  same  kind  of  economics  sur- 
aces  in  the  chip  business.  Quantity  is 
;jsv  to  come  by:  As  Moore's  Law 
dictates,  the  transistor  count  on  chips 

s  already  in  the  millions  and  will 
someday  reach  into  the  billions.  But 
quality  is  costly.  Producing  defect-tree 
.hips  with  ever  more  microscopic 
detail  will  demand  factories  costing 
ens  of  billions  of  dollars.  One  day  it 
,\  ill  cost  too  much  to  continue  the 
process,  and  Moore's  Law  will  slow 
to  a  crawl.  Vet  you  could  extend  the 
aw\  life  quite  a  bit  if  you  could 


leach  computers  to  tolerate  defects 


of  those  detects  would  have  been  fatal. 
Then  the  software  set  about 
rewiring  the  machine  to  get  around 
the  trouble  spots.  It  had  the  means  to 
do  so  because  Teramac's  chips,  made 
by  HP,  came  with  extra  logic  elements 
'  called  "gates") — backup  systems,  as 
it  were.  "You  could  even  clip  wires  or 

Quantity  is  easy 
to  come  by, 
given  Moore's  Law, 
but  quality  is  costly. 


HP's  Philip  J.  Kuekes  with  mammoth  module 
Making  silk  purses  from  sows'  ears. 


to  work  by  having  software  make  up 
for  the  tailings  of  hardware.  First,  the 
software  spent  a  week  of  processing 
time  to  find,  map  and  catalog  the 
220,000  defects  that  sullied  the  hard- 
ware. For  most  computers,  a  single  one 
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purposely  break  a  part  and  then 
reconfigure  the  computer,  and  it 
would  work  fine,"  says  James  Heath, 
a  UCLA  chemistry  professor  who  col- 
laborated on  Teramac. 

You  might  wonder  how  a  machine 


built  of  defective  parts  could  correct- 
ly test  itself  for  defects  in  the  first 
place.  It  turns  out  that  7%  of  its 
parts — the  ones  that  diagnose  and 
correct  errors — do  have  to  be  perfect. 

So  why  not  switch  immediately  to 
these  self-fixing  computers?  Because 
it's  not  economical  yet.  Teramac 
relies  on  especially  large  chips,  which 
use  more  silicon  and  are  therefore 
expensive.  For  now,  it's  still  cheaper 
to  junk  defective  Pentiums  when  they 
come  out  of  the  factory,  and  use  only 
the  perfect  ones. 

As  a  result,  the  Teramac  architec- 
ture is  most  likely  to  find  its  first  appli- 
cations in  niche  markets  that  recjuire 
bigger  chips.  One  likely  prospect:  dig- 
ital cameras,  which  need  a  large  light- 
sensing  chip  to  get  a  sharp  picture. 
Other  applications  include  special- 
purpose  computing,  as  in  a  television 
set-top  box  or  in  medical  electronic 
instruments.  Because  Teramac  rewires 
itself  readily,  it  can  optimize  its  hard- 
ware, first  for  one  task,  then  another. 
In  other  words,  it  can  substitute  hard- 
ware for  software. 

Further  down  the  road  lies  perhaps 
Teramac's  most  promising  applica- 
tion, as  an  enabling  technology  for 
super-small  circuitry.  Such  nanoelec- 
tronic  devices,  as  they  are  called,  still 
smack  of  science  fiction,  with  parts 
that  aren't  etched  but  are  self  assem- 
bled, almost  like  living  things.  The 
hoped-for  result  would  be  a  worksta- 
tion-standard computer  smaller  than 
a  grain  of  sand. 

You  could  never  guarantee  the  per- 
fection of  a  trillion  transistors  that 
had  been  cooked  up  in  this  fashion. 
You'd  need  a  computer  architecture 
that  could  live  with  the  defects. 

Says  Heath,  who  first  did  work  on 
nanocomputer  components  in  1992: 
"Teramac  is  very  significant;  we 
would  have  been  wandering  in  the 
woods  without  it.  We'd  have  contin- 
ued making  wiring  and  gates  in 
beakers  without  knowing  how  to 
assemble  them  into  a  computer." 

First  on  the  agenda  is  getting  Tera- 
mac to  pay  for  itself.  If  the  cost  of  per- 
fect parts  rises  fast  enough,  it  will  make 
sense  to  use  a  larger  quantity  of  junk- 
yard parts.  It  could  happen  in  as  litde 
as  five  years,  says  Stanley  Williams,  a 
physical  chemist  who  has  used  Tera- 
mac in  his  own  research.  ■■ 
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By  Andrew  J.  Kessler 


Get  horizontal 


In  a  vertical 
company, 
each  division 
could  show 
a  profit  even 
if  the  end 
product  were 
selling  at 
a  loss. 


I  HAD  A  COLLEGE  ROOMMATE  who,  after 
taking  business  classes,  would  come  back  to 
our  house,  pound  a  few  beers,  proclaim, 
"Dude,  when  in  doubt,  get  horizontal" — 
and  then  proceed  to  pass  out  in  front  of 
the  TV. 

It's  probably  not  what  he  had  in  mind, 
but  his  maxim  has  great  applicability  to 
business.  Horizontal  firms  like  Intel  that 
dominate  one  element  of  goods  production 
do  well.  Vertically  integrated  firms  like  Gen- 
eral Motors  are  not  doing  well. 

The  old  IBM  was  vertical.  It  made  every- 
thing in  the  computer  but  the  squeak:  the 
chips,  the  software,  the  box — and  the  stick- 
er with  the  number  to  call  for  repair  service. 

The  whole  thing  was  copied  from  the  gm 
model  implemented  by  Alfred  Sloan,  a 
model  that  is  starting  to  unwind  today.  Dig- 
ital Equipment  Corp.  was  in  the  same  verti- 
cal mold,  selling  everything  from  alpha 
chips  to  the  VMS  operating  system. 

In  1987,  when  dec's  stock  was  close  to 
$200,  Kenneth  Olsen  declared  dec's  only 
constraint  to  growth  was  the  number  of 
sales  representatives  it  had.  He  was  right, 
but  not  in  the  way  he  meant.  Instead  of 
hiring  25,000  more  sellers,  he  should 
have  been  firing  them  all — and  getting 
horizontal. 

at&t  was  another  vertically  integrated 
monster.  While  working  there  I  learned 
about  "transfer  pricing,"  the  fictitious 
accounting  used  inside  a  vertical  company  in 
order  to  assign  profits  to  divisions.  Result: 
Each  division  could  show  a  profit  even  if  the 
end  product  were  selling  at  a  loss. 

The  chip  division  would  charge  S10  a 
chip — or  whatever  price  included  a  profit,  a 
huge  R&D  budget  and  massive  overhead. 
The  manufacturing  division  would  buy  20 
of  these  chips  for  $10  each,  assemble  them 
on  a  board  with  a  power  supply,  put  it  in  a 
box  and  sell  it  to  the  sales  division  for  $400 
as  a  modem.  The  markup  covered  lots  of 
cool  new  robotic  assembly  toys  the  engi- 
neers wanted  to  play  with,  and  of  course 
the  annual  management  meeting  in 
Laguna.  The  sales  division  would  try  to  sell 
the  modems  at  $600,  but  had  trouble 
mewing  them  when  competitors  were 


selling  the  same  thing  for  $299. 

The  PC.  almost  toppled  these  vertical  man 
ufacturers.  In  a  hurry  to  compete  with  Apple 
Computer,  IBM  used  Intel  microprocessors, 
Microsoft  software,  Western  Digital  disk  con- 
trollers and  so  on.  Then  Compaq  came  along 
with  hardly  more  than  an  assembly  line  and  a 
sales  channel  and  beat  IBM  to  market  with  a 
new  386  PC.  Next  Dell  asked,  Who  needs  a 
sales  channel?  We'll  assemble  diese  things 
and  sell  direct. 

What  started  with  a  few  horizontal  special- 
ties has  spread  to  at  least  a  dozen,  each  with 
its  own  leader,  producing  the  various  periph- 
erals, parts  and  software  that  go  into  the  PC 
on  vour  desk.  With  the  exception  of  the 
somewhat  artificial  pricing  in  horizontal  seg- 
ments led  by  near-monopolists  (Intel, 
Microsoft),  pricing  in  the  vertically  disinte- 
grated computer  business  is  competitive  and 
efficient.  You  don't  see  delusional  transfer 
pricing  that  hides  inefficiencies. 

This  horizontalizing  of  electronics  is 
spreading.  The  data  networking  industry,  for 
example,  was  dominated  by  vertically  inte- 
grated players  like  Cisco.  But  lately  Cisco  has 
learned  the  lesson  of  the  PC  market,  and  it 
now  buvs  components  outside — for  example, 
chips  from  MMC  Networks  for  its  Ethernet 
and  asynchronous  transfer  mode  switches. 

Internet  firms  are  getting  horizontal  at  a 
blinding  pace.  Yahoo!  started  as  a  search 
engine  and  built  a  portal  business  around  it. 
Recently  it  outsourced  its  search  capabilities 
to  Inktomi.  The  Inktomi  service  is  run  out  of 
Exodus  Communications,  a  specialist  in  so- 
called  Web  hosting.  (Please  note  that  my 
firm  has  stakes  in  both  Inktomi  and  Exodus.) 
Exodus  buys  bulk  data  lines  from  telecom 
companies  like  Qwest  Communications  and 
Sprint  and  resells  them  to  publishers  of  Web 
pages  who  locate  their  Web  servers  at 
Exodus'  hosting  locations.  In  short,  you 
have  at  least  three  specialist  service  providers 
inserting  themselves  into  the  communica- 
tions chain  that  connects  a  computer  user  to 
the  page  he  wants  to  look  at. 

The  early  part  of  this  century  was  marked 
by  a  powerful  movement  toward  integration. 
The  next  century  will  begin  with  a  move- 
ment the  other  way.  ■ 


Andrew  J.  Kessler  (akessler@velcap.com)  is  a  general  partner  of  Velocity  Capital  Management, 
a  technology  and  communications  investment  company  in  Paio  Alto,  C 


212 


Forbes  ■  September  7,  199? 


THERE'S  A  VERY  GOOD  REASON  EUROPEAN  MONITORS 
ARE  ENGINEERED  TO  A  HIGHER  STANDARD. 


IT'S  THE  LAW. 


Granted,  it's  not  easy  to  build  monitors  for  the  world's  strictest  quality  standards.  Or  to  pass 
the  rigorous  tests  demanded  by  ISO-9241-3,  TCO  and  NUTEK.  But  as  a  result,  our  monitors  come 
with  pinpoint  clarity  and  faster  refresh  rates,  for  reduced  eyestrain.  Remarkably  low  emissions.  And  an 
unsurpassed  level  of  reliability. 

While  in  some  corners  of  the  world  all  this  might  be  considered  a  luxury,  in  Europe  it's  just 
the  way  things  are  done.  And  it's  your  assurance  that  with  Nokia,  you'll  always  see  a  world  of  difference. 

For  more  information  on  our  full  line  of  15"  to  21"  monitors,  please  call  1-800-BY-NOKIA,  or 
visit  us  at  www.nokia.com/americas. 


NOKIA 

Connecting  People 


Picrured  above  is  a  Nokia  21"  445Xpro{20"  VIS),  the  industry's  first  121kHz  monitor  with  1800  x  1440  resolution,  up  to  80Hz  refresh  rate  and  ,22mm  horizontal  dot  pitch. 

01998  Nciku  Display  Products,  Ini    Specifications  subject  to  change   All  other  trademarks  are  the  Kile  property  of  their  respective  companies 


bioscience 


By  Cynthia  Robbins-Roth 


Will  biotech  come  back? 


Act  early.  The 
sector  tends 
to  rebound 
abruptly, 
taking  analysts 
and  investors 
by  surprise. 


A  few  years  ago  biotech  stocks  outper- 
formed the  s&P  500;  now  they  lag  way 
behind.  What  went  wrong,  and  what  can 
bring  back  the  golden  days? 

Biotech's  fundamentals  shine  as  brightly 
as  ever,  with  a  blizzard  of  new  products  on 
the  shelves  or  on  their  way  through  the 
approval  pipeline.  The  problem  is  the  fad 
among  investors,  especially  institutional 
ones,  for  giant  growth  stocks  like  Coca- 
Cola  and  Microsoft. 

Biotech  just  doesn't  fit  the  mold,  either 
in  size  or  profit  margins.  Of  the  120  larger 
biotech  stocks  followed  by  BioVenture 
Consultants,  only  19  exceed  $500  million 
in  market  value,  and  only  7  of  those  were 
profitable  over  the  past  12  months. 

Even  those  managers  who  are  quite  free 
under  their  charters  to  buy  small-cap  stocks 
tend  not  to  do  so.  "There  are  only  so  many 
companies  you  can  track  actively,"  explains 
Mary  Ann  Gray,  senior  vice  president  at 
Raymond  James.  "If  you  have  a  billion- 
dollar  fund,  how  many  $100,000  positions 
can  you  follow?"  And  if  you  invest  a  large 
chunk  in  one  biotech  stock,  you'll  own  too 
much  of  the  firm  and  face  severe  liquidity 
problems  if  you  have  to  exit.  The  thin  trad- 
ing volume  in  many  of  these  stocks  makes 
even  a  1%  stake  problematic,  and  of  course 
once  a  manager  owns  more  than  5%  of  a 
company,  he  has  to  file  SEC  reports. 

These  institutional  prejudices  have  led  to 
the  systematic  overvaluation  of  the  large 
caps  vis-a-vis  the  small  caps.  Pfizer,  based  on 
a  20%  growth  rate,  is  selling  at  40  to  50 
times  projected  1999  earnings,  says  David 
Stone,  a  vice  president  at  SG  Cowen  Securi- 
ties Corp.  Genzyme,  with  a  similar  or  larger 
growth  rate,  is  selling  at  a  multiple  of  16. 

Ahem — we  have  a  buying  opportunity 
here.  But  if  you  want  to  take  advantage  of 
it,  act  early.  The  sector  tends  to  rebound 
abruptly,  taking  analysts  and  investors  by 
surprise.  Analysts  have  been  predicting  a 
rally  for  several  quarters,  based  on  funda- 
mentals, so  there  is  a  risk,  but  valuations  arc 
attractively  low  for  many  of  these  stocks. 

When  will  the  rally  come?  It  may  well 
follow  bad  news  from  biotech's  sister  sector, 
big  pharma.  As  long  as  investors  could 


extract  double-digit  earnings  growth,  and 
dividends  to  boot,  from  Merck  and  Pfizer, 
they  had  no  compelling  reason  to  take  on 
the  risk  of  owning  biotech  stocks.  But  this 
could  change. 

Merck,  Bristol-Myers  Squibb,  American 
Home  Products  and  SmithKline  Beecham 
all  watched  their  stocks  get  socked  by 
cranky  investors  in  late  July,  when  second- 
quarter  earnings  didn't  hit  the  mark.  Merck 
lost  10%  of  its  market  cap  in  response  to  a 
"mere"  14%  growth  in  net  income. 

And  let's  not  forget  that  big  pharma  is 
not  risk-free  on  the  product  side.  Increased 
competition  and  loss  of  patent  protection 
for  key  products,  coupled  with  serious  safety] 
concerns  about  products  already  on  the 
market — including  Warner- Lambert's  new 
diabetes  drug,  ahp's  obesity  drug  and 
Pfizer's  Viagra — make  it  clear  that  bigger  is 
not  always  better.  This  bad  news  could  give 
investors  a  reason  to  try  the  small-cap 
biotechs.  Genentech's  report  of  70%  growth] 
in  second-quarter  earnings  and  22%  growth 
in  product  sales  suggests  biotech  is  looking 
better  and  better. 

The  last  great  biotech  burst  of  1989  to 
1992  came  when  Amgen  launched  two 
great  blockbusters,  the  red-cell  stimulator 
Epogen  and  the  white-cell  stimulator 
Neupogen.  Cowen's  Stone  says  to  look  for 
companies  that  can  hope  to  feed  multiple 
products  into  the  marketplace. 

Gray,  the  Raymond  James  analyst,  expects 
Sangstat  to  get  approvals  for  thymoglobulin 
and  generic  cyclosporin,  both  of  which  fight 
graft  rejection.  Genzyme  should  get  the  go- 
ahead  for  Renagel,  which  prevents  phos- 
phorus buildup  in  kidney  dialysis  patients. 

Mark  Simon,  analyst  at  Robertson 
Stephens,  is  waiting  for  Centocor's  Avakine, 
a  drug  for  Crohn's  disease,  to  launch  in  the 
fall,  and  for  Medimmune's  MEDI-493,  for 
serious  viral  respiratory  infection,  also  due 
out  this  fall.  He  also  awaits  Genentech's 
Herceptin,  for  breast  cancer,  which  should 
be  approved  late  this  year,  along  with 
Immunex's  Enbrel,  for  rheumatoid  arthritis. 

There  are  155  biotherapeutics  in  pivotal 
trials — positive  news  for  the  sector  and,  let 
us  hope,  its  investors.  M 


Dr.  Cynthia  Robbins-Roth  is  a  principal  of  BioVenture  Consultants  and  the  editor-in-chief  of  BioVenture  Publishing,  San  Mateo,  Calif. 
Her  book,  Alternative  Careers  in  Science:  Leaving  the  Ivory  Tower,  was  recently  published  by  Academic  Press. 
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I millM'vH  digital tooi 

We  asked  readers  of  the  Forbes  Digital  Tool  to  name  their  Internet  heroes. 
Here's  what  they  said. 

Icons  of  the  Net 


By  Scott  McCormack  and  Cecile  Daurat 

1.  Linus  Torvalds,  28, 

Finnish  creator  of  Linux  oper- 
ating system  (7.5  million 
estimated      users); 
gives  away  source 
code;  subject  of  Aug.  10 
Forbes  cover  story. 
A    free    operating    system 
10,000  times  better  than 
anything  Microsoft  has  ever 
made.  Need  I  say  more?  .  .  .  The 
ripples  from  his  pebble  toss  will  be  felt  for 
decades  to  come.  .  .  .  He  has  made  computing  fun  again.  A 
Microsoft  operating  system  can  be  learned  in  its  entirety  in 
a  week,  and  then  one  has  nowhere  to  go,  except  for  crash- 
es and  instability.  With  Linux,  a  week  gets  you  basic  pro- 
ficiency, then  the  only  limit  you  have  is  set  by 
your  ambition  and  creativity. 

2.  Richard  Stallman,  45, 

founder  of  Free  Software 
Foundation     (to 
promote  free  software 
projects):  Without 
his    semicommunistic 
morality,  the  common  good 
of  the  Internet  would  not 
have  come  to  pass.  .  .  .  He 
|  was  1 5  years  before  his  time  with  his 

1  call  for  free  software.  .  .  .  Free  software  is 

s  the  future,  not  because  it's  cheap,  but  because  the  develop- 
i  ment  model  can  easily  outperform  anything  commercial 
R&D  can  come  up  with.  .  .  .  For  being  first  (almost),  very 
right  and  very  wrong — all  at  the  same  time. 

3.  Tim  Berners-Lee,  43,  British-born  devel- 
oper of  World  Wide  Web;  built  his  first  com- 
puter with  an  old  TV:  Tim  created  the  proto- 
cols that  we  all  use  to  connect  our 
browsers  to  the  computers  on  the 
other  end.  .  .  .The  guy  took  a 
vision,  followed  through 
and  brought  the  power  of 
information  to  the  world.  .  .  . 
He  popularized  a  set  of  ideas 
that  had  been  languishing  in  acade- 
mia.  Without  him,  the  Web  would 
probably  have  been  ripped  apart  by 
divergent  standards.  .  .  .  While  we  hail  the 
new  captains  of  industry  in  these  early  \   ars  of  E 
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commerce,  perhaps  we  would  do  well 
to  remember  the  visionary 
who    created    the    medium 
through  which  I  am  writing 
this  message. 

4.  Rob  Glaser,  36, 

founder  of  RealNet- 
works, delivers  on-line 
audio;  one  of  several  Internet 
pioneers  featured  in  FORBES 
cover  story  July  27:  After  he  left 
Microsoft,  he  saw  an  early  version  of 
the  Mosaic  Internet  browser.  He  thought  if  you 
could  get  audio  quickly,  as  well  as  text,  you  could  get  you. 
message  across  more  effectively.  As  the  telecom 
companies  improve  bandwidth,  h< 
is  poised  to  take  the  Internet  tc 
the  next  level  of  real-time, 
communications.  ...  He 
has  courageously  gone 
head-to-head  with  tech 
nology  and  market 
ing  against  Micro 
soft,  and  he  seems  to  be 
winning. 

5.  Jerry  Yang,  29,  founder  oj 
Yahoo!;  featured  in  Forbes  cover  story 
July  27:  For  years,  everyone  wondered  how  an  Internet 
search  engine  would  ever  make  money.  He  has  certain 
ly  shown  us  the  way.  .  .  .  Young,  ambitious,  entrepre 
neurial — yet  not  arrogant.  Jerry  Yang  represents  the 
spirit  of  Generation-X  and  defines  the  technologically 
transformed  economy  of  the  1990s.  WM 

Next  on  Pulse  at  www.fi31foes.com/pulse 
the  new  telecom  wars.  (Sec p.  154.) 

The  Internet  top  ten 

1.  Linus  Torvalds/Lmux 

2.  Richard  Stallman/Free  Software  Foundation 

3.  Tim  Berners-I.ee/W3  Consortium 

4.  Rob  Glaser/RealNetworks 

5.  Jerry  Yang/Yahoo! 

6.  Larry  Wall/Perl 

7.  Bill  Gates/Microsoft 

8.  Matt  Drudge/Drudge  Report 

9.  Marc  Andreessen/Netscape 
10.  Scott  McNealy/Sun  Microsystems 
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by  Lynn  Morrissey 


In  virtually  every  industry,  from 
telecommunications  and  tech- 
nology to  pharmaceuticals  and 
finance,  companies  are  making 
a  good  business  case  for  a 
strategic  merger  or  a  timely  initial 
public  offering.  The  record  number 
of  these  transactions  worldwide, 
combined  with  the  value  of  such 
domestic  mega-mergers  as  Citicorp 
and  Travelers  Group  and  the  strik- 
ing cross-border  deal  between 
Chrysler  and  Germany's  Daimler- 
Benz,  are  the  defining  business 
events  of  the  decade.  Moreover, 
these  activities  are  serving  to  realign 
nearly  every  industry,  as  each  cor- 
poration recasts  itself  to  compete  in 
the  years  ahead. 

The  sheer  numbers  have  certain- 
ly sparked  a  fascination  with  merg- 
ers and  public  offerings.  But  it  is  also 
the  shock  value  of  seeing  so  many 
venerable  corporate  brands  sudden- 
ly sharing  their  names  —  even 
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taking  a  backseat  position  —  that  leads  to 
the  question:  Is  everything  for  sale?  No,  to  be 
sure,  but  a  unique  set  of  conditions  is  behind 
the  massive  reshuffling  of  assets. 

A  vibrant  U.S.  economy  has  infused 
companies  with  optimism  to  grow 
through  creative,  often  bold,  moves, 
whether  this  means  building  new  facil- 
ities, becoming  an  overnight  owner 
through  an  acquisition,  launching  an 
IPO  or  deciding  the  time  is  right  to 
sell.  The  record  bull  market,  too,  has 
backed  up  this  confidence  with  finan- 
cial brawn.  High  stock  prices  mean 
that  public  companies  have  a  strong 
currency  with  which  to  make  acquisi- 
tions, and  in  a  reversal  of  the  1980s,  far 
more  deals  involve  stock  than  cash.  But 
just  having  the  means  doesn't  justify  a 
spending  spree.  Current  deals  are  often 
founded  on  sensible  business  logic  for 
both  firms  involved. 

While  the  volume  of  these  deals  is 
awe-inspiring,  so,  too,  is  the  message 
they  are  sending.  Rather  than  repre- 
senting a  momentary  trend,  as  in  the 
case  of  the  headline  corporate  raids  of  \ 
the  1980s,  they  signal  a  healthy  and 
sustainable  business  approach.  More  often 
than  not,  a  merger  will  find  two  CEOs 
giving  a  press  conference  —  side  by  side  — 
to  discuss  the  mutual  benefits  derived  from 
combining  the  two  companies.  While  the 
ebb  and  flow  of  deals  will  always  be  subject 
to  economic  cycles,  in  the  view  of  deal 
advisers,  companies  have  gotten  comfort- 
able with  the  idea  of  exchanging  assets. 
"M&As  have  become  a  regular  tool  of  cor- 
porate strategy,"  says  Steven  Koch,  a  man- 
aging director  and  co-head  of  Mergers  and 
Acquisitions  at  Credit  Suisse  First  Boston, 
a  global  investment  bank.  "They're  here  to 
stay,  and  that  is  a  fundamental  change  from 
the  business  environment  of  20  years  ago." 

Viewed  individually,  the  rationale  behind 
corporate  unions  can  be  as  varied  as  the 
deals  themselves.  In  industries  that  have 
been  turned  upside  down  by  deregulation, 
such  as  telecommunications  and  finance, 
companies  battling  for  survival  may  find  it 
easier  to  do  so  in  tandem.  Some  firms  are 
turning  to  mergers  to  gain  economies  of 
scale;  whole  industries  are  succumbing  to 
consolidation.  And  by  merging  with  a  lor- 
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eign  company,  or  buying  into  a  privatizing 
industry  overseas,  a  domestic  corporation 
may  be  able  to  equip  itself  with  a  vastly 
improved  product  line  and  an  entree  to  for- 
eign markets.  Other  companies,  responding 
to  the  dictum  to  stick  to  core  businesses,  are 
spinning  off  subsidiaries  that  can  stand  on 
their  own  through  IPOs,  or  become  more 
profitable  assets  when  acquired  by  others. 
While  just  a  few  years  ago  the  IPO  market 
was  mostly  a  U.S.  activity,  it  is  becoming  an 
attractive  capital-raising  vehicle  for  small  for- 
eign companies  and  major  privatizations, 
such  as  the  largest  IPO  of  1997:  the  $10  bil- 
lion offering  for  the  Australian  telecommu- 
nications company  Telstra. 

Breaking  Records.  A  large  part  of  the 
story  can  be  drawn  from  the  numbers.  Ana- 
lysts expect  ll)l)8  to  break  all  records  as  the 
biggest  year  for  mergers  and  acquisitions  in 
history.  Already  in  the  first  half  of  this  year, 
the  volume  of  M&As  reached  $1.5  trillion, 
nearly  su  rpav>  i  |  volume  of  $  1 .6  tril- 

lion for  1997,  according  to  Securities  Data 
Co.,  .i  Newark,  N.J.-based  firm  that  assem- 
bles M&A  statistics.  Behind  these  numbers 


are  a  string  of  gigantic  mergers,  especially! 
telecommunications,  media,  financial  in 
tutions,  utilities  and  natural  resources.  Fl 
thermore,  the  meteoric  rise  of  the  stcl 
market  has  pushed  company  valuatia 
up.  What  would  have  been  a  $5 
lion  deal  a  decade  ago  would  prolj 
bly  be  a  $20  billion  deal  today.  Il 
sheer  size,  one  can  ponder  the  $70 11 
lion  deal  between  AT&T  and  TC 
the   $62   billion   merger  betwe 
NationsBank  and  BankAmerica;  a| 
WorldCom's  $43  billion  offer 
MCI  Communications. 

This  extraordinary  volume  isl 
itself  fueling  the  deal-makij 
machine.  As  industry  leaders  metj 
and  the  corporate  landscal 
changes,  competitors  sit  back 
their  peril.  "If  you're  a  CEO,  ail 
your  chief  competitor  sudderl 
announces  a  merger,  you'd  betti 
rethink  your  strategy  from  that  dl 
forward,"  says  Gordon  Rich, 
managing  director  and  co-head  I 
Mergers  and  Acquisitions  at  (I 
J  First  Boston.  "These  deals  hal 
industry-wide  ramifications,  ail 
competitors  have  to  respond." 

An  avalanche  of  smaller  deals,  includii| 
the  sale  —  both  here  and  overseas 
family-owned  businesses  and  brilliant  stall 
ups,  is  combining  with  these  deals  to  creal 
successive  years  of  M&A  records.  Althoujl 
the  average  technology  deal  is  smaller  th;l 
these  mega-mergers,  the  same  pattern 
seen:  "Last  year  was  an  all-time  record  f  I 
technology,  and  we  have  already  surpass<| 
that  volume  in  the  first  half  of  this  yeai 
says  Paul  Cleveland,  managing  director  ar  I 
director  of  Mergers  and  Acquisitions 
Hambrecht  &  Quist,  an  investment  barl 
based  in  San  Francisco,  Calif. 

High  Stakes  in  High  Tech 

Companies  in  different  fields  are  propelh 
toward  M&As  for  many  reasons,  but  in  d 
high-tech  industry,  the  unifying  logic  is  d 
need  to  stay  ahead  of  the  competition  I 
finding  promising  technologies.  "Compani 
have  to  obtain  innovations  one  way  or  tr 
other,"  says  Cleveland  of  Hambrecht  ( 
Quist.  "And  if  they  can't  invent  them  inte 
nally,  they  have  to  go  out  and  buy  froi 


MAKING  HISTORY  IN  M&A. 


$70,000,000,000 

$39,500,000,000 

$34,400,000,000 

AW 

CHRYSLER 
CORPORATION 

WEI_LS  FARGO  &  COMPANY 

-*s  ^j  cod  to  act^m 

Te*e-Communications,  Inc. 

has  agreed  to  merge  with 

has  agreed  to  merge  with 

and  «nl  issue  ATI"  common  stock  for 

shares  of  TO  Group  and  ne**y  created 

KFftT  tradung  slock  tor  shares  of 

Utoerty  Uedia  Group  and 

TO  Ventures  Group 

Daimler-Benz  AG 

Norwest  Corporation 

$9,900,000,000 

$7,200,000,000 

$6,800,000,000 

^*Jvh  H.F.  Ahmanson     1 
feVV.  *  Company 

STAR  BANC 

CORPORATION 

Ran 

WESTERN 

ATLAS 

has  agreed  to  be  acquired  by     1 

has  agreed  to  merge  with 

has  agreed  to  merge  with 

Washington  Mutual,  Inc.      1 

-j. 

Firstar  Corporation 

Baker  Hughes 
Incorporated 

$3,800,000,000 

$3,800,000,000 

$3,500,000,000 

B 

ALCOA 

■J  COURTAUIDS 

""Stfeui 

has  acquired 

has  been  acquired  by 

has  acquired 

Alumajt  Inc. 

Akzo  Nobel  NV 

USF&G  Corporation 

$13,500,000,000 


has  agreed  to  merge  with 
Bank  of  Montreal 


$6,300,000,000 
1 

@» 

/if  e  wi 
20  pc 

Sprint  Corporation 
and  the  recapitalization  of 
print  into  two  tracking  stocl 

Sprint  FON  and  Sprint  PCJ 
$2,600,000,000 


has  acquired  the 
50  percent  of 

The  DuPont  Merck 
Pharmaceutical  Company 

owned  by 

Merck  &  Co.,  Inc. 


$11,300,000,000 


AT&T 

has  acquired 

Teleport  Communications 
Group  Inc. 


$5,000,000,000 


Continental 
Airlines 


has  agreed  to  enter  into  i 
strategic  alliance  with 


Northwest  Airlines 
Corporation 


$2,300,000,000 

Ciba 
Specialty    ■:  #  : ... 
Chemicals 

has  acquired 
Allied  Colloids  Group  pic 


$2,240,000,000 

$2,100,000,000 

$1,930,000,000 

flUfltMtf 

DIAGEO 

has  sold  the 

has  agreed  to  be  acquired  by     1 

has  been  acquired  by 

1      Dewar's  Scotch  whisky 
1      and  Bombay  gin  brands 

Enron  Corporation 

Sunbeam  Corporation 

to 
Bacardi  Limited 

$1 .600.000,000 

$1,500,000,000 

$1,430,000,000 

tJ 

CVS 

Ivpjl  tntrrrvational  NV 

has  agreed  to  acquire 

has  acquired 

Allied  Group,  Inc.  and 

Allied  Lite  Financial 

Corporation 

has  acquired 
Arbor  Drugs,  Inc. 

Inland  Steel  Company 
from 
I    Inland  Steel  Industries,  Inc 

$1,900,000,000 

anna 


has  agreed  to  acquire 
Xtra  Corporation 


$1,200,000,000 

Nestle 

has  acquired 

Spillers  Petfoods 

from 

Dalgety  PLC 


$1,850,000,000 

Hearst-Argyle 

tin  VISION      inc 

has  agreed  to  acquire  the 
broadcasting  operations  of 

Pulitzer  Publishing  Company 


■ 


'.iil.li n  State  Bancorp  Inc. 
has  agreed  to  merge  with 

First  Nationwide 
Holdings  Inc. 


In  a  year  noted  for  mega-mergers  and  acquisitions,  some  of  the  most  groundbreaking  ones  were  handled 
by  Credit  Suisse  First  Boston.  Landmark  deals  like  these  require  not  just  exceptionally  innovative  advice,  but 
strong,  productive  relationships  with  clients.  It's  what  you'd  expect  from  a  leading  global  investment  bank. 


CREDIT    FIRST 
SUISSE    BOSTON 
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people  who  have  invented  them."  As  it  turns 
out,  small  entrepreneurial  companies,  both  in 
the  U.S.  and  in  such  countries  as  Israel,  have 
become  feverish  R&D  laboratories  for  the 
kinds  of  stunning  breakthroughs  coveted 
by  dominant  players  with  the  means  to 
get  them  to  market  effectively. 

The  rationale  behind  mergers  ties  in 
with  other  industry  dynamics:  Major 
segments  of  the  technology  sector  have 
matured  and  no  longer  represent  a 
wide-open  frontier  for  small  compa- 
nies to  grow  unchecked.  Instead,  the 
landscape  is  dominated  by  Goliaths 
that  have  close  relationships  with  cus- 
tomers and  all  but  control  the  distrib- 
ution channels.  Where  once  the  titans 
of  computing  might  have  ignored 
fledgling  competition  —  to  their  great 
peril  —  now  they  actively  court  them. 
"They're  going  to  trap  ideas  before 
small  companies  can  turn  into  full- 
fledged,  stand-alone  businesses,"  says 
Cleveland.  This  has  caused  a  shift  in 
how  start-up  companies  measure  their 
success.  "The  goal  now  isn't  to  turn 
into  another  Oracle  or  Apple,"  says 
Cleveland.  "It's  to  get  bought  by  one  \ 
of  them."  The  role  model  is  more 
likely  to  be  a  company  such  as  Tivoli, 
which  developed  a  hot  technology  and 
proved  its  value  in  the  market.  It  was  then 
acquired  by  IBM. 

Other  attitudes  have  changed,  too.  For  a 
long  time  in  Silicon  Valley,  the  IPO  was 
viewed  as  the  finish  line,  the  mark  of  the 
successful  entrepreneur. 
Though  IPOs  remain 
extremely  popular,  and 
have  turned  in  several 
record  years,  company 
founders  and  venture  capi- 
tal firms  have  learned  that 
selling  out  is  a  much  quick- 
er way  to  put  money  in 
the  bank.  With  an  IPO, 
founders  are  essentially 
barred  from  selling  off 
much  of  their  stock.  The 
overall  result:  The  pace  of 
mergers  in  technology  has 
been  tremendous,  and 
there  is  no  sign  of  a  letup, 
says  Cleveland.  "This  is  not 


iifhe  success  or  failure 

of  a  merger  generally 

comes  down  to  two 

things:  Did  you  pick 

the  right  partner,  and 

did  you  effectively 

execute  the  integration 

of  the  companies?  ff 


first  place,"  says  Cleveland,  whose  tearr 
specialists  has  advised  on  more  than  1 
M&As  worth  $20  billion  since  1996.  I 
clients  expect  us  to  avoid  a  mistake  in  strc 
gic  direction,  and  at  the  tactical  lei 
to  get  them  the  best  price  anc 
structure  that  suits  their  purpose 
Good  advisers  can  also  help  convii 
Wall  Street  analysts  that  the  deal 
good  one,  which  helps  avoid  per 
ties  in  stock  prices.  But  the  key  qu 
tion  in  any  merger  is  finding 
right  partner,  a  process  that  invol 
more  than  just  haggling  over  i 
price.  "No  deal  ever  succeeded  j 
because  the  price  was  low,  and 
deal  ever  failed  just  because  the  pr 
was  high,"  says  Cleveland.  "Inste 
the  success  or  failure  of  a  merger  gt 
erally  comes  down  to  two  thin; 
Did  you  pick  the  right  partner,  a 
did  you  effectively  execute  the  ini 
gration  of  the  companies?" 


—  Paul  Cleveland, 

Managing  Director  and  Director  of  Mergers 
and  Acquisitions,  Hambrecht  &  Quist 


a  trend  that  will  come  and  go.  It's  a  business 
model  that's  going  to  stay  for  a  long  time." 
Yet  such  events  are  hardly  automatic  — 
they  require  advisers  skilled  in  negotiation 
and  focused  on  the  fine  points  of  the  indus- 
try itself.  "The  most  important  job  of  an 
adviser  is  encouraging  the  right  deal  in  the 


Announced  Worldwide  Mergers  and  Acquisitions 

1/1/88  -  7/20/98 

Volume  Totals  —  Announcement  Date  Volumes 

■  Announcement  Date 

Rank  Val.  (Smlls) 

#  of  Deals 

1988 

523,803.3 

7,869 

1989 

567,074.6 

10,856 

1990 

454,043.9 

11,342 

1991 

367,232.8 

15,984 

1992 

364,542.7 

15,594 

1993 

456,216.5 

16,712 

1994 

559,882.1 

19,135 

1995 

938,112.3 

22,144 

1996 

1,100,435.0 

23,254 

1997 

1,616,960.0 

23,418 

1998 

1,448,743.7 

12,051 

Industry  To  tab 

8,397,046.9 

178,359 

Source:  Securities  Dab  Co 

From  Trend  to  Tool 

Rather  than  representing  volati 
ity,  the  spate  of  mergers  making  t 
^/  headlines  signals  a  willingness 
change  the  company  profile  —  ev 
its  name  — -  in  response  to  new  opport 
nities  for  growth.  "The  pressures  frc 
investors  to  achieve  better  econon 
returns  have  forced  companies  to  foe 
their  efforts  on  businesses  where  they 
best,"  says  Scott  Lindsay,  a  managi 
director  and  co-head  of  Mergers  ai 
Acquisitions  at  CS  Fii 
Boston.  "This  results  ir 
reshuffling  of  asse 
whether  this  mea 
moving  slightly  underpt 
forming  assets  from  o 
company  to  another, 
acquiring  companies 
reap  the  benefits  of  cos 
savings  and  growth." 

CS  First  Boston  knoi 
from  experience  the  benef 
of  a  well-planned  mergi 
since  it  is  itself  the  product 
a  European  commerci 
bank,  Credit  Suisse,  and 
U.S.  investment  bank,  Fii 
Boston.  The  two  began 
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Some  acquisitions  make  sense. 
Some  don't. 


Some  companies  will  buy  anything  to  get  in  on 
the  fastest  growing  sectors  of  the  economy  -  only 
to  encounter  serious  compatibility  issues.  At 
Hambrecht  &  Quist,  our  M&A  team  focuses  exclu- 
sively on  growth  companies.  Since  January  1997, 
we've  advised   on   more  than   85  transactions 


ranging  in  value  from  $10  million  to  $1.8  billion. 
With  that  kind  of  experience  and  industry  insight, 
we  can  tell  you  whether  an  acquisition  fits  your 
strategy  or  not.  Let's  talk.  We'll  help  you  make 
sense  of  the  New  Economy.  Call  David  Golden  or 
Paul  Cleveland  at  (415)  439-3000. 
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Merck  &  Co.6  MectizarTis  stamping  out  river 
blindness  in  Central  and  West  Africa. 

AJES  is  worming  to  bring  electricity  to  50  million 
more  people  by  tlie  year  2000. 

Engineers  at  Lockheed  Martin  are  guiding 

the  I  lunlve  Space  lelescope  to  study  galaxies  created 

5  billion  years  before  the  earth  was  jormed. 


Tyco  International  is  manujacturing 

the  first  undersea  Jiher-optic  telecommunication 

cable  linking  China  and  the  U.S. 


The  ^>I2  trillion  invested  in  companies  on  the  New  York 
Stock  hxchange  is  powering  the  global  economy. 

It's  all  happening  right  now. 
And  it  could  only  happen  here. 


T5JC  MTM  NTT 


THE   WORLD   PUTS  ITS   STOCK  IN   US.« 
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joint  venture  in  1978,  which  culminated  in  a 
merger  that  has  given  the  combined  entity  a 
major  presence  as  a  global  investment  bank 
and  a  leading  role  in  blockbuster  M&As  and 
IPOs.  By  mid- 1998,  CS  First  Boston  had 
advised  on  more  than  120  domestic  and 
international  M&As  and  divestitures 
worth  $250  billion,  and  20  IPOs  worth 
$7.7  billion.  As  part  of  its  commitment 
to  an  international  strategy,  CSFB  has 
purchased  Banco  Garantia,  a  leading 
Brazilian  investment  bank  that  will  pro- 
vide an  anchor  in  Latin  Americas  emerg- 
ing markets. 

One  recent  acquisition  in  telecom- 
munications illustrates  a  smart  maneu- 
ver in  an  industry  where  a  changing 
regulatory  environment  is  creating  new 
competitive  pressures  and  the  need  for 
companies  to  enter  other  market  seg- 
ments. Through  its  $70  billion  pur- 
chase of  cable  provider  TCI,  which 
already  has  a  major  presence  among 
local  customers,  AT&T  is  seeking  to 
build  its  residential  customer  base.  Fur- 
thermore, the  combined  entity  is  better 
positioned  to  develop  an  integrated  prod- 
uct line  and  compete  against  other  telecom 
providers  for  local  customers.  In  short, 
according  to  CSFB's  Lindsay,  "This  merger 
was  about  AT&T  trying  to  get  control  of  its 
destiny;  they  now  have  greater  penetration 
in  the  local  market." 

Through  the  largest  trans-Atlantic 
merger  so  far,  at  $40  billion,  Chrysler  and 
Daimler-Benz  sought  long-term  solutions 
in  an  industry  that  is  both  consolidating 
and  moving  toward  significant  cross- 
border  competition.  Though  both  compa- 
nies had  a  solid  hold  on  home  markets, 
neither  had  addressed  globalization  to  its 
satisfaction.  "They  had  yet  to  figure  out 
how  they  were  going  to  deal  with  Asia, 
Latin  America,  Africa  and  the  rest  of  the 
emerging  world  from  a  growth  stand- 
point," says  Koch  of  CSFB,  which  han- 
dled the  deal.  By  joining  forces,  Chrysler 
and  Daimler-Benz  can  reach  those  markets 
with  a  broader  product  line  and  rely  on 
each  other's  experience  in  navigating  dif- 
ferent markets.  Furthermore,  both  will 
reap  cost  benefits  by  utilizing  the  other's 
huge,  homegrown  operations  when  caking 
vehicles  into  each  other's  stronghold. 


^Seventy  percent  of  our 

new  listings,  whether 

they  be  IPOs  or  transfers 

from  other  markets, 

have  joined  us  over  the 

past  10  years.  W 

—  Catherine  Kinney, 

Group  Executive  Vice  President,  NYSE 


Going  Public.  Just  as  much  care  must 
be  taken  in  engineering  IPOs.  Small 
growth  companies  in  such  areas  as  tech- 
nology, telecommunications  and  health 
care  are  continuing  their  tradition  of  rais- 
ing capital  in  the  IPO  market  to  fund  their 
growth.  But  also  noteworthy  is  the  rising 
number  of  large,  well-known  companies 
crossing  into  the  public  world.  Typically 
these  offerings  occur  when  a  corporation 
takes  a  subsidiary  public  or  a  buyout  firm 
decides  to  sell  holdings  in  the  public 
market.  Several  deals  managed  by  CS  First 
Boston  include  the  $589  million  IPO  for 
Capstar  Broadcasting,  and  the  $415  mil- 
lion IPO  for  the  Italian  oil  and  gas  com- 
pany, Eni.  CS  First  Boston  also  handled 
the  largest  corporate  IPO  to  date  in 
Europe:  a  $3.7  billion  IPO  for  Alstom,  a 
multinational  supplier  of  capital  equip- 
ment for  infrastructure. 

( In  en  such  a  \\  ide  range  ot  offerings,  there 
is  an  IPO  for  almost  every  investor  profile. 
Nevertheless,  when  the  markets  are  difficult 
—  as  in  recent  times  —  investors  are  more 
comfortable  with  these  larger  deals  that 
promise  less  volatility  when  freely  traded  in 
(he  secondary  market.  "Investors  would  like 
to  see  larger,  more  liquid  deals  with  proven 


track  records  and  earnings  visibility,    s 

Alan  R.  Sheriff,  managing  director  of  Eq 

Capital  Markets  at  CS  First  Boston. 

The  pressures  on  companies  to  suco 

from  the  first  day  of  the  offering 

equally  intense.  After  the  offeri 

"our  job  is  to  make  sure  the  com 

ny  is  stabilized  in  the  marketplacj 

says     Sheriff.     That     sometin1 

involves  using  CSFB  capital  to  b 

stock  in  the  aftermarket  to  previ 

the  share  price  from  sliding.  In 

crucial  months  following  the  IP 

"We  try  to  keep  the  company  vi 

ble  to  the  investors,  which  is  r 

just  for  the  benefit  of  the  issuer,  r. 

the  investor  as  well,"  says  Sheri 

"It's  a  service  that  anyone  involv 

in  an  IPO  should  expect  from  th 

advisers." 

Deregulating  Financial  Instit 
tions.  Wheat  First  Union  kno 
firsthand  about  deregulation  oft 
financial  industry,  and  the  opport: 
nities  that  have  arisen  from  allowi 
institutions  to  cross  into  businesses  that  we 
previously  restricted.  It  is  itself  the  prodt 
of  a  merger  completed  this  year  betwe< 
First  Union,  a  commercial  bank,  and  Wht 
First  Butcher  Singer,  an  investment  ban 
The  merger  has  enabled  Wheat  First  Uni( 
to  become  the  primary  financial  adviser 
its  principal  clients,  middle-market  comp 
nies,  by  offering  them  a  full  line  of  servic 
such  as  securities  brokerage,  investme 
banking,  asset  management  and  equi 
high-yield,  merchant  banking  product 
including  IPOs. 

"The  powerful  combination  of  Whe 
First  and  First  Union  should  prove  to  I 
invaluable  to  our  clients,  and  we  look  fo 
ward  to  leveraging  First  Union's  strong  bar 
relationships,"  says  Mark  Gambill,  pres 
dent  of  Wheat  First  Union.  Areas  of  sp 
cialization  include  health  care,  energ 
banks,  telecommunications,  technology  an 
retailing.  Wheat  First,  through  its  heat 
quarters  in  Richmond,  Va.,  and  some  13 
offices  nationwide,  manages  client  assets  < 
more  than  $40  billion. 

"We  are  just  beginning  to  realize  th 
value  of  the  merger,"  says  Gambill.  Or 
flourishing  area  is  the  IPO  market.  In  th 
first  half  of  1998,  First  Union  Capit; 
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We  orovide  solutions  for 
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growing  companies. 

150,312,500 

$47,564,000 

$30,000,000 

$90,850,000 

$25,000,000 

.Aanm  Rnas,  Inc. 

City  Holding 
Capital  Trust 

M 

Coinmach  Laundry 
Corporation 

c  o  iVn  1  A  L 

■ 

C  arcv  Inti.rn.ition.il.  Inc. 

Common  \t<  cfc 

Common  Stock 

9. 1 5%  Capital  Sccuriticv 

Common  Stock 

Common  Stock 

Lc-nJ  Manager 
April  IWH 

>  •  Manager 

Bofc  Manager 
MaMi  1998 

l  <.  Manager 

Snlc  Manager 
March  1998 

$119,600,000 

SSX. 205,000 

n 

Condor  Technology 
Solutunis,  Inc 

$50,000,000 

$150,000,000 
&  Rest  Citizens 

~      H\\c  SHMIK.S 

FCB/NC 
Capital  Trust  I 

$18,000,000 

Hallwood  Energy 
Partners,  L.P. 

FCB/SC 
Capital  Trust  I 

Class  A  Common  Stuck 

Common  Slin.k 

8.25%  Capital  Securities 

8.05%  Capital  Securities 

1  Ian  C  Units  of 
Limited  Partner  Interest 

1  ' 'njger 
March  IWll 

-  ■  Uam§m 

fall  Manager 

liareh  1998 

Sole  Manager 
Much  1998 

Co  Manager 

February  1998 

S10,0(M),000 

$30,284,000 

$30,000,000 

$70,293,750 

$21,312,500 
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Home  Properties 
of  New  York,  Inc. 

Common  Stuck 

Health  and  Retirement 
Properties  Trust 

(  ..riiuion  Stock 

Innotrac  Corporation 
Qjmmon  Stock 

Interlace,  Inc. 
Class  A  Common  Stock 

Koger  Equity,  Inc. 

Common  Stock 

1  d  iiuKcr 

Sole  Mnyi 
■1-irl.  1998 

Co  Manager 

May  IWH 

Co  Hun 
M.irili  1999 

Sole  Manager 
March  1998 

S80,"5  1,562 

$25,000,000 

$53,000,000 

$66,948,750 

$107,500,000 

I 

Lawyua  Tide 

Corporation 
Common  St.nik 

Mac  k-Cali 

Mack  Cali  Realty 
Corporation 

t  omiiion  Stock 

* 

MindSpring 

MindSpring 
Enterprises,  Inc. 

Common  Stock 

MuniMae 

Municipal  Mortgage 
&  Equity,  LLC 

8.00%  Series  A  Cumulative 
Preferred  Shares 

• 

Mrar]  l«ws 

Sole  Manager 
M.xrJ.  L99S 

(  .,  Manager 
Mj>  1998 

Co  Manager 
January  1998 

Co  Manager 
January  1998 

$65,0~5,00<) 

$23,000,000 

$15,000,000 

$94,875,000 

$15,000,000 

(•  Protection  On* 

m 

united)ominion 

j^_&e 

EIWEEKS 

Protection  One,  Inc. 

Southern  BancShares 

(N.C.),  Inc. 

Southern  Capital  Trust  I 

United  Dominion 
Realty  Trust,  Inc. 

US  LEC  Corp. 

Weeks 
Corporation 

Common  Stock 

8.25%  Capital  Securities 

Common  Stock 

Class  A  Common  Stock 

Common  Stock 

Co-  Manager 

June  1  '>'>* 

Sole  Manager 
June  1998 

Sole  Manager 
March  1998 

Co-Manager 
April  1998 

Sole  Manager 
March  1998 

♦ 

©1998  First  Union  Corporation  Investment  banking  services  are  provided  by  First  Union  Capital  Markets  and  Wheat  First  Union,  divisions  of 
Wbcttt  First  Securities,  Inc.,  a  registered  broker/dealer.  Member  NYSE  and  SIPC.  Wheat  First  Securities,  Inc.  is  a  wholly-owned  subsidiary  of  First  Union  Corporation. 
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Markets  managed  or  comanaged  in  25 
equity  underwriting  offerings;  five  were 
IPOs  and  the  others  were  follow-on  offer- 
ings. Another  13  issues  are  in  registration, 
of  which  10  are  IPOs.  "The  pipeline  for 
the  future  is  strong  and  holds  a  lot  of 
potential,"  says  Gambill. 


IPOs  Fuel  the  Growth  of  the  NYSE 

A  critical  decision  in  the  process  of 
going  public  is  choosing  the  right  mar- 
ketplace —  and  an  increasing  number 
of  companies  are  turning  to  the  New 
York  Stock  Exchange  to  list  IPOs. 
"Seventy  percent  of  our  new  listings, 
whether  they  be  IPOs  or  transfers  from 
other  markets,  have  joined  us  over  the 
past  10  years,"  says  Catherine  Kinney, 
NYSE  group  executive  vice  president 
responsible  for  domestic  listings.  The 
NYSE  —  which  has  the  world's  largest 
market  capitalization,  with  more  than 
$10.5  trillion  shares  available  for  trad- 
ing —  continues  to  be  the  home  of 
established  industry  leaders,  but 
increasingly  is  the  destination  for 
younger  enterprises  offering  shares  for 
the  first  time.  Recent  listings  such  as 
Unigraphic  Solutions,  Championship 
Auto  Racing  Teams  and  Schein  Pharma- 
ceutical illustrate  this  diversity.  The  median 
market  capitalization  of  a  company  launch- 
ing an  IPO  on  the  NYSE  is  $290  million, 
compared  with  $800  million  for  existing 
NYSE-listed  companies. 

In  the  last  decade,  more  than  1 ,000  IPOs 
have  listed  on  the  NYSE,  accounting  for 
more  than  one-third  of  new  listings.  The 
Exchange  established  an  IPO  program  in 
1984,  and  since  then  has  increased  its 
market  share  of  eligible  IPOs  from  12%  to 
more  than  90%.  And  the  NYSE-listed  IPOs 
make  up  more  than  90%  of  the  equity  cap- 
ital raised  in  the  U.S.  In  1997,  the  NYSE 
listed  96  IPOs,  or  about  94%  of  the  eligible 
companies.  The  pace  accelerated  during  the 
first  six  months  of  1998,  when  the  NYSE 
listed  57  IPOs,  a  30%  increase  over  the 
same  period  in  1997.  Ziff-Davis,  Heller 
Financial)  Young  &  Rubicam  and  Capstar 
Broadcasting  were  among  the  big  names  to 
begin  trading  on  the  NYSE  this  year. 

At  the  same  tune,  more  non-U. S.  com- 
panies  are  accessing  the  world's  largest  pool 


M\Ne  consider  ourselves 
a  resource  in  not 
only  supporting  deal 
structuring,  but  maintain- 
ing a  partnership  with 
the  company  from 
its  listing  through  its 
life  on  the  NYSE,  ff 

—  Georges  Ugeux, 

Group  Executive  Vice  President, 
International,  NYSE 


of  investors  by  going  public  on  the  NYSE. 
So  far  in  1998,  18  non-U. S.  companies 
have  joined  the  Exchange,  including  Paris- 
based  Alstom  S.A.,  one  of  the  leading  man- 
ufacturers of  steam  turbines,  and  the  French 
company  Rhodia,  one  of  the  largest  spe- 
cialty chemicals  companies.  "The  NYSE 
plays  a  pivotal  role  in  helping  companies 
raise  capital,"  says  Georges  Ugeux,  group 
executive  vice  president,  International.  "We 
consider  ourselves  a  resource  in  not  only 
supporting  deal  structuring,  but  maintain- 
ing a  partnership  with  the  company  from 
its  listing  through  its  life  on  the  NYSE."  To 
go  public  on  the  NYSE,  a  company  must 
meet  stringent  standards  of  earnings,  share 
ownership,  corporate  governance  and  other 
criteria.  "Companies  that  qualify  for  an 
NYSE  listing  have  the  necessary  size  and 
shareholder  base  that  warrant  an  auction 
market,"  says  Philip  Owen,  managing 
director.  "Our  market  provides  for  direct 
interaction  between  orders,  which  maxi- 
mizes  liquidity  and  results  in  the  best  pos- 
sible price  execution  lor  investors." 


Datek:  A  Link  to  the  Future 

Just  as  the  corporate  world  is  undergo  j 

a  profound  transformation,  so  too  is 

environment   for   individual   investc 

Thanks  to  Internet  technology,  thi 

investors  can  wield  a  powerful,  n 

trading  tool  to  access  the  stc 

exchange     —     on-line     tradia 

Among  the  pioneers  in  low-cc 

Web-based  brokerage  services 

Datek  Online,  which  was  founc| 

two  years  ago  on  the  belief  tl 

investors  should  have  direct  ace 

to  the  financial  markets. 

The  growth  of  on-line  servit 
reflects  not  only  acceptance  of  tec 
nology  —  and  its  ability  to  skirt  t 
middleman  —  but  a  shift  in  otl 
attitudes.  Investors  today  ; 
informed  individuals  who  ; 
increasingly  self-directed  in  th, 
investment  style.  This  has  be 
fueled  by  the  need  for  employees 
assume  much  greater  responsibil 
for  making  choices  about  their  pe 
sion  portfolios  and  even  broao 
retirement  planning.  Such  chang 
*/  have  made  them  acutely  aware 
investment  vehicles,  costs  and  th* 
personal  financial  destiny.  "The  ability 
have  complete  control  over  your  inve. 
ments  is  exactly  what  makes  on-line  brokt 
ages  so  appealing,"  says  Alex  Goor,  vice  pn 
ident  of  Datek  Online  in  Iselin,  N.J. 

Datek  —  the  fourth-largest  on-line  bi 
kerage,  with  more  than  18,000  transactio 
each  day  —  allows  individuals  to  make  el 
tronic  trades  24  hours  a  day.  From  anywht 
in  the  world,  on-line  investors  can  fret 
place  trades,  view  their  account  portfoli  ■ 
and  request  funds  —  all  from  the  same  W 
site  (www.datek.com). 

"The  financial  world,  which  used  to 
very  much  a  club  and  restricted  to  certa 
inside  participants,  has  become  democi 
tized,"  says  Goor.  How  far  Datek  and  oth 
similar  services  will  be  able  to  stretch  t! 
options  in  personal  investing  is  anyon 
guess.  On-line  access  to  IPOs,  perhaps?  "I 
definitely  something  we're  thinking  abo 
for  the  future,"  says  Goor.  I 
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Lynn  Morrissey  is  a  freelance  business  writ 
based  in  New  York  City. 
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I  FOUND  THIS  ON  THE  INTERNET... 

It  beats  listening  to  my  broker's  "sure  thing"  everyday. 

Datek  is  only  $9.99  per  trade,*  and  I  get  free  news,  research  and  unlimited  real-time  quotes. 
Making  my  own  investment  decisions  has  never  been  easier. 
They  update  my  account  instantly  and  provide  me  with  what  I  need  to  manage  my  own  portfolio... 

now  I've  got  a  tip  for  my  broker. 


DATEK 

online  www.datek.com 


TRADE    NOW 


"  All  internet  trades  up  to  5.000  shares  are  only  $9.99.  Your  commission  is  waived  if  your  marketable  order  is  not  executed  within  60  seconds.  Some  restrictions  apply  Please  check  our  website  for  more  details  Average 
execution  time  on  marketable  orders  is  less  than  10  seconds  {as  of  6/1/98)  Trade  Now  is  a  servicemark  of  Datek  Online  ©1998  Datek  Online  Brokerage  Services  Corp.,  member  NASD  /  SIPC  /  Boston  Stock  Exchange. 


matters 


Charity  auctions  raise  some  messy  tax  questions. 

Going,  going, 
deducted! 

By  Ashlea  Ebeling 


Oil 


Jonny  Moseley  (left)  in  Nagano;  Sandy  and  Bill  Hall  (right)  at  Bishop  Garngan  High  School  in  Algona.  Iowa 
These  loyal  alumni,  donor  and  bidders,  are  doing  good  deeds  and  getting  tax  deductions. 


Jonny  Moseley  is  the  22-year-old 
heartthrob  freestyle  skier  who  won  a 
gold  medal  at  the  Nagano  Olympics. 
This  past  spring  he  donated  a  day  of 
skiing  and  lunch  for  four  to  the 
fundraising  auction  for  Marin  Coun- 
try Day  School  in  Corte  Madera, 
Calif.,  the  grammar  school  he  had 
attended.  The  high  bid  was  $15,000. 

Now  comes  tax  time.  Who  gets  the 
deduction  when  a  donated  item  goes 
for  a  lavish  sum  at  a  charity  auction  ?  If 
you  bid  $10,000  on  an  antique  desk 
worth  $2,000,  do  you  get  a  deduction 
for  the  $8,000  difference?  How  about 
the  donor  of  the  desk?  And  what  if  a 
desk  worth  $10,000  goes  for  $2,()(K): 

The  Internal  Revenue  Service  asks 
charities  to  help  answer  these  questions 
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but  many  schools  that  host  auctions 
are  not  up  to  speed.  Oversized  deduc- 
tions encourage  donors  to  donate  and 
bidders  to  bid,  and  the  charities  don't 
want  to  discourage  that. 

So  some  donors  overestimate  the 
value  of  the  items  they  donate.  And 
some  bidders  wrongly  assume  that  the 
full  amount  of  the  check  they  write 
counts  as  a  deduction. 

"Chanty  auctions  are  tricky,'1  says 
Celia  Roady,  a  Washington,  D.C.- 
based  tax  Lawyer  with  Morgan,  Lewis 
&  Bockius.  "The  donor  wants  a  high 
value  on  the  donated  item  to  claim  a 
big  deduction,  and  the  bidder  wants  a 
low  value  to  get  a  greater  deduction  of 
her  ow  n.  The  charity  is  in  the  middle." 

Here  are  the  rules.  If  \ou  face  a  tax 


audit,  you  had  better  understand  them 
If  vou  give  an  item  to  a  charity  auc- 
tion, you  usually  get  to  deduct  the 
lesser  of  (a)  the  item's  fair  market 
value  or  (b)  your  cost.  If  you  inherit- 
ed die  antique  desk  when  it  was  worth 
$100,  then  $100  is  all  you  can  deduct, 
even  if  you  have  a  $5,000  appraisal. 

For  contributions  of  $250  or  more.. 

you  must  get  a  receipt  from  the  char-i 

ity.  For  noncash  donations  over  $500, 

donors  must  describe  the  item  on  IRS 

Form     8283.     If    the 

claimed  value  is  more 

than  $5,000,  the  item 

must  be  professionally 

appraised,  and  donor, 

appraiser    and    charity 

must  sign  the  form. 

Wait  a  minute.  Don't 
collectors     who     give 
works  of  art  to  museums 
get   a   better   deal 
appreciated   paintings 
Yes,  they  get  to  deduct 
the  full  current  value, 
but  they  fall  under  a  dif- 
ferent     rule,      which 
applies  when  the  charity 
uses  the  donated  item 
instead  of  selling  it.  Say 
vou  bought  an  antique 
desk   for   $100    that's 
now  worth  $1,000.  If 
you    give    it    to    your 
school's  auction,  you  get  j 
only  a  $100  deduction. 
But  if  the  school  puts 
the  desk  in  the  princi- 
pal's   office,    vou    can 
deduct  the  full '$1,000. 
If  you  donate  time  to  a  worthy 
cause,  there's  yet  another  rule — your 
"cost"  is  zero.  For  giving  his  ski 
outing,  Jonny  Moseley  gets  a  deduc- 
tion only  for  the  cash  outlay  he  makes 
for  the  lift  tickets  and  lunch,  maybe 
$500.  If  a  lawyer  donates  her  will 
preparation  services,  she  can  deduct 
the  $5  she  spends  on  paper  and  copy- 
ing, not  the  $500  normal  fee  for  her 
services. 

And  if  the  donated  item — say  a 
computer — is  given  by  a  business  that 
has  already  deducted  the  item  as  a 
business  expense,  there  is  no  further 
writeoff.  But  if  the  computer  hasn't 
been  fully  depreciated,  the  business 
can  usually  deduct  its  residual  cost. 
What  about  bidders  at  charity  auc- 
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On  the  auction  block 

School  Net  receipts 


Favorite  item 


Sold  for 


FMV 


Bidder's  deduction 


The  Grosse  Pointe  Academy 
Grosse  Pointe  Farms.  Mich. 

Lake  Forest  Country  Day  School 
Lake  Forest.  III. 

Randolph  School 
Huntsville.  Ala. 


Bishop  Garngan  Schools 
Algona.  Iowa 


$450,000  1998  VW  Beetle  $27,000  $17,455  $9,545 

400.000  Head  of  School  for  a  Day  4,000  0  4,000 

160.000  Picnic  table  made  by  headmaster  6,000  225  5,775 

and  chicken  salad 
made  by  cafeteria  manager 

152,000  Naming  street  sign  6,250  0  6,250 

on  school  grounds 


tionsr  They  can  deduct  the  amount 
that  exceeds  the  fair  market  value  of 
what  they  get.  In  the  simplest  cases,  if 
the  school  realizes  $15,000  on  an 
item,  then  the  tax  deductions  for 
donor  and  bidder  can  total  $15,000. 
So  the  bidder  for  Moseley's  ski  outing 
could  get  a  $14,500  writeoff. 

What  happens  if  an  item  goes  for 
less  than  appraised  value?  Say  it  was 
appraised  at  $5,000  but  sells  for  onlv 
$2,000.  The  bidder's  deduction  is  $6. 
The  donor  could  try  deducting  the 
full  $5,000,  but  an  IRS  auditor  might 


be  suspicious. 

Here's  some  advice  to  auction  orga- 
nizers, courtesy  of  Carolyn  Osteen  of 
Ropes  &  Gray  in  Boston.  It's  tough 
advice  because  it  invokes  red  tape,  but 
it  might  save  your  donors  and  bidders 
a  lot  of  trouble  later: 

As  you  gather  donations,  assign  fair 
values  Co  every  item.  Publish  those 
numbers  in  the  auction  catalog  and 
tuck  them  into  a  database  where  you 
will  enter  winning  bids.  After  the  auc- 
tion is  ewer,  crank  out  receipts: 
assigned  value  for  the  donors,  excess  of 


bid  price  over  assigned  value  to  buyers. 
If  most  items  go  for  more  than 
assigned  value,  the  IRS  probably  won't 
give  anyone  a  hard  time. 

According  to  regulations  adopted 
in  1996,  charities  must  disclose  the 
basic  rules  for  valuing  deductions  and 
issue  a  receipt  stating  the  value  of  the 
item  when  bidders  pay  more  than  $75 
for  an  item  at  auction.  If  the  charity 
doesn't,  it  faces  penalties  of  $10  per 
gift.  As  far  as  we  know,  the  IRS  hasn't 
raided  any  PTAs  yet.  But  with  the  IRS, 
you  never  know.  Hi 


Northwestern 
University 

J.  L  Kellogg 

Graduate  School 
of  Management 


Executive  Education,  Chosen  Time  &  Again 

Thousands  of  executives,  representing  the  world's  top  corporations,  choose  Kellogg  each  year  to  enhance 
their  educational  development.  For  almost  50  years,  executives  and  their  sponsoring  companies  have 
turned  to  us  to  help  prepare  them  for  greater  management  responsibilities  in  an  increasingly  global 
business  environment. 

When  you  attend  a  general  management  program  at  Kellogg,  you  become  a  part  of  one  of  the  world's 
finest  institutions  tor  managerial  studies.  You  share  your  experiences  and  ideas  with  colleagues  from  around 
the  globe.  And,  most  importantly,  you  benefit  from  the  real  business  experience  and  the  extensive  research 
of  the  distinguished  faculty  thai  keeps  us  at  the  top  of  American  business  schools. 

As  you  consider  which  program  and  which  school  will  best  prepare  you  for  your  expanding  leadership 
and  managerial  roles,  know  that  when  you  choose  Kellogg,  you  choose  a  leader. 

Advanced  Executive  Program 

February  14-March  12,  1999  or  June  13 -July  9,  1999 

Provides  senior-level  executives  with  a  thorough  understanding  of  the  forces  that  govern  the  strategies  and 
performance  of  organizations.  Attendees  are  businesspeople  with  15  to  25  years  of  management  experience 
who  have  (or  soon  will  have)  general  management  or  cross-functional  responsibilities  in  two  or  more  functional 
areas,  and  profit-and-loss  responsibilities  within  their  organizational  unit. 

Executive  Development  Program 

May  2-21,  1999  or  July  11-30,  1999 

Offers  executives  a  broad  perspective  on  the  functions  of  management  and  a  fuller  understanding  of  the  concepts 
and  tools  required  for  higher-level  responsibilities.   Participants  should  have  10  or  more  years  of  experience 
with  the  potential  for  seniordevel  management  in  either  staff  or  line  positions.  It  is  also  an  ideal  program  for 
entrepreneurs  and  owners  of  small  companies. 

Call  847-467-7000  today  for  an  informative  brochure! 

Executive  Programs  J. L. Kellogg  Graduate  School  of  Management      Northwestern  University 

Phone:  847-467-7000  Fax:  847-491-4323  James  L.  Allen  Center 

E-mail:  ExecEd@nvvu.edu       Web  Site:  www.kellogg. nwu.edu  Evanston,  1L  60208-2800 

Consistently  rated  among  the  top  executive  education  programs  in  the  world  by  Business  Week  and  U.S.  News  &  World  Report. 
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If  you  are  a  value  hunter,  you  will  find  something 
instinctively  appealing  about  buying 
a  dollar  bill  for  91  cents.  But  shop  carefully. 
Some  of  those  dollar  bills  aren't  worth  a  dollar. 

How  to  buy  a 
closed-end  fund 


By  Thomas  Easton 

There's  a  potential  pitfall  in  value  investing,  the  phi- 
losophy that  says  you  should  look  for  stocks  of  companies 
that  are  cheap  in  relation  to  their  intrinsic  value.  Sometimes 
cheap  stocks  get  cheaper. 

Think  about  that  as  you  troll  the  waters  for  closed-end 
bargains.  A  closed-end  fund  is  one  that  has  a  fixed  number 
of  shares  outstanding  and,  in  contrast  to  an  open-end  fund, 
does  not  agree  to  redeem  any  holder  at  full  net  asset  value. 
Instead,  the  unhappy  holder  of  a  closed-end  hind  can  exit 
only  by  finding  someone  else  to  take  his  place.  To  get  out, 
the  seller  usually  has  to  offer  the  shares  at  a  discount  to  their 
intrinsic  value — intrinsic  value  being  die  net  assets  per  share. 
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From  the  point  of  view  of  the  buyer, 
this  state  of  affairs  presents  an  intriguing 
opportunity.  Because  of  prevailing  dis- 
counts, a  91 -cent  investment  in  the  aver- 
age U.S. -based  equity  closed-end  brings 
$1  worth  of  assets.  Within  the  subset  of 
U.S. -registered  closed-end  funds  that 
mosdy  buy  foreign  stocks,  the  disparity  is 
even  greater.  Here  you  get  $1  in  assets 
for  only  85  cents  on  average.  (For  the 
even  more  daring,  foreign-registered 
closed-ends  can  be  had  with  even  more 
dramatic  discounts;  see  p.  232.) 

So  is  a  dollar  bill  a  bargain  when  you 
can  get  it  for  91  cents?  Depends. 

Let's  go  back  to  first  principles  in  fund 
investing.  If  you  are  shopping  for  an 
open-end  fund,  the  kind  we  covered  in 
the  Aug.  24  issue  of  Forbes,  the  three 
most  important  things  to  think  about  are  risk,  past  perfor- 
mance and  cost — cost  being  primarily  the  annual  expense 
burden  imposed  on  a  fund  by  the  operator.  In  the  case  of 
a  closed-end  you  should  add  a  fourth  criterion:  the  dis- 
count. How  good  is  it?  How  does  it  compare  with  its  aver- 
age level  in  the  past?  Most  important,  how  does  the  dis- 
count compare  with  the  expense  ratio? 

As  a  rule  of  thumb,  we  think  you  should  prick  up  your 
ears  whenever  you  hear  about  a  closed-end  stock  fund  trad- 
ing at  a  discount  at  least  ten  times  its  annual  percentage 
expense  burden.  A  discounted  fund  can  be  a  particularly 
good  deal  if  the  fund  makes  fat  capital  gains  or  other  cash 
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distributions.  Remember,  those  are  dollars  you  bought  for 
91  cents  I  or  whatever)  that  go  into  your  checking  account 
at  a  full  dollar. 

For  a  closed-end  specializing  in  bonds,  you  should  be 
pickier.  Take  a  second  look  only  if  the  discount  is  at  least 
12  times  annual  expenses  on  a  taxable  bond  fund  or  16 
times  expenses  on  a  muni  bond  fund.  Our  reasoning:  Bond 
funds  usually  don't  make  fat  cash  payouts. 

It's  next  to  impossible  to  find  a  deeply  discounted  muni 
bond  fund  these  days.  Take  a  pass  on  the  sector.  You  can 
always  buy  an  open-end  bond  fund. 

Stocks  or  bonds,  remember  this:  It  sounds  swell  to  buy 
something  at  a  discount,  but  when  it  comes  time  to  sell, 
the  discount  may  have  grown — and  the  increase  will  come 
at  your  expense.  Break  the  rules  on  the  ratio  of  discount  to 
expenses  if  you  have  reason  to  believe  that  a  closed-end  will 
open  up  in  the  near  future.  But  be  wary.  Some  funds  make 
vague  promises  to  go  open  if  the  discount  persists  but 
don't  deliver  on  those  promises.  Others  respond  to  pres- 
sures from  shareholders  to  buy  in  shares  with  all  of  the  con 
tempt  you  would  expect  from  a  business  whose  customers 
are  captive. 

A  corollary  to  the  foregoing  is  that  you  should  almost 
never  buy  a  closed -end  Rind  trading  at  a  premium  to  its  net 
asset  value.  That  means  staying  away  from  new  issues  (see 
p.  230>  and  even  being  leery  of  the  occasional  foreign-stock 
fund  that  provides  a  seemingly  unique  opportunity  to 
invest  in  .m  inaccessible  market.  Funds  specializing  in 
Taiwan,  Korea  and  Eastern  Europe  have  traded  at  rich  pre- 
miums for  this  reason.  But  premiums  often  vanish  as  the 

BEST  BUYS:  STOCK  FUNDS 


foreign  market  matures.  Watch  out,  too,  for  anything  that 
appears  unusually  attractive,  like  a  striking  yield  on  a  bond 
fund.  It  could  be  the  result  of  added  risk  through  leverage 
(seep.  239). 

Funds  on  the  accompanying  Best  Buy  stock  funds 
demonstrate  good  performance  relative  to  an  appropriate 
benchmark  and  sell  for  discounts  that  are  at  least  ten  times 
as  large  as  their  expense  ratios.  These  are  funds  that  make 
sense  as  long-term  holdings. 

For  traders,  the  big  issue  is  the  odds  a  discounted  closed- 
end  will  go  open.  Activist  shareholders,  abetted  by  an 
increasingly  responsive  Securities  &  Exchange  Commission, 
are  pressuring  negligent  managers  and  directors.  In  the  past 
year,  a  slew  of  funds  have  produced  windfalls  for  share- 
holders by  open-ending.  Among  them:  Schroder  Asian 
Growth,  gt  Global  Developing  Markets  and  tcw/dw 
Emerging  Markets  Opportunity  Trust. 

These  efforts  are  gaining  momentum.  Targets  of  current 
shareholder  actions  include  the  United  Kingdom  Fund, 
Clemente  Global  Growth,  Emerging  Mexico,  New  South 
Africa  and  Emerging  Germany. 

While  discounts  tend  to  be  the  driving  force  in  closed- 
end  investments,  there  are  a  few  other  interesting  cor- 
ners of  this  market  that  are  structured  to  trade  close  to 
net  asset  value  all  the  time,  wkbs,  World  Equity  Bench- 
mark Shares  (see  p.  236),  provide  an  economical  way  to 
invest  in  individual  countries;  prime  rate  funds  (see 
p.  237)  allow  you  to  turn  banker  to  corporate  America 
and  earn  better  yields  than  you  could  get  on  a  money 
market  fund.  aaj 
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PERFORMANCE 

UP       DOWN 

Fund 

3-year 

annualized 

total 

return 

Assets 
6/30/98 
($mil) 

— Discount — 
recent       52-week 
average 

Annual 

expenses 

per 

$100 

Manager  (years) 

A       ▼ 

■  C      «C 

Southeastern  Thrift  &  Bank 

32.1% 

$113 

-17.6% 

-0.6% 

$1.06 

Multiple  managers  (2) 

C      aC 

Irish  Investment  Fund 

25.1 

127 

-19.5 

-14.1 

1.39 

Multiple  managers  (4) 

B      aC 

Scudder  New  Europe  Fund 

30.6 

407 

-18.1 

-18.1 

1.44 

Multiple  managers  (7) 

B         D 

Mexico  Equity  &  Income 

10.7 

121 

-25.1 

-20.5 

1.42 

Eugenia  Pichardo  (8) 

A         D 

Mexico  Fund 

8.8 

975 

-25.0 

-22.9 

0.91 

Jose  Luis  Gomez  Pimienta  (17) 

. 

Morgan  Stanley  Africa  Investment 

12.6 

242 

-23.9 

-19.8 

1.77 

Jaideep  Khana  (3) 

B       aC 

Europe  Fund 

28.0 

238 

-15.5 

-12.9 

1.26 

Multiple  managers  (5) 

C      aC 

Emerging  Germany  Fund 

27.7 

245 

-15.2 

-14.9 

1.30 

Barbel  Lenz  (3) 

C         C 

ROC  Taiwan  Fund 

7.2 

275 

-21.7 

-17.4 

1.51 

Daniel  Chiang  (4) 

■  0          B 

Argentina  Fund 

11.6 

128 

-18.2 

-17.7 

1.45 

Multiple  managers  (7) 
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c 
c 

A 
C 

C 
C 
0 
C 

Allmenca  Securities  Trust 
Strategic  Global  Income 
Fort  Dearborn  Income  Securities 
Dreyfus  Strategic  Governments  Income 

9.5% 
10.7 
9.6 
9.5 

$103 
289 
148 

154 

-12.5%         -9.5% 
-15.0         -12.6 
-10.3            -7.2 
-11.1          -10.6 

$0.72 
1.20 
0.72 
0.92 

Lisa  Coleman  (5) 
Stuart  Waugh  (6) 
Multiple  managers  (12) 
Gerald  Thunelius  (2) 

B 
B 
A 

C 

D 
0 

Hyperion  Total  Return 
VanKamp  Amer  Bond  Fund 
BlackRock  Advantage  Term  Trust 

9.6 
9.1 
9.4 

254 
240 
103 

-13.5         -11.9 

-9.3           -4.1 

-12.4          -12.3 

1.05 
0.64 
0.88 

Multiple  managers  (3) 
David  Troth  (12) 
Multiple  managers  (4) 

Performance  through  7/31/98.  Discount  as  of  8/6/98.  "Fund  rated  for  three  periods  only; 
Sources:  Forbes;  Upper  Analytical  Services;  Morgan  Stanley  Capital  International. 

maximum  allowable  grade  A. 
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▲T  CLOSED-END     FUND     SURVEY 


There's  $30  billion  in  spreads  between  the  market  caps  of  closed-end 
funds  and  their  net  assets.  How  do  you  get  a  piece  of  this  money? 

Discount  hunter 


By  Thomas  Easton 

One  of  the  great  mysteries  of 
Wall  Street  is  what  determines  the 
relationship  between  the  liquidat- 
ing value  of  a  closed-end  fund  and 
its  trading  price  on  the  stock 
exchange.  Unravel  this  enigma 
and  you  can  make  a  small  fortune. 

Alexander  Zagoreos,  a  New 
York  City-based  partner  of  Lazard 
Freres  &  Co.,  devotes  full  time  to 
this  enigma,  and  performance 
numbers  suggest  that  he  has  more 
of  a  clue  than  the  average  investor 
about  what's  going  on.  Zagoreos, 
60,  has  been  trading  in  and  out  of 
closed-end  funds  since  1984,  via  a 
limited  partnership  that  has  $257 
million  in  it.  Performance:  15% 
annually. 

Zagoreos  also  manages  the 
$163  million  World  Trust  Fund,  a 
closed-end  fund  of  his  own  that 
owns  nothing  but  shares  of  other 
closed-end  funds.  World  Trust  has 
a  global  portfolio  of  51  closed- 
ends,  30  of  them  non-U. S. -traded 
funds.  In  the  seven  years  that 
Zagoreos  has  been  running  the 
London-listed  World  Trust,  it  has 
delivered  a  compound  annual 
12%,  more  than  two  percentage 
points  ahead  of  Morgan  Stanley's 

benchmark  EAFE  Index  and  just  a  tad  behind  Morgan 
Stanley's  Global  Index,  which  has  a  vastly  larger  weight- 
ing in  the  U.S. 

The  pond  that  Lazard  fishes  in  is  enormous — 1,100 
funds  with  a  combined  $190  billion  in  net  portfolio  value. 
The  combined  market  capitalization  of  these  hinds  is  only 
$160  billion.  That  leaves  $30  billion  of  value  to  go  after. 

Some  portion  of  that  $30  billion  spread  is  entirely 
rational:  Owners  of  closed-end  shares  are  a  captive  audi- 
ence, forced  to  pay  management  fees  to  a  portfolio  man- 
ager who  may  not  be  doing  a  good  job.  Fees  averaging 
1.1%  a  year  explain  some  of  the  17%  average  discount  on 
the  closed-ends  owned  by  World  Trust.  And  let's  not 
forget  World  Trust's  own  layer  of  costs,  which  run  to 
0.8%  a  year.  That  drag  on  returns  may  partly  explain  the 
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11%  discount  to  net  asset  value  at  which  World  Trust 
trades. 

But  fees  aren't  everything,  and  they  don't  explain  the 
investor  moods  that  push  discounts  up  and  down.  At  the 
moment,  Zagoreos  says,  the  climate  for  buyers  is  good: 
Worldwide,  the  discounts  among  closed-end  funds  are  the 
widest  they've  been  in  five  years.  But  don't  buy  blindly, 
says  Zagoreos.  Look  for  a  fund  where  it  is  reasonable  to 
expect  some  narrowing  of  the  discount  over  the  next  sev- 
eral years. 

Sometimes,  the  discount  vanishes:  when  a  closed-end 
either  dissolves,  distributing  its  net  assets  to  its  share- 
holders, or  becomes  liquid  in  a  less  violent  fashion  by 
open  ending.  In  the  latter  case,  the  shareholders  are  given 
the  same  right  to  cash  out  at  net  asset  value  that  all  open- 
Forbes  ■  September  7,  1998 


rte 


Forbes  and  Ameritech  present 


CYBERSTATP 

_.iviKOSIUM 


rom  Web-page  to  Web-profit: 

oward     an      E-commerce-based     Business     Model 

Wednesday,   October   14  -  Thursday,   October   15,   1998 

The  Renaissance  Cleveland  Hotel,  Cleveland,  Ohio 


X 


he  premier  event  for  senior 

executives  involved  in  formulating 

and  implementing  their  firm's  electronic 

commerce  strategy. 


Nicholas  Negroponte 

Director,  The  Media  Lab 
MIT 

Mark  Lorimer 

President  and  CEO 
AutoBy-Tel 


John  Perry  Barlow 

Cofounder 
Electronic  Frontier  Foundation 

Christopher  Meyer 

Author,  Blur:  The  Speed  of  Change 
in  the  Connected  Economy 


Rich  Karlgaard 

Publisher 
Forbes  Magazine 

Gideon  Sasson 

Enterprise  President  of 

Electronic  Brokerage,  Charles 

Schwab  &  Co.,  Inc. 


For  More  Information: 

internet:  v\ww.fort)es.com/conf/cyberstate 

E-mall:  cyberstate@forbes.com    Phone:  212-499-3521    Fax:  212-499-3324 

Limited  sponsorship  opportunities  are  available.  E-mail  sponsorship  inquiries  to  rjohnson@forbes.com 

•jr 


Presented  by 


Conference  Partners 


Deloitte  & 


RwbeS  ^eritech- 


& 


'COMMERCE 


▲▼CLOSED-END     FUND     SURVEY 


Source:  Lazard  Freres. 


end  funds  offer. 

In  a  halfway  step  to  open- 
ending,  the  operator  of  a  closed- 
end  may  use  some  of  the  fund's 
assets  to  buy  in  their  own  shares  as 
a  way  of  pushing  up  the  share 
price  and  providing  an  exit  ramp 
for  disaffected  holders.  Share  buy- 
backs  tend  to  shrink  the  discount 
but  not  eliminate  it.  Usually,  the 
investment  outfit  operating  a 
closed-end  fund  is  not  thrilled 
with  the  idea  of  opening  it;  if  a  lot 
of  formerly  captive  customers  head 
for  the  exit,  the  pool  of  assets 
on  which  the  manager  collects  a 
percentage  fee  will  suddenly 
shrink. 

As  it  happens,  roughly  40  of  the  51  closed-ends  in  the 
World  Trust  portfolio  are  either  enmeshed  in  a  restruc- 
turing or  are  being  seriously  pressed  by  outsiders  to  open- 
end  or  do  some  buybacks.  This  year  alone  four  funds  in 
the  World  Trust,  all  London  registered,  were  forced  open, 
and  three  more  (one  in  London,  the  other  two  in  New 
York)  are  scheduled  to  do  so  this  year.  The  table  above 
lists  other  World  Trust  holdings  where  prospects  are  good 
for  an  open-ending,  in  Zagoreos'  view. 

Here's  one  reason  for  an  open-ending.  A  closed-end 
was  created  years  ago  to  participate  in  an  illiquid  stock 
exchange,  but  that  stock  market  has  matured  and  no 
longer  demands  a  closed-end  structure  as  a  vehicle  for  for- 
eigners to  invest  through.  Cases  in  point:  the  Italy  Fund 
(20%  discount)  and  the  Swiss  Helvetia  Fund  (21%). 
There's  no  certainty  that  either  of  these  will  go  open,  but 
at  least  the  sponsors  can't  make  as  compelling  a  case  as 


Playing  closed-end  funds 

Fund  Discount    Where  traded 


Fold 

Emerging  Germany 

19% 

New  York  -  _ 

Europe  Fund 

16 

New  York 

Italy  Fund 

20 

New  York 

Spain  Fund 

17 

New  York 

Swiss  Helvetia 

21 

New  York 

Hold 

Aberdeen  Emerging  Asia 

19 

London 

East  Europe  Development  Fund 

24 

Dublin 

Edinburgh  New  Tiger  Trust 

26 

London 

Greek  Progress 

19 

Athens 

Value  Realization  Trust 

9 

London 

Czech,  please 

Closed-end  opportuni- 
ties can  pop  up  in  the 
oddest  places.  The  Prague 
Stock  Exchange  is  notori- 
ous for  scams,  but  the 
Czech  Republic  recently 
established  a  watchdog 
modeled  on  the  U.S. 
Securities  &  Exchange 
Commission.  One  of  its 
first  moves  concerns 
closed-end  funds.  Those 
with  discounts  of  40% 
must  open  by  the  end  of 
next  year  and  those  with 
20%  discounts  by  the  year 
after.  Included  are  funds 
run  by  reputable  financial 


institutions  (see  table). 

Buying  into  these  isn't 
easy  for  a  U.S.  resident, 
but  it  can  be  done.  Show 
up  in  Prague  with  a  valid 
passport  and  you  can 
open  an  account  with  the 
Central  Securities  Regis- 
ter and  buy,  via  a  broker, 
through  an  automated 
trading  system. 

Not  up  for  the  trip? 
You'll  need  to  get  a 
power  of  attorney  that 
must  be  superlegalized — 
a  five-step  process  that 
starts  with  a  notary  public 
and  ends  with  certifica- 
tion from  the  Czech  con 
sulate.  Multinationals  like 


they  used  to  for  standing  pat. 

Zagoreos  isn't  just  a  trader.  Ht 
is  also  willing  to  make  long-ter: 
bets  on  closed-ends  that  really  d< 
have  a  reason  for  being,  meaning 
they  operate  in  very  chancy,  illiq 
uid  markets  that  are  hard-pressec 
even  to  clear  stock  trades  in  ar 
orderly  fashion.  We're  talking 
about  India,  Latin  America,  East 
ern  Europe  and  even  Russia. 

Yes,  Russia  has  cost  Zagoreo 
1%  to  2%  of  the  fund's  net  asset 
value  in  recent  months,  but  he's 
planning  to  hang  in  there.  At  pres 
ent  prices,  listed  Russian  stocks  are 
worth  maybe  S28  billion — half  the 
market  cap  of  Greece,  which  has  a  much  smaller 
economy. 

If  you  do  want  to  participate  in  a  Third  World  market 
look  far  and  wide  for  the  right  fund.  Luxembourg-listed 
First  Nis  Regional  Fund,  which  invests  in  eastern  Europe 
trades  at  a  31%  discount;  the  more  accessible  Templeton 
Russia  Fund,  which  trades  on  the  New  York  Stock 
Exchange,  sells  at  a  39%  premium.  That's  not  unusual. 

"Shop  only  in  New  York  and  you  miss  many  of  the  best- 
deals,"  Zagoreos  says. 

One  caution.  It  can  be  a  real  tax  headache  to  own  a  for 
eign-domiciled  fund  in  a  taxable  account.  Zagoreos  rec- 
ommends trying  to  hold  these  things  in  a  self-directed 
IRA,  401(k)  or  the  like. 

Hey,  what  about  the  World  Trust's  own  11%  discount? 
When  is  Zagoreos  going  to  open-end  the  thing  and  deliv- 
er a  nice  little  windfall  to  his  shareholders?  At  8%  to  10%, 
he  started  buying  back  shares.  It's  a  first  step.  ■■ 


Opening  soon 

Czech  closed-end  funds  opening  up  within  two  years. 
Fund  Discount  Sponsor 


KB  IF 

26% 

Komercni  Bank 

KB  Plus 

25 

Komercni  Bank 

SPIF  Vseobecny 

31 

Ceska  Sporitelna 

SPIF  Vynosovy 

25 

Ceska  Sporitelna 

2.SPIF 

27 

Ceska  Sporitelna 

Zivnobanka-PF 

25 

Zivnobanka 

Source:  Wood  &  Co. 

Citicorp  Securities  and 

in  these  funds.  The  catch? 

ing  Barings  have  offices 

A  $500,000  minimum 

in  Prague.  Minimum 

investment,  and  fees  of 

investments  exceed 

1%  annuallv — plus  25% 

$100,000. 

of  profits. 

New  York- based  Cen 

A  round-trip  ticket  to 

tral  European  Privatiza- 

Prague: $1,500. 

tion  Fund  has  $45  million 

-Tonus  Kellner  M 
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www.alltel.com 

^v 

American  Electric  Power 

■ 

www.aep.com 

Its 

Archer  Daniels  Midland 

asi 
ati 

www.admworld.com 

ATEtT 

- 

S 

www.att.com/worldnet/ 

Charles  Schwab  Et  Co.,  Inc. 
www.schwab.com 

Dale  Carnegie  Training 
www.dale-carnegie.com 

Danka  Office  Imaging 
www.danka.com 

DLJ  direct 

www.DUdirect.com 


Dreyfus 

www.dreyfus.com 

Economic  Development 

Partnership  of  Alabama 

www.edpa.org 


e-Net,  Inc. 
www.DataTelephony.com 

Franklin  Templeton 
Distributors,  Inc. 

www.franklin-templeton.com 


Hambrecht  £t  Quist 

www.hamquist.com 

The  Haskell  Company 

www.thehaskellco.com 

IBM 
www.ibm.com/e-business 

IBM 

www.com/ibmpc 

Kelly  Management  Services 

www.kellyservices.com 

Lexmark 

www.lexmark.eom/s/ 

Lincoln 

www.lincolnvehicles.com 

Lucent 

www.lucent.com 

NEC  USA  Inc. 
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Nokia  Display  Products,  Inc. 

www.nokia.com/americas 

Northwestern 
Mutual  Life  Insurance 

www.northwesternmutual.com 

Pontiac 

www.pontiac.com 

Qwest 

www.qwest.net 


SAP  America,  Inc. 
www.sap.com 

Siebel 

www.siebel.com 

Sprint  BSG 

www.sprint.com/sprintbiz 

T.   Rowe  Price 

Blue  Chip  Growth  Fund 

1-800-541-8466 

www.troweprice.com 

T.    Rowe  Price  Mid-Cap 

Growth  Fund 

1-800-541-8462 

www.troweprice.com 

Tandy  Corporation 

www.tandy.com 

Tava  Technologies,  Inc. 
www.tavatech.com 

Teligent 

www.teligent.com 

Toyota  in  America 

www.toyota.com/usa 

Wheat  First  Union 

www.wheatfirst.com 
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ICLO 


Winners: 


WEBS 


These  index-fund-flavored  stocks 
perform  as  well  as  closed-end  country 
funds— and  they  are  cheaper  to  own. 


Our  Best  Buy  rankings  are  open  only  to  funds  with  at 
least  three  years  of  performance  records.  Herewith  an 
honorable  mention  for  a  collection  of  cost-effective 
closed-ends  that  have  been  around  for  only  two-and-a- 
half  years:  WEBS. 

World  Equity  Benchmark  Shares  are  units  representing 
baskets  of  stocks  trading  on  foreign  bourses.  The  units 
trade  on  the  American  Stock  Exchange  and  act  a  lot  like 
index  funds.  So  far  there  are  webs  for  17  countries, 
including  3  you  can't  buy  in  a  single  country  closed-end 
fund:  the  Netherlands,  Belgium  and  Sweden.  Perfor- 
mance has  been  index-like,  meaning  consistently  better 
than  average.  Their  tax  efficiency  is  high,  too:  Like  open- 


end  index  funds,  the 
rarely  trade  their  posi 
tions.  Costs  average 
$1.25  per  $100  for 
webs,  compared  with 
$1.79  for  closed-end 
country  funds.  And  as 
assets  pour  in — the  total 
rose  from  $505  million 
to  $925  million  this 
year — fees  fall. 

Unlike  typical  closed- 
ends,  which  have  a  fixed 
number  of  shares,  webs  can  be  created  or  redeemed  at 
will.  That  provides  another  tax  virtue:  You  don't  get  stuck 
with  someone  else's  capital  gain.  It  also  means  that  trad- 
ing prices  stay  within  a  fairly  narrow  band  around  net 
asset  value. 

Since  webs  baskets  are  weighted  by  market  value,  they 
can  get  top-heavy  (see  story,  p.  58).  In  the  Netherlands.' 
Royal  Dutch  Petroleum,  ing  and  Unilever  make  up  52% 
of  the  market.  Same  circumstances  in  Germany  and 
Mexico.  You  might  be  better  off  buying  an  assortment  ol 
company-by-company  American  Depositary  Receipts  in 
narrow  markets,  while  using  WEBS  for  broader  ones  like 
the  U.K.  and  Japan. 
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Losers: 


New 
underwntings 

How  do  you  market  a  product  no  one  in 
his  right  mind  should  want?  Add  a  boost- 
er rocket  and  hope  it  doesn't  explode. 


It  IS  fundamentally  IRRATIONAL  to  buy  a  new  closed-end. 
Underwriters  sell  them  at  full  net  asset  value  and  have  to 
compensate  brokers  for  their  efforts.  Buyers  get  stuck  with 
the  costs  and  then  inevitably  have  to  sell  at  a  discount. 

And  yet  new  closed-end  funds  do  manage  to  get  sold: 
1 3  were  born  over  the  past  year. 

The  main  selling  pitch  these  days  seems  to  be  yield. 
Fund  operators  use  leverage  to  goose  up  their  yields  and 
to  subtly  bury  expenses.  Dreyfus  High  Yield  Strategies 
Fund,  Chartwell  Dividend  and  Income  Fund,  Salomon 
Brothers  High  Income  Fund  II,  Van  Kampen  American 
Capital  Senior  Income  Trust  and  Merrill  Lynch  Corpo- 
rate High  Yield  Fund  III  all  plan  to  buy  at  least  $4  worth 
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of  bonds  for  every  $3  they  raise  via  their  common  shares. 
Who  benefits?  Consider  Salomon  Brothers  High 
Income  Fund  II,  which  isn't  unique  in  its  structure 
Annual  fees  are  based  on  total  assets  under  management, 
not  net  asset  value.  The  base  fee  is  1.2%.  Add  25%  lever 
age,  and  you  are  paying  1.6%  on  your  invested  dollar. 

Leveraging  a  fund  is  fine  when  interest  rates  are  falling, 
but  a  disaster  when  they  rise.  In  1994,  when  bond  prices 
tanked,  the  net  asset  value  of  leveraged  bond  funds  turn 
bled  24%,  while  the  average  nonleveraged  fund  fell  19%. 
Getting  out  wasn't  easy,  either.  In  the  1994  bond  bath, 
no  one  wanted  to  buy  bond  funds,  and  discounts  on 
leveraged  funds  swelled  from  1.3%  to  8.3%,  according  to 
CDA/Wiesenberger. 

The  risk  is  all  that  much  greater  in  leveraged  junk  bond 

funds,  which  appear  to 
show  high  yields  but  in  a 
recession  will  be  hard  hit 
with  defaults.  Don't  be 
fooled  by  yield  quota 
tions.  If  you  can  stomach 
risk  in  your  bond  portfo- 
lio, get  it  by  increasing 
the  maturity  of  your 
portfolio  or  by  increasing 
the  percentage  you  put 
I     in  junk  bonds. 

-Dolly  Setton  I 
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▲T CLOSED-END     FUND     SURVEY 


|  If  credit  risk  bothers  you  less  than 
'interest  rate  risk,  consider  owning 
a  prime  rate  fund. 

You  be 
the  banker 

By  Mark  Skousen 


Two  rules  of  thi'mb  on  buying  closed-end  funds,  elu- 
cidated elsewhere  in  this  survey,  have  to  do  with  the  cost 
of  ownership.  One  is  that  you  should  almost  never  pay  a 
premium  over  net  asset  value  to  get  a  closed-end.  The 
other  is  that  you  should  be  wary  of  a  fund  that  has  a 
higher  than  normal  expense  ratio.  The  story  on  page  230 
sets  out  the  reasoning  for  these  rules. 

I'd  like  to  make  a  case  for  breaking  both  rules  for  a 
fund  category  that  comple- 
ments your  bond  portfolio. 
I'm  talking  about  so-called 
prime  rate  funds.  These  are 
portfolios  of  bank  loans,  held 
by  closed-end  funds. 

First,  why  diversify  into  this 
class  of  funds?  Since  1994 
bonds  have  been  on  a  tear. 
But  there's  a  downside.  Yields 
on  30-year  Treasury's  have  slid 
to  a  measly  5.6%.  That's  not 
bad  in  relation  to  recent  infla- 
tion rates,  but  it's  a  somewhat 
lopsided  bet.  It's  pretty 
unlikely  that  rates  would 
move  down  another  two 
points,  handing  you  a  fat  cap- 
ital gain,  but  it  is  quite  possi- 
ble that  between  now  and 
2028  rates  could  move  back 
up  two  points,  to  where  they  were  just  a  few  years  ago. 

How,  then,  to  get  a  decent  yield  without  taking  on 
long-term  interest  rate  risk?  Prime  rate  funds  invest  in 
variable-rate  senior  loans  to  corporations  at  interest  rates 
tied  to  the  so-called  prime  rate.  Currently  this  bench- 
mark at  most  banks  is  814%.  That  is  several  percentage 
points  higher  than  the  yield  on  Treasurys,  mortgage 
paper  or  money  market  instruments  like  certificates  of 
deposit. 

Even  after  charging  stiff  fees  of  1.4%  or  more,  funds 
holding  these  loans  are  yielding  at  least  7%.  Although  the 
net  asset  value  of  the  funds  is  not  completely  unchanging, 


like  that  of  money  market  funds,  the  fluctuations  to  date 
have  been  minuscule. 

There's  a  reason  why  you  should  be  willing  to  stomach 
those  high  expense  ratios:  Your  fund,  to  a  degree,  is  acting 
more  like  a  bank  than  a  bond  fund.  It  has  to  appraise  bor- 
rowers' credit  quality  and  take  a  chance  on  an  investment 
that  is  not  traded  every  day  and  is  not  liquid.  There's  a  lot 
more  work  involved  than  there  is  in  taking  positions  in 
five  Treasury  notes  and  sitting  on  them. 

What  happens  when  interest  rates  shoot  up  and  bond 
prices  fall?  Conventional  bond  funds  get  hammered,  but 
the  prime  rate  funds,  whose  interest  income  floats  up  with 
the  prime  rate,  have  been  remarkably  stable.  In  1994, 
when  investors  suffered  terrible  capital  losses  on  long- 
term  bonds,  Pilgrim  America  Prime  Rate  Trust  enjoyed  a 
stable  net  asset  value  and  delivered  more  than  7.5%  total 
return  for  the  year. 

What's  the  downside?  For  one,  declining  interest 
income  if  the  prime  rate  declines.  Next,  credit  quality.  The 
senior  loans  are  collateralized  and  go  to  respectable  bor- 
rowers, but  there  are  no  government  guarantees.  Third, 
liquidity.  Two  funds  trade  publicly,  but  the  rest  are 
redeemable  only  quarterly. 

Among  the  funds  I  like  are  Van  Kampen  Prime  Rate 

Trust  B  shares,  currently  yielding  7%.  Unlike  the  Pilgrim 

fund,  it  doesn't  use  leverage. 

You  buy  at  net  asset  value. 

The  fund  offers  shareholders 

the  ability  to  tender  shares 

quarterly,  receiving  net  asset 

value  less  a  redemption  charge 

starting  at  3%  the  first  year 

A  and  then  declining  lA%  per 

^^^^^  year.  A  brand- new  sister  fund, 

^k  (^  Van  Kampen  Senior  Income 

Mk  ^  Fund,  will  use  leverage  and 

^1  I  deliver  a  slightly  better  yield. 

■^^^  Senior  Income  trades  publicly 

^^^B^^H  as  a  closed-end  and  is  current 

^^^■H^l  ly  at  a  slight  premium. 

^J^B  Pilgrim  America  Prime  Rate 

^F^B  Trust,  the  oldest  of  the  breed 

■  I  (trading  since  1992),  sports 

■  ■  an  8%  yield,  goosed  up  by 

some  leverage.  Caution:  Pil- 
grim can  play  tough.  In  1995 
shareholders  were  dismayed  by  a  rights  issue  that  forced 
them  to  either  add  to  their  holdings  or  risk  dilution.  At  a 
recent  $10.16,  Pilgrim  goes  for  a  slight  premium.  Try  to 
get  it  for  less  than  $10. 

Emerging  Markets  Floating  Rate  Fund  is  for  the  brave. 
This  one  invests  in  floating-rate  loans  to  governments  in 
Latin  America,  eastern  Europe,  Asia  and  Africa.  With 
emerging  markets  out  of  favor,  the  shares  have  dropped 
from  $17.75  in  June  1997  to  a  recent  $12.88,  close  to 
net  asset  value.  The  yield  is  12%,  but  that  figure  makes  no 
allowance  for  loan  losses — and  you  just  might  see  a 
default  on  some  of  these  loans  someday.  HH 
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Stock  funds 


We  evaluate  closed-end  funds  by  looking 

at  portfolio  perfor- 

• 

mance  (nee  asset  value  appreciation  plus 

distributions) 

,  not 

rUmii 

stock  market  results.  That  clears  away  the 

clutter 

•,  so  manage - 

It  expel 

ment  abilitv 

can  shine.  The  shift  makes  a 

huge 

difference  in 

k  if  its 

evaluating  a 

fund  like  Central  Securities,  whose 

market 

value 

7311 

■buyin 

declined  in  the  past  year  solely  due  to  a  widening 

discount.  We 

bunt.  Id 

also  ( 

display  the  discount  (or  premium)  because  you  can't 

make 

kveadi 

an  in 

telligent  buying  decision  without  looking  at  this  number, 
of  thumb:  Buy  closed-ends  with  high  discounts  and  low 

4 

■qualify. 

Rule 

■   •    i 

pnd 

expe 

nse  ratios.  To  be  rated,  a  fund  has  tc 
31,  1990. 

»  have 

existed 

since 

Liiskya 

May 

. 

Itdgrade 

p.  The  re 

MARKET 
PERFORMANCE  1 

Fund 

— Annualized  total  return — 

Assets 

Recenl 

Premium/discount  (-)    Annual 

8/31/87 

last 

5-year 

6/30/98        price 

recent        52-week   expenses 

UP 

DOWN   ■ 

to 

12 

($mil) 

average       per 

mn 

A 

▼     l 

7/31/98 

months 

$100 

■mm 

Standard  &  Poor's  S00  stock  average 

15.0% 

19.2% 

22.8% 

m 

C 

c 

Forbes  closed-end  stock  composite 

12.9% 

11.7% 

15.9% 

-8.7% 

$1.16 

Adams  Express 

12.8% 

13.3% 

17.5% 

$1,591 

$25.0C 

-17.4% 

-15.6%      $0.35 

Alliance  All-Market  Advantage 

* 

35.9 

* 

99 

42.9' 

10.4 

-2.3         2.50 

D 

c 

Baker,  Fentress  &  Co 

7.3 

9.2 

13.9 

812 

18.06 

-15.2 

-15.1         0.87 

1    D 

B 

B 

Bergstrom  Capital 

18.5 

21.9 

24.0 

176 

155.0C 

-7.5 

-11.1          0.75 

I    C 

C 

D 

Blue  Chip  Value 

11.6 

16.1 

20.6 

162 

10.65 

5.0 

4.6         0.94 

!    t 

B 

B 

Central  Securities 

14.9 

4.0 

22.5 

462 

23.88 

-17.4 

-0.6         0.53 

1    0 

Cohen  &  Steers  Total  Return  Realty 

— * 

0.5 

— * 

121 

14.81 

-3.4 

-1.8         1.17 

t    1 

Delaware  Group  Dividend  &  Income 

— * 

7.6 

13.7 

250 

17.38 

4.0 

3.1          0.81 

i     » 

Equus  II 

* 

-1.7 

19.8 

147 

23.0C 

-21.3 

-17.1         3.64 

1    D 

A 

C 

First  Financial  Fund 

23.6 

10.9 

31.1 

380 

16.0C 

-6.9 

8.4         0.91 

I    t 

C 

C 

Gabelli  Equity  Trust 

13.0 

17.6 

16.3 

1,428 

n.oe 

-6.5 

-4.3          1.14 

t    ! 

B 

C 

General  American  Investors 

13.9 

28.2 

18.3 

966 

30.7! 

-10.6 

-12.2         0.98 

t    b 

Hancock  Bank  &  Thrift  Opportunity 

* 

27.1 

— * 

1,187 

11.13 

-13.4 

-5.5          1.47 

1    5 

Hancock  Patriot  Preferred  Dividend 

* 

13.3 

10.2 

159 

14.5C 

1.1 

1.5          1.21 

li 

■  C 

■  C 

Hancock  Patriot  Premium  Dividend  1 

— * 

18.4 

8.8 

229 

9.6? 

-7.8 

-6.2          1.17 

t  t 

■  C 

■c 

Hancock  Patriot  Premium  Dividend  II 

* 

14.3 

7.9 

302 

12.0C 

-8.5 

-9.0          1.19 

i  i 

Hancock  Patriot  Select  Dividend 

* 

13.2 

8.0 

239 

15.5C 

-6.6 

-7.7          1.17 

i  i 

B 

D 

H&Q  Healthcare  Investors 

13.0 

-0.1 

12.5 

186 

14.88 

-21.1 

-17.6         1.43 

«  t 

H&Q  Life  Sciences  Investors 

— * 

1.5 

9.2 

119 

12.2! 

-21.3 

-17.0          1.56 

I    c 

C 

C 

Liberty  All-Star  Equity 

13.2 

13.0 

18.9 

1,328 

13.1: 

-4.7 

-3.1          1.01 

Ll 

D 

A 

Liberty  All-Star  Growth  Fund 

9.7 

10.7 

13.9 

188 

12.2! 

-5.8 

-5.0          1.14 

~n 

A 

D 

Morgan  Grenfell  SmallCap 

11.7 

3.3 

18.5 

125 

9.88 

-13.9 

-10.0         1.43 

1 1 

D 

A 

Petroleum  &  Resources  Corp 

8.7 

-7.3 

10.4 

552 

34.38 

-5.4 

-9.3         0.35 

1     ! 

Preferred  Income  Management 

* 

10.0 

11.3 

155 

14.2! 

-13.1 

-7.2          2.12 

t     1 

Preferred  Income  Opportunity 

* 

10.4 

10.7 

154 

i3.oe 

-4.7 

-5.4          1.47 

,»    t 

Royce  Micro-Cap  Trust 

* 

9.8 

— * 

194 

9.12 

-16.0 

-9.5          0.72 

Lj 

C 

C 

Royce  Value  Trust 

12.4 

9.8 

14  7 

716 

14.38 

-13.1 

-9.2          0.99 

C 

D 

Salomon  Brothers  Fund 

12.7 

13.8 

20.4 

1.777 

18.4' 

-5.6 

-8.9         0.53 

t     i 

C 

B 

Source  Capital  Fund 

11.7 

8.0 

15.3 

443 

51.  i: 

4.7 

0.4         0.87 

■  C 

■  C 

Southeastern  Thrift  &  Bank 

* 

26.5 

28.6 

113 

22.2! 

-17.6 

-0.6          1.06 

1 

c 

C 

Tri-Continental  Corp 

11.2 

8.9 

15.8 

3,799 

26.31 

-19.0 

-17.7          0.60 

1* 

D 

B 

Zweig  Fund 

11.8 

6.6 

11.9 

759 

11.88 

1.2 

2.2          1.16 

1 

Performance  through  7/31/98.  Premium/discount 

as  of  8/6/98.  ■  fund  rated  ir  three  periods  only;  maximum  allowable  grade  A 

^ 

'Fund  not  in  operation  or  did  not  meet  asset  minimum  tor  full  period. 

Sources:  Forbes;  Upper  Analytical  Services. 
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Taxable  bond  funds 


When  bu\  ing  a  bond  tlind,  you  should  pay  more  attention 
ito  the  expense  ratio  than  the  yield.  A  fund,  after  all,  can 
eoose  up  its  yield  by  taking  big  risks  with  your  money.  And 
•when  buying  a  closed-end  bond  fund,  pay  attention  to  the 
•discount.  Ideally,  you  want  a  taxable  closed-end  bond  fund 
to  have  a  discount  at  least  12  times  its  expense  ratio — only 
ten  qualify.  So  think  about  getting  a  no-load  open-end 
jbond  fund  instead.  The  grades  tell  you  something  about 
how  risky  a  portfolio  is.  High-risk,  long-maturity  funds  get 
good  grades  in  bull  markets  and  bad  grades  in  bear  mar- 
Ikets.  The  reverse  is  true  of  low-risk  short-maturity  funds. 


MARKET 

Fund 

Annualized  total  return 

Yield 

Assets 

Recent 

Premium/discount  (-) 

Annual 

" tnrufl 

nwibL   | 

7/31/93 

last 

% 

6/30/98 

price 

recent 

52-week 

expenses 

IP 

DOWN  1 

to 

12 

($mil) 

average 

per 

7/31/98 
6.8% 

months 

8.1% 

$100 

MhKRlLL  LVNCH  CORPORATE/COVT  BOND  INDEX 

6.6% 

B 

0 

Forbes  closed-end  taxable  bond  composite 

7.4% 

7.8% 

6.5% 

-8.7% 

$0.90 

ACM  Government  Spectrum 

4.9% 

6.5% 

6.6% 

$263 

$6.38 

-9.3% 

-8.9% 

$1.15 

C 

c 

Allmerica  Securities  Trust 

8.0 

9.2 

7.0 

103 

10.56 

-12.5 

-9.5 

0.72 

C 

c 

BlackRock  2001  Term  Trust 

5.9 

7.3 

4.2 

1,352 

8.81 

-7.6 

-8.5 

0.60 

A 

D 

BlackRock  Advantage  Term  Trust 

6.8 

9.1 

5.8 

103 

9.50 

-12.4 

-12.3 

0.88 

C 

D 

BlackRock  Income  Trust 

6.1 

8.4 

7.1 

497 

6.88 

-13.3 

-13.4 

1.02 

B 

D 

BlackRock  Investment  Quality  Term 

6.8 

6.9 

5.8 

353 

8.63 

-10.3 

-11.8 

0.89 

B 

D 

BlackRock  Strategic  Term 

6.4 

8.0 

4.9 

559 

8.81 

-9.8 

-11.1 

0.73 

D 

C 

BlackRock  Target  Term  Trust 

5.1 

6.2 

5.5 

948 

9.50 

-5.1 

-6.1 

0.68 

C 

B 

Colonial  InterMarket  Income  1 

8.7 

8.3 

8.1 

125 

10.56 

-7.0 

-6.0 

0.96 

C 

A+ 

Colonial  Intermediate  High  Income 

12.8 

11.9 

9.6 

143 

6.75 

-5.2 

3.8 

0.86 

D 

B 

Dean  Witter  Government  Income 

6.8 

7.9 

6.3 

417 

8.63 

-8.6 

-8.7 

0.71 

A 

D 

Fort  Dearborn  Income  Securities 

7.9 

8.9 

6.3 

148 

15.13 

-10.3 

-7.2 

0.72 

C 

C 

Hancock  Income  Securities 

7.4 

7.3 

7.1 

176 

15.94 

-4.8 

-3.3 

0.84 

B 

D 

Hyperion  2002  Term  Trust 

7.3 

8.0 

5.2 

281 

8.19 

-10.2 

-11.4 

0.83 

A 

D 

Hyperion  2005  Invest  Grade  Oppor 

7.7 

8.0 

5.2 

167 

8.50 

-12.3 

-12.9 

1.05 

B 

C 

Hyperion  Total  Return 

8.9 

5.9 

7.3 

254 

9.06 

-13.5 

-11.9 

1.05 

B 

C 

Income  Opportunities  2000 

6.5 

6.7 

6.5 

111 

9.69 

-4.2 

-5.1 

0.81 

B 

C 

InterCapital  Income  Securities 

8.2 

8.3 

7.0 

226 

17.31 

-7.9 

-8.4 

0.64 

D 

B 

Kemper  Multi-Market  Income 

8.8 

7.1 

7.6 

219 

9.69 

-10.2 

-6.2 

1.01 

D 

C 

MFS  Government  Markets  Income 

5.9 

5.5 

6.5 

516 

6.63 

-10.7 

-10.3 

0.94 

D 

B 

MFS  Intermediate  Income  Trust 

6.3 

5.5 

6.8 

1,088 

6.88 

-10.6 

-9.2 

0.92 

C 

B 

MFS  Multimarket  Income  Trust 

8.0 

5.3 

7.6 

725 

7.13 

-7.5 

-8.6 

1.06 

B 

C 

Montgomery  Street  Income  Sees 

7.4 

7.1 

6.9 

212 

19.44 

-4.6 

-5.8 

0.69 

C 

C 

Pioneer  Interest  Shares 

7.1 

7.8 

7.6 

102 

13.13 

-5.2 

0.5 

0.87 

Putnam  Convertible  Oppor  &  Inc 

— * 

7.6 

6.6 

102 

24.13 

-9.0 

-5.9 

1.71 

E 

B 

Putnam  Dividend  Income 

7.6 

8.8 

5.9 

129 

10.88 

-8.1 

-10.4 

1.51 

TCW/DW  Term  Trust  2000 

— * 

8.9 

5.7 

458 

9.31 

-5.3 

-5.8 

0.73 

A 

D 

TCW/OW  Term  Trust  2002 

8.3 

9.7 

6.5 

426 

9.50 

-7.3 

-7.7 

0.77 

A+ 

F 

TCW/DW  Term  Trust  2003 

8.8 

10.3 

6.2 

938 

9.31 

-9.5 

-10.2 

0.74 

B 

C 

2002  Target  Term  Trust 

7.3 

7.1 

5.7 

119 

14.00 

-8.1 

-9.5 

1.11 

B 

D 

VanKamp  Amer  Bond  Fund 

7.3 

7.7 

7.2 

240 

19.25 

-9.3 

-4.1 

0.64 

Performance  through  7/31/98.  Premium/discount  as  of  8/6/98.  *Fund  not 

n  operation  or 

did  not  meet  asset  minimurr 

for  full  period. 

Sources:  Forbes;  Upper  Analytical  Services. 
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Municipal  bond  funds 


In  the  broad  scramble  for  yields,  discounts  have  become  too  small 
to  matter.  We  don't  think  you  should  touch  a  closed-end  muni  fund 
unless  you  can  get  it  at  a  discount  at  least  16  times  the  expense  ratio. 
None  meets  our  standard.  If  you  want  tax-exempt  income,  buy 
a  no-load  open-end  muni  fund  from  our  Best  Buys  (see  p.  136  of  the 
Aug.  24  issue,  or  go  to  www.forbes.com/funds).  Keep  this  list 
of  closed-ends  around  for  the  day  when  interest  rates  spike  up  and 
discounts  widen. 


- 

MARKET 
PERFORMANCE  1 

Fund 

Annualized  total  return 
7/31/93           last 
to              12 
7/31/98        months 

Yield 

% 

Assets 
6/30/98 
($mil) 

Recent 
price 

Premium/discount  (-) 

recent        52-week 

average 

Annual 

expenses 

per 

$100 

UP 

A 

[2~j 

1  t 
1     1 

Lehman  Brothers  municipal  bond  index 

6.5% 

6.0% 

5.2% 

1     D 

c 

c 

Forbes  closed-end  munich>al  bond  composite 

6.5% 

5.7% 

5.2% 

-8.1% 

$0.86 

1  ( 
I     i 

BlackRock  Calif  Insured  Muni  2U08 

7.2% 

5.3% 

4.6% 

$175 

$15.56 

-7.3% 

-8.1% 

$0.98 

1         R 

i    : 

B 

c 

BlackRock  Insured  Muni  2008 

7.3 

5.4 

4.8 

456 

15.50 

-7.6 

-8.3 

0.92 

Greenwich  Street  Municipal 

— * 

5.3 

5.0 

234 

10.19 

-13.4 

-5.8 

1.01 

i    t 

InterCapital  Calif  Quality  Muni 

* 

7.3 

5.0 

214 

13.19 

-7.7 

-8.1 

0.73 

;    i 

A+ 

D 

InterCapital  Insured  Municipal  Income 

7.6 

8.0 

5.2 

591 

13.56 

-10.3 

-9.4 

0.69 

i    i 

InterCapital  Insured  Muni  Sees 

— * 

6.4 

5.1 

141 

14.81 

-6.1 

-6.8 

0.46 

InterCapital  Quality  Muni  Sees 

* 

7.4 

5.1 

368 

13.13 

-10.5 

-11.2 

0.71 

■LOB 

C 

B 

Managed  Municipals  Portfolio 

6.5 

5.7 

4.8 

427 

10.81 

-12.5 

-6.7 

0.98 

C 

B 

Managed  Municipals  II 

6.5 

5.7 

4.8 

139 

10.81 

-12.7 

-7.0 

1.14 



A 

D 

Municipal  Advantage  Fund 

7.4 

6.8 

5.3 

164 

13.56 

-9.7 

-9.4 

1.33 

m 

D 

A 

Municipal  Income 

6.0 

5.7 

5.4 

301 

9.38 

-6.8 

-6.3 

0.62 

D 

A 

Municipal  Income  II 

6.1 

5.9 

5.3 

274 

9.50 

-7.9 

-7.4 

0.75 

1        n 

A 

D 

Municipal  Partners  Fund  II 

6.3 

5.8 

5.2 

132 

12.88 

-10.3 

-10.3 

1.38 

1        I 

B 

C 

MuniEnhanced  Fund 

6.3 

5.4 

5.6 

506 

11.31 

-7.6 

-4.7 

0.67 

i        t 

A 

D 

MuniVest  Michigan  Insured 

5.8 

5.5 

5.3 

155 

13.31 

-6.4 

-6.0 

0.75 

1  [ 
[        J 

B 

D 

MuniYield  Insured  Fund 

7.1 

6.5 

5.5 

1.420 

14.75 

-7.8 

-5.4 

0.63 

1     ! 

B 

D 

MuniYield  Michigan  Insured 

6.3 

5.2 

5.3 

166 

14.88 

-5.4 

-6.4 

0.74 

1 

B 

D 

MuniYield  New  York  Insured  Fund  II 

6.1 

6.8 

5.5 

586 

14.69 

-5.2 

-3.9 

0.68 

B 

C 

MuniYield  Quality  Fund 

6.9 

7.0 

5.7 

669 

14.56 

-5.6 

-4.7 

0.65 

IUNK 

B 

C 

MuniYield  Quality  Fund  II 

7.4 

6.7 

5.7 

489 

14.56 

-5.3 

-4.4 

0.66 

. 

F 

A+ 

Nuveen  Calif  Muni  Value 

5.9 

6.3 

5.2 

259 

9.75 

-5.3 

-2.1 

0.71 

B 

A+ 

D 

Nuveen  Ins  Florida  Premium  Inc  Muni 

7.4 

6.5 

5.0 

332 

14.56 

-6.1 

-5.3 

0.80 

D 

A 

Nuveen  Municipal  Value 

6.3 

6.2 

5.3 

2,002 

9.50 

-7.6 

-6.0 

0.66 

F 

A 

Nuveen  NY  Muni  Value 

5.3 

5.5 

5.5 

155 

9.50 

-7.2 

0.4 

0.76 

A 

D 

Nuveen  Penn  Premium  Inc  Muni  2 

7.0 

6.6 

5.2 

352 

13.75 

-7.6 

-6.8 

0.82 

B 

D 

VanKamp  Amer  Advantage  Muni  Inc 

6.6 

6.4 

5.6 

508 

15.44 

-7.3 

-8.0 

1.02 

VanKamp  Amer  Advantage  Muni  Inc  II 

— * 

6.5 

5.2 

198 

13.00 

-10.0 

-10.4 

1.08 

B 

D 

VanKamp  Amer  Muni  Opportunity 

6.5 

5.8 

5.2 

415 

15.75 

-8.9 

-9.5 

1.02 

- — 

A 

D 

VanKamp  Amer  Muni  Opportunity  II 

5.7 

6.3 

5.2 

288 

13.56 

-8.5 

-8.3 

1.07 

A+ 

F 

VanKamp  Amer  NY  Value  Muni  Income 

6.6 

6.5 

4.8 

108 

14.31 

-9.4 

-10.1 

1.12 

B 

D 

VanKamp  Amer  Strategic  Sector  Muni 

6.1 

6.2 

5.4 

253 

13.44 

-8.1 

-9.0 

1.00 

A 

D 

VanKamp  Amer  Value  Muni  Inc  Trust 

5.9 

5.7 

5.3 

587 

14.25 

-7.3 

-8.8 

1.02 

Performance  through  7/31/98  Premium/discount  as  of  8/6/98 
Sources:  Forbes;  Upper  Analytical  Services. 

"Fund  not  in  operation  or  did  not  meet  asset  minimum 

for  full  period. 
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(Balanced  funds:  These  either  blend  bonds  with  stocks  or  own  those  bond- 
Jstock  hybrids  called  convertibles.  The  common  thread  is  an  octane  rating 
: lower  than  a  portfolio  solely  in  stocks  and  higher  than  one  solely  in  bonds, 
i Returns  vary  widely  depending  on  the  mixture.  Global  bond  funds:  These 
are  similarly  diverse,  holding  debt  issued  by  governments  and  companies 
throughout  the  world.  In  contrast  to  boring  U.S.  bond  funds,  they  are  sen- 
sitive to  both  interest  rate  fluctuations  and  currency  moves.  Junk  bond 
funds:  These  buy  U.S.  corporate  debt  that  is  either  unrated  or  rated  no 
(higher  than  BB  bv  Standard  &  Poor's.  Higher  yields  tend  to  mean  lower 
l  credit  quality,  longer  maturity  or  leverage — all  of  which  add  risk. 


BALANCED  FUNDS 


MARKET 
PERFORMANCE  ■ 

UP       DOWN  1 

Fund 

Annualized  total  return 

7/31/93           last 

to               12 

7/31/98        months 

Yield 

% 

Assets 
6/30/98 
($mil) 

Recent 
price 

Premium/discount  (-) 

recent        52-week 

average 

Annual 

expenses 

per 

$100 

Blended  stock  and  bond  .markets  lndex 

14.6% 

13.3% 

4.0% 

C 

Forbes  closed-end  balanced  composite 

11.4% 

9.4% 

5.1% 

-4.6% 

$1.10 

B 

Bancroft  Convertible  Fund 

14.9% 

11.2% 

3.1% 

$102 

$26.38 

-8.1% 

-6.8% 

$1.20 

C 

B 

Castle  Convertible  Fund 

10.4 

4.4 

5.6 

63 

23.81 

-11.6 

-10.8 

1.03 

c 

0 

Duff  &  Phelps  Utilities  Income 

8.1 

184 

8.1 

2,551 

10.13 

6.0 

5.4 

1.06 

A 

C 

Ellsworth  Convertible  Growth  &  Income 

15  1 

11.2 

3.0 

99 

10.75 

-12.6 

-9.2 

1.20 

D 

A 

Gabelli  Convertible  Securities 

8.4 

9.7 

5.6 

92 

10.38 

-9.8 

-10.7 

1.68 

B 

C 

Lincoln  National  Convertible  Sees 

12.8 

4.2 

5.4 

122 

16.38 

-7.5 

-7.8 

1.05 

Nations  Balanced  Target  Maturity 

* 

6.4 

4.0 

55 

9.25 

1.3 

-9.4 

1.23 

C 

c 

TCW  Convertible  Securities 

13.8 

13.5 

4.4 

366 

9.50 

2.0 

3.0 

0.70 

C 

D 

VanKamp  Amer  Convertible  Sees 

10.6 

7.7 

4.9 

80 

21.31 

-10.8 

-12.1 

0.76 

■ 

B 

Zweig  Total  Return 

8.9 

6.8 

7.2 

761 

8.75 

4.8 

6.9 

1.04 

GLOBAL  BOND  FUNDS 


JP  Morgan  government  bond  index 

7.6% 

6.6% 

6.5% 

B 

0 

Forbes  closed-end  global  bond  composite 

7.0% 

1.8% 

8.3% 

-12.5% 

$1.01 

BlackRock  North  American  Govt  Income 

7.6% 

3.7% 

7.0% 

$448 

$10.19 

-14.3% 

-14.6% 

$0.90 

C 

C 

Dreyfus  Strategic  Governments  Income 

7.8 

8.7 

11.3 

154 

9.38 

-11.1 

-10.6 

0.92 

0 

C 

Kleinwort  Benson  Australian  Income 

5.5 

-13.1 

8.1 

97 

6.88 

-12.8 

-11.4 

1.20 

C 

C 

Strategic  Global  Income 

7.4 

5.4 

8.0 

289 

11.44 

-15.0 

-12.6 

1.20 

D 

C 

Templeton  Global  Income 

6.8 

4.3 

7.3 

965 

7.38 

-9.1 

-10.0 

0.81 

JUNK  BOND  FUNDS 


Merrill  Lynch  high  yield  index 

10.4% 

9.4% 

9.2% 

Forbes  closed-end  junk  bond  composite 

7.0% 

9.4% 

10.5% 

4.5% 

$1.30 

Cigna  High  Income  Shares 

13.4% 

10.6% 

11.6% 

$394 

$8.00 

4.4% 

8.9% 

$1.06 

Franklin  Universal  Trust 

10.4 

8.9 

8.0 

273 

9.69 

-2.9 

-5.4 

1.02 

High  Income  Advantage  Trust 

8.5 

8.7 

13.0 

150 

5.75 

18.3 

20.1 

0.91 

High  Income  Advantage  Trust  II 

8.7 

8.6 

13.3 

200 

5.75 

5.1 

12.4 

0.89 

High  Income  Opportunity 

— * 

8.6 

9.3 

877 

11.81 

-2.7 

-0.9 

1.20 

High  Yield  Plus  Fund 

10.5 

8.3 

9.5 

100 

8.50 

-2.3 

2.7 

1.07 

Kemper  High  Income  Trust 

11.1 

9.6 

9.5 

226 

10.25 

8.6 

6.9 

1.56 

Prospect  Street  High  Income  Port 

12.0 

9.8 

11.2 

244 

11.94 

7.7 

6.1 

1.24 

Putnam  Managed  High  Yield 

11.3 

10.6 

9.4 

111 

15.31 

4.9 

3.5 

1.06 

USF&G  Pacholder  Fund 

10.3 

10.3 

9.8 

125 

18.06 

3.5 

2.3 

1.36 

Performance  through  7/31/98  Premium/discount  as  of  8/6/98 

*Fund  not 

n  operation  or 

did  not  meet  asset  minimum 

for  full  period 

Sources:  Forbes,  Upper  Analytical  Services. 
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International  and  country  funds 


Most  offer  access  to  a  particular  region  or  country.  For 
illiquid  foreign  markets  like  those  in  developing  countries, 
the  closed-end  structure  provides  a  real  benefit.  But  devel- 
oped countries  with  efficient  markets  have,  in  many  cases, 
outgrown  these  funds,  particularly  because  managers 

INTERNATIONAL     FUNDS 


haven't  responded  by  cutting  high  fees.  For  a  long-ten 
investment,  look  for  a  deep  discount  and  low  expense 
ratio.  A  moderate  discount  can  be  attractive  if  there  i; 
reason  to  think  the  closed-end  will  be  liquidated  or  con- 
verted to  an  open-end  fund. 


MARKET      1 
PERFORMANCE  1 

UP        DOWN  | 

BLOBAL     STOCK 

Fund 

—Annualized  total  return — 
7/31/93           last         3-year 

to               12 
7/31/98        months 

Assets 
6/30/98 
($mil) 

Recent 
price 

Premium/discount  (-) 

recent        52-week 

average 

Annual 

expenses 

per 

$100 

A 

Blended  domestic  and  foreign  stock  index 

16.1% 

11.8%       18.2% 

C 

D 

Forbes  closed-end  domestic  &  foreign  composite 

13.0% 

15.0%       17.2% 

-11.8% 

$1.38 

Clemente  Global  Growth 

13.2% 

18.9%        17.0% 

$81 

$12.13 

-11.0% 

-15.8% 

$1.74 

Delaware  Group  Global  Div  &  Inc 
Gabelli  Global  Multimedia  Trust 

* 

* 

4.2           16.2 
35.6          22.1 

111 
161 

15.75 
9.63 

-1.4 
-17.1 

3.1 
-15.0 

1.02 
2.09 

c 

B 

Global  Small  Cap  Fund 
Hancock  Patriot  Global  Dividend 

* 

8.8 

11.7           17.9 
13.3           13.2 

74 
190 

15.44 
13.19 

-14.7 
-12.4 

-18.4 
-12.2 

1.41 
1.25 

B 

C 

Invesco  Global  Health  Sciences 

23.8 

17.9          24.4 

602 

18.31 

-9.4 

-12.0 

1.22 

D 

C 

Royce  Global  Trust 

6.3 

3.1            9.6 

74 

5.13 

-16.7 

-14.9 

0.90 

MA 
PERF0 

!IiV:1l'IHS 

NTERNATIONAL     STOCK 

— Annualized  total  return — 

Assets 
6/30/98 

Recent 

Premium/discount  (-) 

Annual 

IZ/JI/83 

IdM 

j-ycdi 

price 

recent 

j£-wecn 

expenses        ^ 

UP 

I   F 

und 

Morgan  Stanley  Capital  Intl  EAFE  index 

to 
7/31/98 

5.0% 

12 
months 

5.5% 

9.5% 

($mil) 

average 

per 
$100 

A       T   1 

B 

■  C 

Forbes  closed-end  foreign  stock  composite 

_* 

-2.6% 

8.9% 

-17.4% 

Europe  Fund 

* 

32.1% 

28.0% 

$238 

$19.75 

-15.5% 

-12.9% 

$1.26 

Morgan  Stanley  Asia-Pacific 

— * 

-40.6 

-12.8 

563 

6.31 

-17.8 

-16.6 

1.34       j 

B 

■  c 

Scudder  New  Europe 

* 

49.8 

30.6 

407 

21.00 

-18.1 

-18.1 

1.44 

Templeton  Dragon  Fund 

— * 

-51.7 

-10.2 

514 

6.94 

-18.1 

-15.4 

1.53 

MARKET      V 
pEPPQDMMirr 

MERGING     MARKETS 

—Annualized  total  return — 

Assets 

Recent 

Premium/discount  (-) 

Annual 

■ 

9/30/90 

last 

5-year 

6/30/98 

price 

recent 

52-week 

expenses 

UP 

DOWN  ■* 

und 

to 

12 

($mil) 

average 

per 

7/31/98 

months 

$100 

Morgan  Stanley  Capital  Intl  Emerging  Markets  index     8.0% 

-39.2% 

0.5% 

c 

A 

Forbes  closed-end  emerging  stock  composite 

10.7% 

-30.9% 

-0.5% 

-18.0% 

$1.88 

AIM  Eastern  Europe 

6.2% 

-29.9% 

3.4% 

$72 

$7.94 

-22.4% 

-14.8% 

$1.88 

c 

C 

Asia  Pacific  Fund 

5.5 

-53.8 

-20.0 

129 

5.31 

-16.3 

-9.2 

1.41 

Asia  Tigers  Fund 

— * 

-50.9 

-17.3 

145 

5.38 

-18.8 

-14.4 

1.70 

c 

A 

Central  European  Equity 

12.4 

-7.9 

12.7 

246 

15.69 

-20.5 

-18.2 

1.08 

Emerging  Markets  Infrastructure 

* 

-26.4 

1.6 

196 

9.38 

-22.2 

-20.6 

2.02 

■  D 

■  A 

Emerging  Markets  Telecommun 

— * 

-15.7 

5.3 

133 

12.31 

-20.2 

-18.8 

2.06 

Fidelity  Advisor  Emerging  Asia 

— * 

-52.1 

-15.6 

58 

7.00 

-10.8 

-12.7 

2.23 

■  c 

D 

Latin  America  Equity  Fund 

— * 

-31.1 

-1.0 

116 

9.88 

-21.8 

-20.2 

1.89 

A 

C 

Latin  America  Investment  Fund 

17.8 

-29.5 

-1.0 

117 

10.63 

-22.6 

-20.4 

2.46 

■  A 

■  C 

Latin  American  Discovery 

* 

-32.9 

15.8 

137 

8.31 

-16.5 

-10.3 

1.82 

Morgan  Stanley  Africa  Investment 

— * 

-10.5 

12.6 

242 

11.88 

-23.9 

-19.8 

1.77 

■  B 

C 

Morgan  Stanley  Emerging  Markets 

— * 

-34.3 

-1.4 

141 

8.94 

-20.9 

-14.0 

1.84 

Morgan  Stanley  Russia  &  New  Europe 

— * 

-35.2 

— * 

90 

15.13 

-13.4 

-9.5 

2.50 

C 

B 

Scudder  New  Asia 

3.5 

-38.3 

-10.9 

91 

8.19 

-18.9 

-13.7 

1.90 

B 

B 

Templeton  Emerging  Markets 

18.7 

-29.0 

1.9 

236 

13.25 

1.4 

9.9 

1.70 

Templeton  Emerging  Markets  Apprec 

— * 

-17.6 

6.2 

52 

9.00 

-20.1 

-9.8 

1.88 

Performance  through  7/31/98  Premium/discount  as  of  8/6/9! 

■  Fund  rated  for  three  periods  only,  maximum  allowable  grade  A 

"Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period. 

Sources:  Forbes;  Upper  Analytical  Services. 
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CLOSED-END     FUND 

SURVEY 

COUNTRY     FUNDS 

■Cjji 

INTERNATIONAL 

STOCK 

— Annualized  total  return — 

Assets 

Recent 

Premium/discount  (-) 

Annual 

12/31/89 

last 

5-year 

6/30/98 

price 

recent 

52-week 

expenses 

K 

Fund 
Morgan  Stanley  Capital  Intl  EAFE  lndex 

to 
7/31/98 

5.0% 

12 
months 

5.5% 

9.5% 

($mil) 

average 

per 
$100 

D 

1 

Forbes  closed-end  lntl  stock  composite 

10.5% 

31.0% 

18.7% 

-13.5% 

$1.38 

Austria  Fund 

5.9% 

26.6% 

17.4% 

$172 

$11.88 

-17.7% 

-17.1% 

$1.72 

C 

■C 

Emerging  Germany  Fund 

— * 

52.9 

20.7 

245 

15.06 

-15.2 

-14.9 

1.30 

■     1 

0 

c 

First  Australia  Fund 

3.7 

-19.5 

0.8 

143 

6.50 

-17.1 

-19.1 

1.64 

*u 

c 

■A 

France  Growth  Fund 

— * 

41.4 

20.2 

276 

14.19 

-18.8 

-19.1 

1.48 

w 

c 

B 

Germany  Fund 

13.7 

32.6 

26.1 

279 

18.44 

-12.0 

-14.7 

1.19 

ri 

B 

■D 

Growth  Fund  of  Spain 

— * 

45.2 

26.2 

389 

21.81 

-8.8 

-11.4 

1.22 

C 

■C 

Irish  Investment  Fund 

— * 

30.8 

25.4 

127 

19.50 

-19.5 

-14.1 

1.39 

11 

D 

C 

Italy  Fund 

6.9 

53.5 

15.5 

157 

14.06 

-20.0 

-17.8 

1.18 

Japan  Equity  Fund 

* 

-32.6 

-10.7 

64 

6.94 

20.9 

20.6 

1.25 

c 

■B 

New  Germany  Fund 

* 

28.9 

20.5 

626 

17.44 

-19.6 

-18.5 

0.99 

A 

C 

Scudder  Spam  &  Portugal 

13.1 

53.5 

28.7 

128 

18.69 

-7.5 

-11.0 

1.77 

A 

D 

Spain  Fund 

111 

59.7 

27.6 

221 

18.56 

-16.6 

-15.9 

1.55 

C 

A 

Swiss  Helvetia  Fund 

18.5 

40.2 

25.9 

499 

32.75 

-20.7 

-19.3 

1.17 

C 

B 

United  Kingdom  Fund 

11.4 

20.2 

17.1 

70 

14.06 

-16.0 

-14.4 

1.44 

.3 


-JJM1   c  m  p  a  r.  i  m  r.      m  a  a  u  p  t  c 

Annual 
expenses 

PERFORMANCE  ■ 

9/30/90 

last         5 

-year 

6/30/98 

price 

recent 

52-week 

UP 

mm  m 

;und 

to 

12 

($mil) 

average 

per 

7/31/98 

months 

$100 

liOKM  Srvsm  CtfUU  Ivn  K.mhw.iv.  Markets nam 

8.0% 

-39.2% 

0.5% 

£■0 

B 

Forbes  closed-end  BUBEGTNG  sum  k  composite 

5.7% 

-29.0% 

1.2% 

-15.1% 

$1.88 

Argentina  Fund 

— * 

-11.3% 

11.1% 

$128 

$11.25 

-18.2% 

-17.7% 

$1.45 

0 

0 

ASA  Limited 

-10.3% 

-36.0 

-16.8 

162 

18.13 

7.3 

8.1 

0.71 

B 

B 

Brazil  Fund 

20.3 

-23.9 

15.7 

386 

17.94 

-21.8 

-20.3 

1.46 

■C 

■B 

Brazilian  Equity  Fund 

* 

-43.1 

5.0 

51 

6.00 

-17.4 

-18.8 

2.07 

Central  European  Value 

* 

2.4 

— * 

85e 

11.94 

-21.2 

-19.8 

2.24 

B 

B 

Chile  Fund 

19.4 

-33.4 

6.4 

240 

13.25 

-22.8 

-18.7 

3.34 

■C 

■C 

China  Fund 

— * 

-60.8 

-5  9 

109 

6.69 

-15.3 

-16.6 

2.15 

■A 

F 

Emerging  Mexico  Fund 

* 

-29.5 

-4.0 

121 

6.81 

-19.9 

-19.9 

1.57 

First  Israel  Fund 

— * 

2.4 

8.2 

90 

14.00 

-19.6 

-19.7 

2.26 

D 

C 

First  Philippine  Fund 

-0.2 

-56.9 

-11.7 

73 

5.00 

-3.9 

-4.0 

1.96 

■B 

■C 

Greater  China  Fund 

— * 

-68.1 

-5.8 

101 

4.94 

-13.4 

-16.7 

1.88 

India  Fund 

— * 

-15.5 

— * 

282 

6.50 

-23.2 

-14.5 

1.98 

C 

D 

India  Growth  Fund 

-3.1 

-22.6 

-1.2 

95 

7.06 

-26.8 

-12.3 

1.89 

■C 

■0 

Jardine  Fleming  China  Region 

* 

-68.0 

-13.8 

73 

4.56 

-18.5 

-17.6 

1.68 

Jardine  Fleming  India 

— * 

-32.8 

— * 

76 

5.31 

-22.8 

-14.1 

2.35 

D 

C 

Korea  Fund 

-2.7 

-47.3 

-7.2 

282 

6.31 

3.3 

11.2 

1.43 

B 

D 

Mexico  Equity  &  Income 

12.7 

-23.1 

4.9 

121 

7.25 

-25.1 

-20.5 

1.42 

A 

D 

Mexico  Fund 

12.9 

-26.8 

-1.0 

975 

13.50 

-25.0 

-22.9 

0.91 

Morgan  Stanley  India  Invest 

* 

-28.3 

— * 

301 

6.38 

-25.7 

-9.3 

2.06 

New  South  Africa 

— * 

-10.1 

— * 

66 

12.50 

-15.8 

-17.1 

2.07 

C 

A+ 

Portugal  Fund 

14.5 

44.2 

26.4 

136 

21.19 

-20.0 

-18.9 

1.56 

c 

C 

ROC  Taiwan  Fund 

8.7 

-29.9 

7.5 

275 

6.94 

-21.7 

-17.4 

1.51 

c 

C 

Singapore  Fund 

-1.4 

-53.3 

-8.7 

55 

5.94 

3.8 

4.4 

2.11 

Southern  Africa  Fund 

— * 

-20.4 

* 

91 

11.06 

-17.6 

-18.0 

2.05 

Taiwan  Equity  Fund 

— * 

-37.5 

— * 

56 

10.00 

-25.0 

-21.0 

2.70 

c 

C 

Taiwan  Fund 

7.9 

-36.2 

9.5 

275 

13.56 

-22.2 

-18.8 

2.17 

Templeton  China  World 

— * 

-56.1 

— * 

145 

5.63 

-16.7 

-16.6 

1.70 

Templeton  Russia  Fund 

— * 

-59.2 

— * 

80 

19.25 

41.4 

26.3 

1.99 

D 

A 

Turkish  Investment  Fund 

-4.3 

38.8 

5.9 

66 

7.69 

-14.4 

-15.6 

1.76 

Performance  through  7/31/98.  Premium/discount  as  of  8/6/98 

■  Fund  rated  for  three  periods 

only;  maximum  allowable  grade  A.  e 

Estimate. 

*Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period. 

Sources:  Forbes.  Upper  Analytical  Services. 
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Where  angels 

and 
entrepreneurs 

dick. 
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It's  a  little  piece  of  paradise 
on  the  Internet. 

It's  called  SourceCapital 
Network.  And  it's  a  very 
civilized  place  for  entre- 
preneurs with  promis- 
ing businesses  to  meet 
angel  investors  looking 
for  promising  projects. 

As  an  entrepreneur, 
you'll  be  able  to  make 
one  presentation — 
using  pictures,  voices, 
video — and  have  it 
seen  by  scores  of 
certified 


investors  who  have  paid  for  the 
privilege  of  reviewing  it  and 
meeting  you. 

As  an  investor,  you'll 
save  time  by  pre-selectin^ 
only  those  categories  of 
projects  you're  interest 
ed  in.  When  you  find 
project  you  like,  you 
simply  contact  the 
entrepreneur  directly 
And  to  think  it  all 
starts  with  the  click  o: 
a  mouse, 
^r       For  more  information,  e-mail 
angel  1 08@sourcecapitalnet.corr 
Or  call  us  toll-free  at  1  -877-424-7 10( 
ext.  1098. 
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The  Barra  All-US  price  index  as  of  8/14/98 

Market  value:  $11.5  trillion 

P/E:  23.0 

P'E  minus  negative  EPS:  21.3 

Price/book  3.6 

Yield:  1.3% 


12-month  closeup 


II 


1 


t 


Smart  Freeman,  chief  equity  strategist 
at  A.G.  Edwards,  characterizes  the 
market's  recent  slide  as  a  "garderv 
varietv"  correction.  Because  the  U.S. 
economy  is  still  strong,  he's  confident 
that  the  Dow  will  turn  around  and 
hit  9300  before  year's  end. 

Freeman  is  long  on  trucker  Werner 
Enterprises  (WERN,  $16).  At  13  times 
199S  estimated  profits.  Freeman 
thinks  the  stock  is  cheap,  and  he 
expects  low  fuel  costs  to  help 
Werner's  profits  grow  20%,  to  SI  20 
a  share,  this  year.  In  retailing.  Free 
man  likes  May  Department  Stores 
BAAY,  $63  I,  which  sells  for  1 8  times 
Freeman's  1998  estimate  of  $3.45  a 
share.  Two  regional  banks  also  make 
Freeman's  buy  list — NationsBank 
piB,  $72)  and  Banc  One  (ONE, 
146)  -because  they  sell  at  a  sigmfi 
cant  discount  to  the  market. 


Stockbrokers  tend  to  benefit  during  pen 
oik  of  market  volatility.  Since  May  ana 
Ivsts  raised  their  1998  profit  forecasts 
1 1%  for  the  brokerages  below,  while  cut 
ring  estimates  9%,  on  average,  for  the 

5.300  US.  stocks  tracked  by  IBES  One 
Caveat:  Profits  drop  sharply  tor  brokerage 
stocks  in  a  true  bear  market 

Thriving  on  volatility 

1998        3  mo 
Company  est  EPS     change 

Dain  Rauscher  $3.67  4% 

Donaldson,  Lufkin  &  Jenrette    3.46  9 

Interstate/Johnson  Lane  145  16 

Lehman  Brothers  Hldgs  5.95  24 

Merrill  Lynch  4.93  6 

Morgan  Keegan  1.50  11 

Morgan  Stanley  Dean  Witter  4.77  10 

Paine  Webber  Group  3.03       10 

Source:  IBES  Express. 


Data  for  period  ending  8/14/98.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  AORs,  REITs  and 
closed  end  funds  are  excluded.  1999  estimate.  'Total  return  of  more  than  150  large  capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  Total  return  of  more  than  300 
large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  'A  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  4A  dollar- 
denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  5lndex  of  21  commodity  futures.  'Source:  Bridge-Commodity  Research  Bureau.  Consensus  estimate. 
'Shows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups. 
Principal  source:  Barra,  Inc.,  Berkeley,  Calif.  Earnings  estimates.  IBES  Express. 


Index  or  investment 

%  change  from 
-           1  year  ago  5-year  high 

12.6%       -10.9% 

Barra  All-US  index 

-5.1% 

S&P/Barra  Growth  index 

-4.4 

-6.0             | 

-5.2 

-5.2 

-5.2 

-4.4 

-2.3 

1 

26.0 

-9.5 

S&P/Barra  Value  index 

9.7 

-11.6 

Dow  Jones  industrials 

K 

9.5 

-9.8 

SIP  500 

NYSE 

Nasdaq 

18.0 
14.2 
14.6 

-10.4 
-10.8 
-11.1 

PSE  Tech  100 

■■ 

5.1 
-1.3 
-15.3 
-12.8 
24.4 
-33.5 

-9.2 
-12.3 
-22.6 
-31.6 

-0.6 
-49.8 

EAFE 

7.8  HI 

CRB  futures  index 
Gold  (Comexspot) 
Yen  (perSUS) 
Oil   (W  Texas  Intermediate) 

1.6 
-0.8 

1.1 
-6  2            1 

■ 

_i 

Best 

Recent 
price 

2-week 
change 

1998 
EPS' 

Worst 

Recent 
price 

2-week 
change 

1998 
EPS' 

Semtech 

$16.38 

42% 

$0.80 

Tokheim 

$8.88 

-53  % 

$0.55 

AnnTaylor  Stores 

29.31 

39 

1.06 
-0.20 

Finish  Line 

10.38 

-52 

1.08 

Quickturn  Design  Systems 

10.50 

38 

Checkfree  Holdings 

12.81 

-48 

0.13* 

AMP 

American  Business  Products 

39.31 
21.38 

34 
29 

1.50 
1.60 

SmarTalk  TeleServices 
Stage  Stores 

8.88 

13.63 

^16 
-46 

0.83 
1.16 

Best 

2-week 
change 

Change 

since 

12/31/97 

Worst 

2-week 
change 

Change 

since 

12/31/97 

Business  equipment 

1.8% 

23.4% 

Oilfield  services 

-14.1% 

-46.0% 

Cosmetics 

-1.0 

-2.6 

Misc  mining  metals 
Water  transport 

-12.5 
-12.5 

2.7 
-10.0 

Retail 

-1.1 

30.6 

Electronics 

-1.2 

8.6 

Financial  services 

-11.8 

15.4 

Industrial  equipment 

-1.4 

4.2 

Banks 

-11.4 

2.6 
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World  Markets 


Foreign  vs.  U.S.  markets 

$250 

Value  of  $100  invested  7/31/95 

S&P  500 


As  of  5/31/98 

S&P  500 

EAFE 

P/E 

27.0 

26.0 

Yield 

1.5% 

2.0% 

Price/book 

5.7 

2.6 

Developed  markets 

—Price  change— 

Market 

3  months    12  months 

P/E 

Belgium 

14% 

53% 

24 

Germany 

-2 

24 

30       • 

Finland 

-2 

47 

20 

Spain 

-3 

54 
27 

27 

31 

Switzerland 

-3 

New  Zealand 

-18 

-35 

14 

Norway 

-20 

-17 

13 

Canada 

-22 

-14 

20 

Singapore 

-30 

-52 

10 

Hong  Kong 

-31 

-63 

7 

Emerging  markets 

—Price  change— 
3  months  12  months  P/E 

Morgan  Stanley  Capital  International  indexes 

Emerging  (EM)3        -28%      -46%        15 

Emerging  (EMF)4      -29         -46  14 

Best  and  Worst  Markets 


Greece 
Morocco 

13 
2 

46 
NA 

27 
25 

Israel 

-1 

-6 

21 

Thailand 

-50 

-78 

NM 

China 

-50 

-77 

7 

Russia 

-64 

-78 

12 

rrr 


So  far,  August  has  been  nasty  for  global  investors.  Of  the 
49  countries  that  Morgan  Stanley  Capital  International 
tracks,  only  the  tiny  markets  in  Morocco  and  Pakistan  show 
a  gain  for  the  month.  Hardest  hit:  Russia,  which  recently 
floated  its  currency  and  is  down  26%  in  dollar  terms  just 
since  the  end  of  July.  Over  the  past  year  Russian  equities 
lost  about  80%  of  their  value.  Also  showing  big  losses  in 
August  are  China,  Malaysia  and  the  Philippines — with 
declines  of  approximately  20%  each. 

Asian  markets  are  still  not  a  bargain,  according  to  Leila 


Company/country 

Business 

batteries 

Price 

$2.28 

3-month 
price 
change 

1998 
est 
P/E 

Yuasa/Japan 

81% 

8 

COLT  Telecom/UK 

telecom  svcs 

42.56 

75 

NM 

Telewest  Communications/UK 

cable  tv 

2.61 

57 

NM 

Bank  of  Attica/Greece 

bank 

12.45 

49 

NM 

Bank  of  Central  Greece/Greece 

bank 

1 7  06 

44 

" 

Company/country 

Business 

Price 

Price/ 
book 

1998 
est 
P/E 

Tamsa/Mexico 

steel 

$8.04 

0.7 

3 

Icici/lndia 

financial  svcs 

1.75 

0.8 

4 

Banco  Provincial/Poland 

bank 

1.21 

1.8 

6 

Liberty  Life  Assoc/South  Africa 

insurance 

14.91 

1.5 

7 

Bavaria/Colombia 

beverages 

5.88 

0.7 

7     | 

Heckman,  a  global  asset  strategist  with  Salomon  Smith 
Barney.  Heckman's  quantitative  country  model  weighs  fac- 
tors like  p/es,  price-to-book  ratios,  estimated  economic 
growth  and  monetary  conditions.  Most  Asian  markets  rank 
in  the  bottom  half  of  her  universe.  Take  Hong  Kong:  At  9 
times  trailing  12-month  profits,  it's  one  of  the  cheapest  she 
follows  but  among  the  worst  measured  by  expected  earn- 
ings growth,  interest  rate  outlook  and  momentum.  Ditto 
for  Singapore,  Malaysia  and  the  Philippines.  What  does 
Heckman  like?  Europe.  "It  may  seem  a  little  expensive 
right  now,  but  there's  still  a  lot  of  growth  left." 


Company/country 

Business 

3-month  1998 

price      est 

Price     change    P/E 

a 


Edgars  Stores/South  Africa 
RHB  Capital/Malaysia 
GuocoGroup/HK/China 
CoscoPacific/HK/Chma 
National  Aluminium/India 


clothing  stores 
financial  svcs 
financial  svcs 
shipping 
aluminum 


;5.07 
0.20 
0.80 
0.26 
0.54 


-71% 

-68 

-65 

-60 

-31 


E 


-s  in  developed  markets 


Company/country 

Business 

Price     Yield 
$1.10  14.0% 

1998 
est 
P/E 

4 

New  World  Development/H  K/Ch  i  na 

multicompany 

Sung  Hung  Kai  Properties/HK/China 

multicompany 

2.96  11.5 

5 

CiticPacific/HK/Chma 

multicompany 

1.28  10.1 

5 

Fokus  Bank/Norway 

bank 

8.02     7.4 

8 

Qantas  Airways/Australia 

airline 

1.43     5.4 

10 

Note:  Data  for  period  ending  8/11/98.  Selected  stocks  have  a  market  capitalization  of  at  least  $300  million.  All  prices  are  in  U.S.  dollars.  'Shows  price  change  on  the  Morgan 
Stanley  Capital  International  EAFE  index  of  foreign  stocks  converted  into  U.S.  dollars.  Performance  numbers  reflect  both  local  price  change  and  currency  fluctuation.  3lndex  of 
stocks  available  to  foreign  and  domestic  investors.  4lndex  of  stocks  available  to  foreign  investors.  NA:  Not  available.  NM:  Not  meaningful.  Sources:  Morgan  Stanley  Capital 
International  via  OneSource  Information  Services;  Bloomberg  Financial  Markets,  Forbes. 
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75%  of  the  top  500 

companies  look  to 

us  to  help  them 

manage  information 

technology. 


(5)  GartnerGroup 


The  Voice  of  IT 


You've  seen  what  IT  (information  technology) 
can  do  for  a  company.  Now  meet  the 
company  that  will  give  you  IT  management 
insight:  GartnerGroup.  Our  worldwide  team 
of  775  analysts  represent  the  top  minds  in  IT. 
They'll  help  you  look  beyond  the  obvious  to  see 
the  business  impact  of  technology  issues.  And 
their  quick,  actionable  advice  will  guide  you  in 
making  decisions  and  managing  technology  in 
the  most  effective,  not  the  most  predictable,  way. 

GartnerGroup  is  the  voice  of  IT.  By  combining 
bottom-line,  business-oriented  analysis  with  in-depth 
knowledge  of  technology  trends  and  developments, 
we  help  clients  approach  long-  and  short-term  IT 
issues  with  confidence.  And  with  an  unmatched  track 
record  for  reliability  and  accuracy,  it's  no  wonder  that 
75%  of  the  country's  top  500  companies  are  also 
GartnerGroup  clients. 

Looking  for  a  better  way  to  manage  IT?  Give 
GartnerGroup  a  call  at  +1-203-316-6202  or  visit  us  on 
the  World  Wide  Web  at  www.gartner.com. 


For  strategic  advantage  through  technology,  subscribe  to  Executive  Edge  from  GartnerGroup 
and  Forbes.  For  a  complimentary  subscription,  fax  your  business  card  to  +1-712-755-/180. 
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Edited  by  Caroline  Waxier 


Macro-makeover 

A      Is  IT  POSSIBLE  to  teach  an  old  software  compa- 
>^™     ny  new  tricks?  Greg  Vogel,  software  analyst 
with  Nations- 
Banc  Mont- 
gomery Securi- 
ties, thinks  so. 
He  is  recom- 
mending 
Macromedia 
Inc.  (Nasdaq: 
macr),  the  San 
Francisco 
softwaremaker 
which  has  been 
a  macro-loser 
for  investors.  ■■■■ 

Since  December 

of  1995  its  market  value  has  dropped  by  around  $2  bil- 
lion as  its  stock  has  fallen  from  $60.38  to  a  low  of  $7.68. 
Macromedia  was  once  touted  as  the  next  big  left-coast 
graphic  and  multimedia  software  publisher.  Sales  grew 
from  $31.5  million  in  fiscal  1993  to  $116.7  million  in 
fiscal  1996.  But  then  the  company's  two  core  markets — 
Macintosh  and  CD-ROM  games — began  to  deteriorate, 
and  sales  dropped  to  $107  million  in  1997. 


Now  playing  on  Shockrave:  South  Park 
Offering  cool  tools  and  content. 


To  the  rescue  came  Robert  Burgess,  a  former  Silicon 
Graphics  senior  vice  president,  as  president  of  the  com- 
pany in  summer  of  1996.  Like  others,  Burgess  realized 
that  the  future  was  the  Internet. 

Today  every  single  product  of  the  company  is  built 
with  the  Internet  in  mind.  Macromedia's  recent  soft- 
ware tides:  Flash  3  (Web  animation  software)  and 
Dreamweaver  (an  html  editor)  have  been  smash  hits 
and  now  account  for  20%  of  sales,  Vogel  estimates. 
Netscape  Communications  and  Microsoft  are  now 
bundling  Macromedia's  Flash  player  with  the  new 
Netscape  browser  and  Windows  98. 

Vogel  expects  sales  to  increase  to  $141  million  in 
fiscal  1999,  up  25%,  over  $113  million  for  fiscal  1998, 
ending  in  March  1998.  Operating  margins  from  the 
previous  quarter  should  double,  to  18.5%,  by  the  end  of 
the  fiscal  year,  and  net  income  is  expected  to  rise,  from 
$1.5  million  in  1998,  to  $17  million. 

Macromedia's  stock  is  up  to  a  current  $16.  At  48 
times  next  calendar  year  earnings,  Vogel  thinks  its  shares 
will  be  worth  about  $26  in  a  year. 

Check  out  www.shockrave.com,  the  company's  new 
Web  site.  It  features  interactive  games,  music  and  car- 
toons like  South  Park.  In  June  the  site  drew  60,000  daily 
visitors.  In  fiscal  1999  Macromedia  is  expected  to  earn 
$3.3  million  from  advertising  on  the  site.    -Om  Malik 


tadiarcf 


Texas-sized  charge 

Ever  since  federal  regula- 
"^™     tors  began  deregulating  the 
utility  business  in  1992  (Energy 
Policy  Act),  growth  has  become  just 


A  Texas  Utilities  power  plant 
Dividend  collectors 
are  in  for  a  ride. 


as  important  to  utility  investing  as 
collecting  dividend  checks.  One 
"growth"  utility  worthy  of  attention 
is  Texas  Utilities  ( 1997  revenues, 
$7.9  billion).  Its  $8  billion  purchase 


of  U.K.  electric  and  gas  company  The 
Energy  Group  in  May  1998  has 
transformed  it  into  a  growth  stock. 

The  Energy  Group's  electricity 
generation  and  gas  business  is  unreg- 
ulated in  the  U.K.  This 
f  gives  it  the  flexibility  to 
|  expand  market  share,  cut 
1  costs  and  keep  the  profits, 
c  as  well  as  sell  or  close  busi- 
nesses that  aren't  working 
out  well.  That's  something 
most  regulated  electricity 
distribution  businesses — in 
both  the  U.S.  and  the 
U.K. — don't  have  the  free- 
dom to  do. 

Morgan  Stanley  Dean 
Witter  analyst  Kit  Konolige 
thinks  TU  (NYSE:  txu)  is 
cheap  at  its  current  $41 
price,  or  13  times  his  1999 
EPS  estimate  of  $3.20  per  share. 

While  TU's  new  British  subsidiary 
will  provide  growth,  its  U.S.  business 
as  the  Lone  Star  State's  largest  elec- 
tricity generator  is  rock  solid.  It  is 
likely  to  keep  churning  out  free  cash 
flow  of  $600  million  annually,  or 
$2.20  a  share. 

Last  year  TU  bought  Enscrch,  a 


Texas  gas  utility  with  a  fast-growing 
trading  and  marketing  division. 

TU  stock  has  climbed  in  the  last  15 
months  from  $31.75  to  a  recent  $41. 
Konolige  says  the  stock  will  hit  $51 
in  a  year  and  adds  that  a  5.4%  divi- 
dend yield  makes  it  even  more 
attractive.  -Kerry  A.  Dolan 

Attractive  differential 

On  Aug.  6  Royal  Dutch 
"^™     Petroleum  (NYSE:  rd)  missed 
analysts'  previously  lowered  estimates 
for  second-quarter  earnings.  The 
stock  quickly  fell  by  8%  and  continued 
to  fall  as  brokerages  such  as  Deutsche 
Bank  Securities  downgraded  Royal 
Dutch  from  neutral  to  underperform. 
Justifying  the  downgrades,  analysts 
cited  Royal  Dutch's  low  and  falling 
returns  on  its  $  1 1 5  billion  asset  base 
and  heavy  exposure  to  Asian  markets. 

This  downgrading  has  created  an 
opportunity  for  yield-seeking 
investors  who  want  to  bet  on  a  recov- 
ery in  the  price  of  oil.  Royal  Dutch's 
dividend  yield  has  climbed  to  almost 
3.3%,  compared  with  Exxon's  2.3%. 
The  two  companies'  yields  normally 
track  each  other  closely. 
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Kate  W'arne,  a  senior  energy  ana- 
vst  at  Edw  ard  Jones,  thinks  Royal 

itch  is  a  very  attractive  buy.  She  is 
convinced  oil  prices  are  close  to  bot- 
toming. "The  problems  at  Royal 
)utch  are  primarily  short  term,"  says 
fame.  "It" the  oil  market  improves  as 
K  predict,  they  [Royal  Dutch]  will 
lly  benefit."  -Robert  Cyran 

ringe  stock 

MENLO  Park,  Calif. -based 

^4Mh    Raychem  |  NYSE:  RYC)  has 
been  troubled  since  the  early 
Nineties,  when  it  poured  $600  mil- 
lion into  Raynet,  a  moncylosing  ven- 
ture with  LM  Ericsson.  The  company 
pulled  the  plug  in  1996,  but  earnings 
lave  since  been  hurt  by  weakness  in 
the  computer  and  electronics  sector 
and  by  turmoil  in  Asia.  Last  year's 
earnings  fell  to  SI 79  million  from 
1253  million  in  fiscal  L997.  Ray- 
chem's  stock  has  fallen  from  $50  a 
year  ago,  to  a  recent  $32.63. 

Raychem  ( 1997  revenues  S 1 .8  bil- 
lion), is  a  onetime  growth  company 
that  has  fallen  from  grace.  It  makes 
things  that  other  companies  use  in 
their  finished  products:  resectable 
fuses,  high  temperature  wire,  com- 
puter touchscreens  and  self  regulat- 
ing heating  cable.  Its  products  are  on 
the  fringe  of  important  businesses  like- 
telecom  and  computers,  so  it  seems 
to  fall  through  the  cracks. 

Donald  Zwyer,  special  situations 
analyst  at  Salomon  Smith  Barney, 
rates  Raychem  as  his  number  one 
stock  pick.  Zwyer  is  betting  on  new 
Chief  Executive  Richard  Kashnow, 
a  hard-nosed  17-year  General  Elec- 
tric veteran  who  took  over  in  1995. 
He  quickly  bailed  out  of  the  Raynet 
venture  and  began  cutting  costs. 

"This  is  no  longer  an  out-of-con- 
trol  R&D  laboratory,"  says  Zwyer. 
R&D  costs  are  6%  of  revenues,  down 
from  8  percent,  and  Raychem's  work 
force  has  fallen  by  14%.  sg&A 
expenses,  once  32%  of  revenues,  are 
now  27%,  and  heading  down. 

Zwyer  says  that  Kashnow  has 
expanded  operating  profit  margins 
to  16%,  from  10%.  Once  investors 
realize  the  turnaround,  Raychem 
stock,  currently  trading  at  13  times 
earnings,  should  rise  to  $50. 

-Leigh  Gallagher  h 
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DYNAMIC  GROWTH 
POTENTIAL  IN  MID-CAPS 


T.  Rowe  Price  Mid-Cap  Growth  Fund  can  help  you  benefit  from  the 

performance  potential  of  some  of 

America's  leading  mid-size  growth 

companies.  These  companies 

are  often  small  enough  to  adapt 

quickly  to  change,  yet  mature 

enough  to  have  proven  products 

and  seasoned  management. 

The  hind  has  outperformed  the 
average  of  its  peer  funds  group 
since  its  inception.  Of  course,  past 
performance  cannot  guarantee 
future  results.  No  sales  charges. 


Performance  Versus  Competitors 

Average  Annual  Total  Returns  as  of  6/30/98 ' 

B  Mid-Cap  Growth  Fund 

I  Upper  Mid  Cap  Funds  Average 


25.07% 


1  year 


5  /ears         Since  inception 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-541-8462 


///Tv.v/  With  Confidena 

TRoweFHce 


'Ilk 


Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investment  return  and 
principal  value  will  \ar\,  and  shares  ma)  be  worth  mure  or  less  at  redemption  than  at  original  purchase. 
Read  ihe  prospectus  carefully  before  investing.  T  Roue  Price  Investment  Services,  Inc.,  Distributor.  MCG043291 


^Jhe  ~jfifth  ^tnnuul 

Single  Malt  &  Cigar  Extravaganza 

"  *  and  Gentlemen  ire  Cordially  Invited  to  Attend  4  Gala  E\ 
i  I  niaue  Single  Mali  Stutih  Whiskies  Paired  With  The  Fin 

MACANUDO  •  PARTACAS  •  TEMPLE  HALL  ESTATES 

a:  J|^HT|I|M|HI^I  -  Jcaltirhut: 


Clenmorancie 


~  fvtiturinu: 

Aberlour 
The  Balvenie 

•  Founders  Reserve 

•  Doublewood 

•  Single  Barrel 
Benriach 
Bruichladdich 
Bushmills  Malt 
Caol  I  la 
Cardhu 
Clynelish 
Cragganmore 
Dalwhinnie 
Edradour 
Glendronach 
Clenfiddich 

•  Special  Reserve 

•  Single  Cask  1 5  Yr 
Old 

Glen  Keith 
Glenkinchie 
The  Glenlivet 

•  12  Year  Old 

•  18  Year  Old 


Scotch  Malt  Whisky 
Society  Members 

$50.00 


7:00  -  9:00  PM 
Jacket  Required 

Co-Hosted  By 

The  Scotch  Malt  Whisky  Society 
&  Forbes  FYI  Magazine 


•  10  Year  Old 

•  18  Year  Old 

•  Port  Wood 
Finish 

•  Sherry  Finish 

•  Madeira  Finish 
Glen  Ord 

Glen  Rothes 
Highland  Park 
Knockando 
Lagavulin 
Laphroaig 

•  10  Year  Old 

•  15  Year  Old 
longmorn 
mortlach 
Oban 

SCAPA 

Strathisla 

Talisker 

Tamdhu 

TOMATIN 


Reservations  are  limited.  Admission  by  advance  ticket  purchase  only  •  Telephone  Toll  Free  1-800-990-1991 
*Special  Rates  for  Corporate  Tables  of  8  or  More 


By  John  Rutledge 


strategy 


One  man's  poison 


As  long  as 
property 
deflation 
continues  in 
Japan  and 
the  rest 
of  Asia,  U.S. 
stock  market 
multiples  will 
be  safe. 


REGARDLESS  of  what  many  people  think, 
stock  multiples  are  not  too  high.  They  are 
about  right  for  today's  low-inflation  econo- 
my. This  makes  the  corrections  now  taking 
place  a  buying  opportunity. 

It  all  gets  back  to  interest  rates.  Since 
August  1981  stock  prices  have  increased 
more  than  tenfold.  This  looks  scary  until 
you  compare  it  to  the  value  of  the  30-year, 
zero  coupon  Treasury  strip — think  of  this 
paper  as  the  value  of  long-dated  cash  flows. 
The  30-year  Treasury  bond,  stripped  of 
interest  coupons,  has  gained  twentyfold 
over  the  same  period.  In  short,  the  value  of 
future  income  streams  went  up,  regardless 
of  whether  the  source  was  stocks,  bonds  or 
other  claims.  The  longer  the  maturity,  the 
more  all  claims  rose  in  value. 

This  is  humbling  for  stock  market 
investors,  including  this  one.  Had  we 
focused  on  that  simple  factor  and  forgotten 
the  subtleties  of  security  analysis  and  eco- 
nomics, we  would  have  done  better  for  our- 
selves and  for  our  clients.  We  should  have 
seen  that  falling  inflation  was  increasing  the 
value  of  any  income  stream.  Once  this 
became  apparent,  people  pulled  money  out 
of  tangible  assets — seen  as  an  inflation 
hedge — and  moved  into  paper  assets.  In 
1981  U.S.  investors  had  52%  of  assets  in 
financial  form.  Today  70%  is  held  in  finan- 
cial assets,  like  stocks  and  bonds. 
Disinflation  has  been  a  great  boon  for 
financial  assets. 

Since  1990  the  main  driver  for  disinfla- 
tion has  been  massive  property  deflation  in 
Japan,  where  land  values  have  declined  for 
seven  years  in  a  row.  They  stand  at  about 
10%  of  their  1989  levels.  Now  Japanese 
property  deflation  has  spread  to  the  rest  of 
Asia.  Deflation  in  Asia  acts  as  an  anchor  on 
U.S.  interest  rates.  By  reducing  Asian  con- 
sumption of  cement,  steel,  oil  and  other 
industrial  commodities,  Asian  deflation 
pushes  dollar  commodity  prices  lower  and 
restrains  inflation.  Japan's  bad  luck  has  been 
our  good  luck. 

As  long  as  property  deflation  continues  in 
Japan  and  the  rest  of  Asia,  U.S.  stock 
market  multiples  will  be  sate,  even  at  today's 
high  levels.  Right  now  it  does  not  look  as  if 
Japan  is  going  to  check  the  deflation.  Last 


month  Japan  elected  a  new  prime  minister, 
Keizo  Obuchi,  who  appointed  78-year-old 
Kiichi  Miyazawa  as  finance  minister. 
Miyazawa  has  already  tipped  his  hand  that 
he  intends  to  attack  the  Japanese  economy 
in  the  same  futile  way  his  predecessors 
have  done:  with  fiscal  stimulus.  But  con- 
sumer and  corporate  tax  cuts  are  not  going 
to  solve  Japan's  problems.  The  country 
needs  aggressive  monetary  expansion,  and 
until  that  happens  Japan's  problems  will 
continue — and  so  will  our  good  luck. 

How  high  should  multiples  be?  The  cur- 
rent ten-year  Treasury  bond  yield  of  5.5% 
implies  an  aftertax  cost  of  equity  capital  of 
9.06%  for  the  s&r  500.  Return  on  equity  is 
just  under  20%,  and  growth  is  running 
about  6.5%.  My  colleagues  Deborah  Allen 
and  Paul  Davis  have  estimated  that  at  these 
levels  the  intrinsic  value  of  the  s&P  500 
index  today,  i.e.,  the  present  value  of  its  free 
cash  flows,  implies  a  p/e  of  26  to  28. 

So,  assuming  that  Japan  remains  mired  in 
deflation,  the  chief  risk  in  the  U.S.  stock 
market  is  unrealistic  earnings  expectations. 
For  more  than  a  decade,  U.S.  companies 
have  reported  that  earnings  were  growing 
faster  than  sales,  but  this  era  is  ending. 
Tight  labor  markets  in  the  U.S.  mean  that 
employers  are  no  longer  able  to  increase 
earnings  by  firing  people  or  reducing  their 
pay.  And  the  restructuring  story  has  run  its 
course.  This  means  earnings  will  grow  at 
about  the  same  rate  as  sales,  or  5%  per  year. 

From  now  on  companies  are  going  to 
have  to  earn  their  profit  growth  the  old- 
fashioned  way,  by  selling  more  products  to 
customers.  Unfortunately,  we  have  trained 
an  entire  generation  of  managers  to  make 
money  by  firing  people  and  restructuring 
balance  sheets.  There  is  a  shortage  of  broad- 
ly trained  operating  managers  good  at  prod- 
uct development  and  marketing  rather  than 
cost-cutting.  These  managers  will  become 
increasingly  valuable  in  the  next  phase  of 
the  bull  market. 

Five  percent  earnings  growth  doesn't 
mean  the  stock  market  is  going  to  fall  apart. 
It  means  that  investors  can  no  longer  count 
on  index  funds.  Old-fashioned  stock  pickers 
who  know  a  company  cold  before  they  buy 
n  are  going  to  enjoy  this  market.  M 


John  Rutledge  is  an  economist  and  chairman  of  Rutledge  &  Co.,  a  merchant  bank  in  Greenwich,  Conn,  rutledgeco@aol.com 
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ky  Kenneth  L.  Fisher 


Complain  all  you  want 


I'm  flMAZED  now  many  of  my  readers  are 
upset  by  my  view  that  a  smart  investor  need 
own  only  the  30  to  35  largest  stocks.  Yet 
the  33  largest  stocks  are  nicely  besting  the 
S&P  500  even  though  the  s&r  500  has  had 
a  great  run  this  year,  even  allowing  for  the 
big  summer  correction. 

My  sticking  to  the  biggest  may  not  be 


year  for  several  years. 

Another  telecom  firm  I  like  is  Tel  Italia 
(85,  ii,  www.telecomitalia.it),  which  is 
Italy's  phone  system,  including  the  digital 
cellular  business.  For  decades  Italy  has  been 
the  butt  of  business  jokes,  but  it's  coming 
of  age  now.  Tel  Italia  is  leading  the  way. 
With  $25  billion  in  revenue  and  $44  billion 


popular  but  it  sure  has  made  sense.  And  it  is     in  market  cap,  it  is  priced  similarly  to  how 


based  on  solid  research.  Everything  I  do 
comes  from  original  research,  financial  .\nd 
social  history,  and  market  theory.  I  guess  I 
should  be  comforted  by  some  of  the  com- 
plaining letters  I  get:  If  too  many  of  you 
agree  too  easily,  I  must  be  wrong. 

I  continue  to  believe  that  1999  and  2000 
will  be  good  stock  market 
\ears,  and  that  this 
summer's  correction  was 
just  that,  en  route  to  more 
bull  market  ahead.  This 
correction  is  about  as 
normal  as  you  get.  Key  tea 
aires  consistent  with  a  cor- 
rection but  not  with  a  bear 
market  include  the  dollar's 
strength  coupled  with  the 
strong  bond.  Then,  too, 
there  is  no  real  new  news, 
just  the  same  old  stones 
recirculated  from  months 
back  with  Mt  extra  dose  of 
hysteria,  finally,  there  arc- 
too  many  folks,  too  early, 
seeing  this  as  the  turning 
point  for  it  to  be  so. 

Among  domestic  stocks  you  need  only 
focus  on  the  30  or  35  largest  ones.  I 
remain  63%  U.S.  stocks — the  biggest — and 
37%  foreign  stocks;  and  abroad,  too,  I 
prefer  the  huge  European  firms  and  Japan- 
ese global  exporters. 

Stocks  I  like  now  include:  Nokia  (79, 
NORA,  www.nokia.com),  which  I  first  rec- 
ommended on  Dec.  2,  1996,  at  26.  I  still 
like  it  now,  even  at  these  elevated  prices. 
This  Finnish-based,  globally  oriented  tele- 
com firm  is  on  a  roll  with  its  digital  cell 
phone  position,  edging  out  both  Motorola 
and  Ericsson.  With  market-like  valuations 
and  above-average  growth  prospects, 


My  sticking 
to  the  biggest 
stocks  may 
not  be 
popular 
among  my 
readers  but 
it  sure  has 
made  sense. 


Nokia  can  still  increase  in  price  at  30%  per       Better  to  exit. 


Nokia  was  priced  when  I  recommended  it 
20  months  ago.  Look  for  140  by  2001. 
Readers  ask  about  Broken  Hill  Propri- 
etary ( 15,  BHP,  www.BHP.com.au),  a  failed 
pick  from  Aug.  25,  1997.  The  firm  isn't 
doing  that  poorly,  considering  how  bad 
commodity  pricing  is.  This  Australian  firm 
is  in  a  class  of  its  own  in  a  wide  array 
of  industrial  commodities,  but  prod 
uct  pricing  has  been  terrible.  I've 
been  absolutely  wrong  on  commodity 
pricing.  Still,  I'm  content  holding 
hi  IP.  Commodity  pricing  is  unlikely  to 
be  much  worse  and  could  improve.  If 
it  does,  the  stock  will  do  very  well.  At 
80%  of  revenue,  1.3  times  book  value, 
a  P/E  of  17  and  a  4.1%  dividend  yield, 
I  still  think  BHP  may  see  50  in  three 
or  four  years. 

French  based  Groupe  Danone  (54,  da, 
www.danonegroup.com)  is  one  of  the 
world's  largest  food  producers,  with  a 
great  collection  of  brand  names,  including 
Evian  water,  Danone  yogurt,  Kronen- 
■■■       bourg  beer  and  a  host  of  others.  This  is  a 
pure  play  on  Europe.  About  40%  of  rev- 
enue comes  from  France  and  another  44%  from 
the  rest  of  Europe.  After  a  rough  1997,  things 
are  humming  for  Groupe  Danone,  and  I  think 
the  stock  should  see  100  by  2001. 

I  recommended  Hoechst  AG  (42,  HOE, 
www.hoechst.com)  at  36  last  Feb.  9,  and  it 
rose  to  the  low  50s;  but  it  has  recently 
backed  off — giving  you  another  shot  at  a 
great  chemical  and  pharmaceutical  firm  at 
low  valuations  you  rarely  see  these  days. 

I  throw  in  the  towel  on  gold  and  admit 
my  foray  into  it  was  a  mistake.  In  January  I 
recommended  putting  8%  of  a  portfolio 
into  any  ten  beat-up,  tax-depressed  gold 
stocks.  The  strategy  hasn't  worked,  and  I 
don't  think  I  know  what  I'm  doing  there. 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money  manager.  His  third  book  is  100  Minds  that  Made  the  Market.  E-mail:  kenfisher@fi.com 
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By  A.  Gary  Shilling 


strategy 


The  flat  yield  curve 


The  yield  curve  is  flatten- 
ing. Meaning  that  short-term 
and  long-term  interest  rates 
are  now  converging.  In  86% 
of  the  time  in  the  postwar  era 
it  has  been  sloping  upward, 
with  short-term  rates  below 
long-term  rates.  The  Fed, 
living  in  the  shadow  of  the 
Depression,  held  down  the 
short  rates  to  fight  unem- 
ployment and  prolong  busi- 
ness expansions.  On  the 
other  end,  bond  investors 
wanted  premiums  to  protect 
them  against  inflation.  Put  ^^^^^^^ 

the  two  together  and  you  had 
that  upward  sloping  curve  most  people  had 
come  to  regard  as  the  natural  state  of  things. 
Only  when  an  inflation  bulge  was  threat- 
ening to  get  out  of  control  did  the  Fed 
push  up  short  rates  so  rapidly  that  they  were 
higher  than  long-term  rates.  Once  that  was 
over,  the  yield  curve  resumed  its  upward 
slope.  In  the  early  1990s  a  steep  yield  curve 
persisted  because  the  Fed  held  down  short 
rates  to  help  the  ravaged  banks  rebuild  capi- 
tal, while  long-term  investors  were  still 
spooked  by  inflation  fears.  Therefore,  Amer- 


icans simply  became  accustomed  to  an 


I  expect  tO  See    •   °f  ^me  before  the  Fed  will  be 

dragged,  kicking  and  screaming, 
into  cutting  short  rates.  If  nothing 
else,  the  spreading  effects  of  the 
Asian  crisis  will  force  it  to.  Long- 
term  Treasurys  or  Treasury  strips  are 
still  a  great  buy.  I  expect  to  see  the 
yield  down  to  3%  in  the  next  several 
years,  from  the  recent  5.55% — with 
prices  rising  accordingly. 

A  yield  curve  that  is  negative  as 
often  as  it  is  positive  is  also  a  very  dif- 
ferent world  for  lenders  and  borrow- 
ers. Funding  short-term  while  lend- 
ing long  has  been  a  treacherous  game 
for  banks  and  other  financial  institu- 
tions in  the  postwar  era,  but  at  least 
they  enjoyed  a  positive  yield  curve  spread  the 
vast  majority  of  the  time.  That  game  is  over. 
Real  estate  investors  face  the  same  reality. 
When  you  buy  a  building  you  won't  have 
the  leisure  of  waiting  until  markets  look 
especially  favorable  to  roll  your  initial  short- 
term  financing  into  long-term  permanent 
borrowing.  This  will  be  especially  true  when 
deflation  has  settled  in  and  30-year  Treasury 
yields  have  dropped  to  3%  with  no  further 
meaningful  declines  likely.  The  same  holds 
true  for  homeowners.  They  can  look  for 


the  yield 
on  long-term 
Treasurys 
down  to  3% 
in  the  next 
several  years, 
from  the 
recent  5.55%. 


ward  to  paying  lower  long-term  rates  and 


upward  sloping  curve.  They  came  to  think  it    will  have  no  advantage  in  taking  on  those 


normal  for  long  rates  to  be  much  higher 
than  short  rates.  After  all,  you  needed  high 
rates  on  long-term  securities  in  order  to 
compensate  for  inflation. 

My  advice  is:  Get  used  to  a  flat  yield 
curve,  with  long  rates  and  short  rates  about 
even.  We  are  not  far  from  it  now,  with  30- 
year  Treasurys  yielding  5.55%  and  three- 
month  bills  yielding  just  50  basis  points  less. 
The  idea  that  a  positive  yield  curve  is  normal 
is  born  of  the  abnormal  post-World  War  II 
experience.  We're  returning  to  the  old  world 
where  deflation  reigns  in  peacetime,  even 
though  it's  a  brand-new  world  to  almost  all 
of  today's  investors  and  businesspeople. 

The  flattening  yield  curve  has  scared  some 
people  into  shunning  long-term  bonds. 
Don't  let  it  spook  you — though  it  will  take 
some  getting  used  to.  Overall,  the  world  is 
in  a  deflationary  phase,  and  it's  only  a  matter 


adjustable  mortgages  tied  to  short  rates. 

In  a  world  of  flat  yield  curves  and  defla- 
tionary prices,  businesspeople  will  have  to 
watch  their  inventories  carefully.  Though 
seemingly  low,  short-term  interest  rates  will 
be  high  in  real  terms.  High  interest  costs 
and  falling  inventory  prices  are  a  deadly 
combination. 

By  the  way,  though  I  regard  Treasurys  as 
a  great  buy,  you  won't  be  able  to  play  the 
old  game  of  borrowing  short  term  to 
finance  long  Treasurys  and  picking  up  the 
huge  positive  spread.  Even  though  long 
rates  are  likely  to  fall,  your  carrying  costs 
will  eat  you  alive  unless  you  can  time  the 
bond  rallies  with  precision. 

Inflation  is  dead.  We  now  live  in  a  world 
of  falling,  rather  than  rising,  prices;  and  flat, 
rather  than  upward  sloping,  yield  curves. 
Learn  to  live  with  it.  M 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants  and  investment  advisers.  His  firm  publishes  Insight,  a  monthly  newsletter  covering 
the  business  outlook  and  investment  strategy.  His  latest  book,  Deflation,  m\  published  in  June  (Lakeview  Publishing).  E-mail:  shil@ix.netcom.com 
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\y  Laszlo  Birinyi  Jr. 


It's  stocks,  not  markets 


As  WE  ALL  know,  the  stock  market  is  a  con- 
tinual battle  between  the  bulls  and  the 
bears.  Lately  it  seems  more  violent  than 
normal,  and  it  seems  as  it  the  bears  have  the 
upper  hand.  But  that  spectacle  should  be  of 
onlv  casual  interest  to  the  investor.  There 
are  issues  more  critical  than  where  the 
market  is  heading.  Money  is  made  in  stocks, 
not  in  markets.  For  the  greatest  majority  of 
us,  the  critical  issue  is  not  what  the  market 
is  doing  but  how  our  stocks  are  performing. 
The  interns  from  a  variety  of  colleges  and 
business  schools  who  worked  with  my  firm 
this  summer  were  taught  the  company's 
motto,  which  is:  Predicting  rain  doesn't 
count;  building  arks  docs. 
While  predictions  on  the 
market  abound,  I  find  pre 
cious  few  investment  ideas 
in  them,  [fa  strategist's 
negative  outlook  includes  , 
recommendation  to  short 
IBM,  I  would  put  more 
credibility  in  it  than  if  he 
simply  predicted  that  the 
market  will  fall  10%.  So  it 
falls  10V  What  are  you 
supposed  to  do  about  it? 

Many  of  today's  predic- 
tions ^\ni.\  outlooks  appear 
to  have  no  disciplined, 
detailed  approach.  The  • 
greater  majority  of  com- 
mentary seems  to  begin  ^^^^^^^^ 
with  a  conclusion  and  then 
find  supporting  evidence.  This  has  always 
been  one  of  my  concerns  about  technical 
approaches,  which  can  encompass  charts, 
monetary  indicators,  sentiment,  economics 
or  whatever.  Too  often,  the  sage  simply 
mines  the  data  to  support  a  conclusion 
already  arrived  at. 

Today,  for  example,  I  recognize  that  the 
advance/decline  line  is  faltering,  and  techni 
cians  have  noted  the  lack  of  breadth.  But  in 
1997  the  a/d  line  for  the  Nasdaq  market 
ended  the  year  at  -15,000,  but  that  market 
ended  the  year  up  over  20%. 

So  I  am  skeptical  when  an  analyst  is  bull- 
ish one  day  but  -bearish  a  week  or  two  later. 
That  is  troubling  because  no  indicators  or 
approaches  turn  so  quickly  or  change  that 


An  index  fund 
bought  huge 
amounts  of 
stock  late  on 
Aug.  5.  This 
buy  program 
took  the 
market  up 
150  points  in 
15  minutes. 


dramatically.  It  brings  into  question  how 
much  discipline  was  really  involved  in  the 
process.  Or  if  there  was  any  involved  at  all. 
In  times  of  turmoil,  the  media  often  add 
to  the  confusion.  Reporters  try  to  explain 
the  daily  fluctuations  on  the  basis  of  a  few 
quick  telephone  calls.  Yet  even  for  those  of 
us  who  sit  and  watch  screens  all  day,  it  is  not 
easy  to  grasp  what  is  going  on.  When  the 
market  is  bouncing  insanely,  it  becomes 
even  more  difficult.  My  best  advice  on 
media  analyses  and  predictions  is  the  old 
saw:  "Those  who  know,  don't  say,  and  those 
who  say,  don't  know." 

On  the  day  after  the  300-point  drop,  for 
example,  a  variety  of  explanations 
were  suggested  for  the  recovery.  As  a 
trader  whose  book  on  institutional 
trading  is  often  considered  the  text- 
book, I  can  assure  you  that  the  instant 
analysis  was  wrong.  The  market  recov- 
ered solely  because  an  index  fund 
bought  huge  amounts  of  stock  late  on 
Aug.  5.  This  buy  program  took  the 
market  up  150  points  in  15  minutes. 

And  I  challenged  one  financial 
editor  to  find  examples  of  up  days  this 
year  which  were  not  a  result  of  mutual 
fund  purchases,  or  to  find  down  days 
that  were  not  attributed  to  concern 
about  Asia  and  its  impact  on  corpo- 
rate profits. 

There  is  no  change  in  my  outlook.  I 
continue  to  see  interest  in  large  visible 
names  as  evidenced  by  the  fact  that 
25%  of  the  net  buying  on  the  New  York 
Stock  Exchange  is  focused  on  only  the 
stocks  that  make  up  the  Dow  30. 

In  spite  of  the  recent  correction,  I  still 
recommend  all  year  (Citicorp,  IBM,  Bristol- 
Myers  Squibb,  Warner-Lambert  and  Merrill 
Lynch).  One  speculative  issue  is  America 
Online  (105,  AOL),  which,  despite  having 
doubled  this  year,  is  still  being  bought. 

I  say  this  not  only  because  of  the  accumu- 
lation I  see  but  also  because  I  see  no  change 
in  the  big  picture:  strong  dollar,  contained 
inflation  and  moderate  growth. 

Don't  listen  to  the  talking  heads.  They 
may  be  making  large  amounts  of  money  for 
themselves — but  their  advice  is  not  doing 
the  same  for  the  public.  *■ 


Laszlo  Birmyi  Jr.  is  president  of  Birmyi  Associates,  a  Greenwich,  Conn. -based  financial  consulting  firm. 
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:rank  Sinatra  was  one  of  America's  snazziest  dressers. 
lis  old  nng-a-ding-ding  style 
;  making  a  comeback. 

"Come  Fly  with  Me" 


^ 


Edited  by  Joshua  Levine 


Jv  Bruce  Bover 


he  Sands  Hotel,  in  the  early 
1960s:  Frank  Sinatra 
onstage,  Ocan  Martin, 
Sammy  Davis  and  the  rest  of 
the  Rat  Pack  all  look  pretty 

damn  sharp  in  white  shuts  ,\nd  sleek, 

ustrous  suits  ot  doupioni  silk — back 

hen  it  was  called  shantung  silk. 
Rat  Pack  fashion  is  coming  back.  That 

means  slimmer  silhouettes — narrower 

shoulders,  a  closer  tit  in  the  body  and 

trimmer  lapels.  And,  of  course,  doupioni 

silk  ,\nd  mohair.  Oxford  Clothes,  maker 

of  high-quality  American  menswear,  is 

spearheading  the  mohair  revival. 

Earlier  on  in  his  career,  Sinatra  had 

developed  a  style  steeped  in  the  urban 

jazz  scene:  fedoras,  broad  shouldered, 
double  breasted  ZOOt 
suits  with  high-waisted 
trousers,  roll-collared 
shuts  ,\nd  floppy  bow 
ties.  A  little  gaudy,  and 
very  brash.  But  by  the 
end  of  the  1950s,  while- 
other  guys  were  walking 
around  in  Brooks  Broth- 
ers sack  suits  and  button 
downs,  Sinatra  had  grad- 
uated to  a  slim  silhou 

■i  ette  that  was  part  L.A. 

businessman,  part 

I. as  Vegas  lounge  lizard — a  cool  yet 

elegant  look. 

frank  almost  always  wore  dark  gray  or 

blue  single  breasted  suits;  they  had  two 

or  three  buttons,  and  frank  accented 

them  with  a  brightly  colored  silk  pocket 

se]uare.  Sy  Devore  of  Beverly  Hills  made 

those  suits  for  Frank — and  for  Dino  as 

well.  The  narrow  trousers  just  grazed  the 

tops  of  Frank's  glossy  slip-ons;  the  pristine  white  shirts 

always  had  round  pin  collars,  and  jacket*  that  stopped 

far  enough  up  the  arm  to  allow  Frank  to  flash  a  lot  of 

cuff  link. 

"Come  Fly  with  Me"  was  a  signature  Sinatra  song  of 

that  period,  and  that  was  the  sentiment  his  clothes 
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His  way:  Sinatra's  threads  were  swinging  affairs. 


conveyed,  too.  It  was  a  different  time — cigarettes  and 
whiskey  added  up  to  a  life  well  lived,  and  a  black 
mohair  tux  was  as  sharp  as  a  guy  could  get.  Those 
years  constitute  the  last  era  of  pure  American  style.  At 
least  so  far  as  the  clothes  are  concerned,  those  times 
show  signs  of  coming  back.  ■ 
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Architectural  postmodernism  is  already  looking  tired, 
which  is  why  Californians  are  willing  to  pay  handsome  premiums 
3  for  houses  by  people  like  Richard  Neutra. 


The  Kun  House,  1936 


C/3 


Modernism  is  modern  again 


By  Robert  Goff 


Dorothy  Serulnic  in  the  house  Richard  Neutra  built  for  her  in  1953. 
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The  Kaufmann  House,  1947 


If  location  is  everything  in  real 
estate,  then  Dorothy  Serulnic's 
Tjunga,  Calif,  house  might  seem 
to  flunk  the  basic  test  of  value  for 
its  new  owners,  Lari  Pittman  and  Roy 
Dowell.  It  can  take  up  to  an  hour  and 
a  half  for  Pittman  to  get  to  UCLA, 
where  he  teaches  art. 

Never  mind.  Pittman  and  Dowell 
didn't  care  about  the  location  when 
they  shelled  out  nearly  $500,000  for 
their  1,400-square-foot  house.  They 
were  buying  a  work  of  art — a  mint- 
condition  box  of  glass  and  concrete  on 
five  acres  bv  architect  Richard  Neutra 
(pronounced  NOY-tra),  a  pioneer  of 
the  stark  International  Style. 

In  1949  Time  magazine  put 
Neutra  on  its  cover  and  ranked  him 
second  only  to  Frank  Lloyd  Wright  in 
the  pantheon  of  American  architects. 
Between  1927  and  1969  Neut 
designed  more  than  200  houses  n 
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The  Lovell  House,  1950 
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the  Los  Angeles  area.  His 
spartan-chic  abodes  were 
coveted  by  Hollywood's 
intellectual  set:  Ayn  Rand 
lived  in  a  Neutra  building,  as 
did  designers  Charles  and 
Rav  Eames  and  some  of 
Hollywood's  more  stvlish 
movie  stars. 

Suddenly,  homes  designed  bv 
Neutra  and  his  International  Style 
peers  are  getting  a  10%  to  15%  premi- 
um, at  least  in  California,  over  similar 
homes  by  no-name  architects.  Other 
modernists  like  Rudolf  Schindler,  John 
Lautner,  Quincy  Jones,  Raphael  Sori- 
ano and  Harwell  Hamilton  Harris  are 
also  eagerly  sought  after. 

That  represents  a  big  change  in  the 
way  homes  are  priced.  In  the  past, 
important  residential  architecture 
rarely  commanded  a  premium  in  the 
resale  market.  With  the  exception  of 


Wright,  whose  restored 
homes  usually  go  for  at  least 
double  their  pure  real  estate 
value,  most  other  homes  are 
valued  entirely  in  terms  of 
building  size,  condition,  loca- 
tion and  acreage — regardless 
of  who  designed  them. 
But  in  a  society  as  rich  as 
this,  people  like  to  show  off  their 
refined  tastes.  That  means  not  just 
refined  pictures  on  the  walls,  but 
refined  walls,  too. 

It's  no  surprise  that  the  vanguard  of 
Neutra  buyers  come  from  the  film, 
fashion  and  art  crowds.  For  example, 
Gucci  designer  Tom  Ford  recently 
bought  Neutra's  Brown  House  in  Bel 
Air.  Actress  Kelly  Lynch  and  her  hus- 
band, screenwriter  Mitch  Glazer, 
bought  a  Neutra-designed  weekend 
getaway  in  Lone  Pine,  Calif,  in  1987 
and  a  Lautner  house  in  Los  Angeles 
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last  May.  "It's  become  the  'in'  thing 
to  have,"  says  Crosby  Doe,  a  Los 
Angeles  real  estate  agent  who  special- 
izes in  selling  such  houses. 

Like  other  architects  working  in  the 
International  Style,  Neutra  wanted  to 
combine  cost-efficient  construction 
with  elegant  design.  The  temperate 
California  climate  and  cheap  land  in 
Los  Angeles  suburbs  like  Silver  Lake 
allowed  him  to  integrate  his  houses 
into  natural  settings.  In  Neutra's  best 
buildings  the  distinction  between 
indoors  and  outdoors  seems  almost 
nonexistent. 

Neutra  was  heavily  influenced  by 
European  masters  like  Walter  Gropius 
and  Mies  van  der  Rohe,  but  he  also 
worshiped  Wright.  In  1924  the  young 
Austrian  immigrant  landed  a  job  as  a 
draftsman  at  Taliesin,  Wright's  Wis- 
consin compound.  But  unlike  Wright, 
whose      organic 


Neutra  feels 
like  a  clean, 
fresh  wind, 
and  the 
prices  for  his 
homes 
reflect  it. 


style  always  ap- 
pealed to  Ameri- 
can popular  taste, 
Neutra  and  the 
other  Internation- 
alists carried  over- 
tones of  some- 
thing slick,  sinister 
and  foreign. 

Popular  culture 
still  conveys  such 
suspicions.  In 
last  year's  hit  movie  L.A.  Confiden- 
tial, the  suave  villain  Pierce  Patchett 
first  shows  up  chipping  golf  balls 
outside  Neutra's  ultramodern  Lovell 
House.  The  movie  implies  that  the 
architecture,  like  Patchett,  is  cold 
and  calculating. 

There's  nothing  cold  and  calculat- 
ing about  the  Serulnic  house,  which 
has  appeared  in  more  than   100 
books  and  magazines  as  an  example 
of  pure  Neutra  style.  Serulnic,  who 
commissioned  the  house  in  1953, 
made  this  writer  stand  in  particular 
coiners  and  sit  at  certain  angles  to  see 
the  serene  play  of  light  and  shadow 
that  Neutra  considered  so  important. 
"This  is  a  living  thing,"  she  whispers. 
The  pendulum  is  starting  to  swing 
back.  People  are  getting  tired  of  the 
ironic  little  commentaries  on  classical 
forms  that  go  by  the  name  post- 
modern. By  comparison,  Neutra  feels 
like  a  clean,  fresh  wind.  The  prices 
reflect  it.  mt 
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Masterpieces 
or  money  pits? 


The  Storer  House,  1924 


The  cost  of  owning  arch- 
itecturally significant 
houses  does  not  always 
end  with  the  purchase 
price.  Consider  the 
Storer  House,  a  Frank 
Lloyd  Wright  house  that 
looks  like  a  compacted 
Inca  temple  dropped 
onto  an  unlikely  slope  in 
the  Hollywood  Hills.  In 
1994  film  producer  Joel  Silver  bought  the 
2,500-square-foot  gem  for  just  under 
$800,000. 

But  over  a  period  of  three  years  Silver 
tunneled  a  small  fortune  into  fixing  leaky 
roofs  and  deteriorating  concrete  blocks. 
Now  the  house  is  on  the  market  for  $4  mil- 


Desert  modern 

First  among  the  disciples  of  the  great 
Swiss-French  architect  Le  Corbusier  to 
design  buildings  in  America  was  Albert  Frey, 
now  94.  Apart  from  a  smattering  of  houses 
in  the  East,  most  of  his  commissions  were 
constructed  in  Palm  Springs,  Calif.,  where 
he  lives  in  a  rectangular  steel-and-glass 
house  built  in  1964  and  perched  on  a  cliff 
in  the  San  Jacinto  mountains.  In  fact,  the 


lion.  According  to  Barry 
Sloane,  director  of  archi 
tecture  and  historic 
properties  at  Fred 
Sands  Estates,  a  similai 
house  would  go  for 
about  $1  million  on  that 
particular  plot. 

Will  someone  pay  a 
400%  premium  to  live  in 
a  piece  of  architectural 
history?  Probably  not. 
Even  immaculately  re- 
stored, the  Storer 
House  still  has  drawbacks:  It's  small,  the 
address  is  just  a  shade  east  of  swanky  Bev- 
erly Hills  and  the  other  houses  on  the  hills 
above  invade  its  privacy. 

Moral:  If  you  want  to  live  in  a  house 
that's  something  of  a  legend,  you  had  better 
be  prepared  to  pay  for  the  honor.-R.G. 
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The  Swiss-born  Frey  absorbed  Cor- 
busier's  clean,  functional  style  and  his  view 
that  houses  are  "machines  for  living." 
Frey's  prefabricated,  movable  aluminum 
house — called  the  Aluminaire — was  one  of 
only  two  houses  by  American-based  archi- 
tects in  the  famed  International  Exhibition  of 
Modern  Architecture  at  the  Museum  of 
Modern  Art  in  1932.  Frey's  Palm  Springs 
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kitschy  playground  (two  hours'  drive  from 
Los  Angeles)  contains  more  than  a  few 
modernist  gems  by  Frey,  Neutra  and  Laut- 
ner  scattered  amongst  neo-Spanish  style 
villas  and  strip  malls.  As  you  pass  into  the 
city  limits  off  Route  117.  the  first  building 
you  see  looks  like  a  giant  pink  bird  in  flight. 
Designed  by  Frey  as  a  gas  station,  it  was 
just  purchased  by  an  artist  and  business- 
man from  San  Francisco.  Other  savvy  urban- 
ites  are  sweeping  into  the  Coachella  Valley 
to  snap  up  modernist  weekend  retreats. 


designs  run  the  gamut  from  boxy  ultramod- 
ern structures  of  steel,  concrete  and  glass 
to  more  traditional  ranch-style  houses.  A 
few  later  designs  from  the  1960s  look  like 
grounded  flying  saucers.  In  all  of  his  work 
the  relationship  of  building  to  landscape  is 
paramount,  but  for  all  of  his  modernist 
ideals,  Frey's  European  roots  are  embed- 
ded in  his  design:  The  undersides  of  eaves 
are  painted  a  powder  blue  to  symbolize  the 
sky,  a  tradition  dating  from  the  Italian 
Renaissance.  -R.G. 

Forbes  ■  September  7,  1998 


more  a 
piece  ( 
>iior 
Sov 
cier-b! 
flank 
flap 
escapi 


of  its 

Ev 


Up  on  Alaska's  Kenai 

[Peninsula,  where  the  Kenai 
■River  meets  Moose  River,  lies 
.■what  may  be  the  nation's  pre- 
Imier  stretch  of  salmon-fly-fish- 
"ing  water.  For  all  the  good  that 

joes  most  of  us  anglers. 

enai  kings 

[By  Jessica  Maxwell 

The   sky   was   the   color  of 
salmon  skin.  Not  bad  for 
1 1   o'clock  at  night,  but 
we'd  been  fishing  since  noon,  and  what's  the 
point  of  nonstop  angling  time  if  the  fish  aren't  biting? 

To  make  things  worse,  they  were  porpoising  all  around 
us:  prize  Kenai  king — or  chinook — 
salmon,  40    and  SO  pounders  with 
heads  as  big  as  yours  and  tails  wide- 
enough  to  send  river  water  Hying 
in  every  direction  each  time  they 
took  one  of  their  infuriating  rolls.  I 
resisted  the  urge  to  fling  my  fly  rod 
on  the  river  bank,  lest  1  set  a  bad  example  for  my  1 1  -year 
old  nephew,  Jesse,  who  was  beside  me,  chest  deep  in  the 
icv  water,  heroically  fishing  the  long  Alaskan  day  away. 

We  were  at  Great  Alaska  Fish  (amp,  135  miles  down 
the  Kenai  Peninsula  from  Anchorage.  A  neat  little  village 
bf cabins  and  a  main  lodge,  the  camp  is  the  proud  owner 
of  the  peninsula's  premier  stretch  of  fly-fishing  water. 
Flanked  by  rare  actual  beach  (so  you 
can  run  downstream  with  your  fish 
"without  needing  Jesus  boots,"  as 
one  angler  put  it),  the  Great  Alaska 
Fish  Camp  is  built  at  the  confluence 
of  the  Kenai  River  and  a  muskeg 
seepage  stream  called  Moose  Rner. 
When  migrating  Kenai  salmon  hit  the  warmer  water  of  the 
Moose,  they  suddenly  wake  up.  And  an  alert  fish  is  much 
more  apt  to  both  bite  and  fight.  Which  makes  the  camp's 
piece  of  the  Kenai  perhaps  the  most  famous  stretch  of 
salmon  water  in  the  world. 

So  why  weren't  the  creatures  biting?  The  normally  gla- 
cier-blue water  of  the  Kenai  was  now  seriously  murkv, 
thanks  to  unseasonable  upstream  runoff.  Monsoons  had 
plagued  the  peninsula  for  weeks.  Even  Alaska  hadn't 
escaped  the  wrath  of  El  Nino.  Salmon  can't  see  a  fly  in 
muddy  water.  This  time  of  year  they're  en  route  to  their 
upnver  spawning  beds.  And  since  spawning  salmon  don't 
eat,  the  only  way  to  get  one  to  bite  is  to  swing  a  fly  in  front 
of  its  face  and  hope  it  will  snap  at  it  out  of  some  kind  of 
hormonal  grouchiness.  But  the  salmon  has  to  see  it  first. 
Even  if  one  had  bitten,  our  chances  of  keeping  it  were 
slim.  Most  anglers  fish  for  salmon  with  big  bait  like  whole 
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A  good  catch  makes  the  final  cut. 


herring  or  large,  clanking  lures  affixed  to  maybe  20-pound 
test  lines.  We  were  using  little  pieces  of  fluff  on  8-pound 
test.  The  sheer  locomotive  power  of  an  unhappy  50- 
pound  Kenai  king  would  take  any  line  to  Japan  before  you 
could  say  "whoa." 

"Two  nights  ago  one  guy  hooked  up  three  times,"  the 
ace  guide  Dennis  (D.J.)  Werlau  told  us.  "Last  night, 
another  guy  hooked  up  twice.  All  of 'em  broke  off."  To 
reduce  that  possibility,  Jesse  and  I  had  practiced  the  fine 
art  of  "letting  it  run" — releasing  slack  quickly  enough  to 
keep  the  fish  from  "breaking  off,"  or  snapping  the  line — 
in  our  cabin  the  night  before. 
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So  here  we  were  wading  on  slip- 
pery river  rock  in  a  powerful  current, 
after  pigging  out  on  chef  Greg 
Harris'  homemade  chocolate  rasp- 
berry torte.  There  was  the  clear  and 
present  distraction  of  the  scenery:  the 
surrounding  spruce  forest,  the  snowy 
Kenai  Mountains  piercing  the  silver 
sky  to  the  east,  plus  the  usual  Kenai 
wildlife — the  occasional  river  otter, 
beaver  and  bear,  not  to  mention  the 
mother  moose  and  her  two  young- 
sters who  appeared  each  evening 
in  the  meadow  across  the  river, 
apparently  to  smirk  at  exasperated 
fishermen. 

Suddenly  I  noticed  that  Jesse  had 
migrated  several  car-lengths  upstream 
and  onto  Moose  River  proper.  In  the 
infinite  twilight  I  watched  his  deter- 
mined little  form  cast  again  and  again 
into  that  currentless,  dull  water  that 
looked  more  like  a  tea-colored  lake 
than  any  respectable  salmon  stream. 

Then  it  happened.  Out  of  nowhere, 
and  against  all  odds,  a  major  league 
salmon  rose  and  fell  hard — a  50- 
pounder,  D.J.  said,  by  the  sound  of 
the  splash.  My  beloved  little 
nephew — who  has  had  psychic  animal 
radar  since  he  was  old  enough  to  hold 
whatever  snake,  frog  or  lizard  he 
found — my  own  namesake  and  fellow 
fishophile,  had  a  serious  Kenai  king 
on!  But  only  for  a  moment. 

Jesse's  salmon  took  off  downriver 
faster  than  he  could  get  his  hand  away 
from  his  line.  The  fish  broke  off  as 
abruptly  as  it  had  arrived.  And  now 
my  nephew  suffers  from  the  40-mile 
stare  all  lower-48  anglers  come  home 
with  once  they've  been  knighted  by 
the  royal  impossibility  of  an  authentic 
Kenai  king.  ■§ 


Great  Alaska  Fish  Camp  fishing  trips  range 
from  two  days/one  night  for  $950  per  person 
to  ten  days/nine  nights  for  $4,495.  Highly 
recommended  is  the  "Executive  Package" 
($2,995),  which  includes  round-trip  air 
transfers  from  Anchorage,  three  full  fishing 
days  (trophy  rainbow  trout,  salmon,  halibut) 
and  a  fly-out  day  at  the  deluxe,  remote  Bear 
Camp  in  Lake  Clark  National  Park,  where  you 
can  watch  coastal  brown  bear  catch  more 
salmon  than  you  ever  will.  The  camp  is  open 
from  May  15  through  Sept.  31. 
Call  1-800-544-2261;  E-mail 
greatalaska@greatalaska.com;  or  visit  the 
camp's  Web  site,  www.greatalaska.com. 
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Norwegians  have  a  love  affair  with  Detroit's 
old  chrome-trimmed  beauties. 


Love  those  gas  guzzlers 


Wat 


It's   still   summer  in   Norway, 
which  means  the  narrow,  twist- 
ing roads  around  the  fjords  are 
claimed  by  classic  American  cars 
from  the  Forties,  Fifties  and  Six- 
ties: Buick  Specials  with  chrome- 
toothed  grilles  and  chrome  port- 
holes, Cadillacs  with  jutting  tail 
fins  and  Chevrolet  Corvettes 
with     massive     V-8     engines. 
Detroit's  automobile  heritage  is 
alive     and     well     and     living 
in  Norway. 

You  can  thank  the  region's 
passion  for  design,  combined 
with    an    extremely    helpful 
wrinkle  in  the  Norwegian  tax 
code.  Norway  imposes  a  ruinous 
import    levy    on    cars    with    big 
engines. 

For  instance,  a  $25,000,  1998 
Chevrolet  Camaro  Y-8  would  cost 
$130,000.  But  a  1984  law  exempts 
cars  at  least   30  years  old.  As  a 
result,  some  10,000  vintage  Amer- 
ican cars  (or  "amcars,"  as  the  Nor- 
wegians call  them)  have  Hooded 
into  the  country,  guzzling  gas  at 
$4.50  a  gallon. 

Stein  Bromstad,  head  of  the  American  Car  Club  of  Norway  in  Trond- 
heim,  bought  his  first  amcar,  a  1949  Chevrolet  Fleetline,  when  he  was  14. 
Now  he  drives  a  1966  Buick  Riviera. 

Explains  Bromstad:  "American  cars  are  escape  machines  that  transport 
Norwegian  drivers  not  merely  down  the  road  but  into  the  great  American 
adventure."  The  club's  12,000  members  must  agree. 

-ASHLEA  EBELING     H 
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Wagner  without 
hunger  pangs 


Opkra  IS  BOOMING.  The  number  of  opera 
companies  has  been  growing,  and  atten- 
dance has  been  zooming.  Even  the  Metro- 
politan Opera's  performance  of  that  most 
arduous  and  splendid  of  opera  marathons, 
Rachard  Wagner's  Ring  cycle,  mounted 
every  few  years,  always  sells  out. 

Sells  out  to  whom?  I  mean,  I  like  opera, 
but  committing  18  ,  hours  over  four  days  to 
view  the  four  operas  in  the  Ring  is  out  of 
the  question  for  most  of  us.  Is  there  any  \va\ 
to  edit  the  darned  thing  down: 

I  consulted  Robert  Wilson,  the  most 
opera-mad  person  I  know.  And  I  mean  mad. 
A  former  chairperson  of  the  board  of  the 
New  York  City  Opera,  he  is  a  demented 
operagoer,  seeing  20  to  30  operas  a  year, 
including  making  several  five-day  dashes  to 
Europe  to  see  four  at  a  pop.  I  asked  Wilson 
whether  people  like  me 
could  taste  the  joys  of 
Wagner  mk\  still  find  time 
to  walk  the  dog. 

"Oh,  sure,"  he  said, 
"typically,  in  Wagner  you 
haw  gorgeous  music  .md 
not  much  action,  so  you 
could  miss  an  act.  Just  read 
the  program  notes."  Under 
the  Wilson  plan,  you  can 
even  skip  the  entire  first 
opera.  Das  Rheingold, 
which  takes 
2l/i  hours  and  has  no 
intermission. 

.    Das  Rheingold  sets  up 
the  theme — that  the  pur- 
suit of  treasure  destroys 
both  gods  and  humans.  The  treasure  is  a 
pile  of  gold  guarded  by  maidens  who  live  at 
the  bottom  of  the  Rhine.  When  the  gold  is 
fashioned  into  a  ring,  the  person  who  owns 
it  can  rule  the  world.  An  evil  dwarf  puts  a 
curse  on  the  ring,  and  the  curse  works  its 
way  through  the  rest  of  the  operas. 

Musically,  Das  Rheingold  also  presents 
most  of  the  basic  themes  heard  in  the  Ring 
cycle.  Nevertheless,  says  Wilson:  "It  is  the 
only  Wagner  opera  which  is  lacking  in 
melodies,  except  in  the  last  scene.  It's  an 


ordeal.  There's  a  lot  going  on,  but  not 
many  tunes."  That's  2l/>  hours  saved. 

Die  Walkiire,  the  second  opera,  takes  4% 
hours.  The  chief  god,  Wotan,  kills  his  mortal 
son,  Siegmund,  and  immobilizes  his  divine 
daughter,  Briinnhilde,  with  a  ring  of  fire. 

Wilson  finds  the  first  and  last  acts  tuneful 
and  accessible,  with  some  of  Wagner's  great- 
est hits:  the  "Spring  Song,"  the  "Ride  of  the 
Valkyries,"  "Wotan's  Farewell"  and  the 
"Fire  Music."  But  the  second  act  is  a  bit 
dull.  Wotan  and  his  wife,  Fricka,  argue 
about  conjugal  faithfulness,  and  Wotan 
kvetches  in  a  long,  boring  soliloquy.  The 
second  act  might  be  a  good  time  to  go  out 
for  grilled  salmon  and  a  frisky  Sancerre. 

The  third  opera,  Siegfried,  takes  five  hours 
and  15  minutes.  Siegfried,  son  of  the  hapless 
Siegmund,  kills  a  dreadful  dragon  and  gets 
both  the  ring  -\nd  Briinnhilde,  whom  he  fives 
from  her  circle  of  fire.  They  fall  in  love. 
Wilson  adores  the  first  and  third  acts 
because  they  have  wonderful  melodies,  but 
goes  to  dinner  during  the  second  act  (and 
misses  the  dragon  slaying). 

In  iiotterdammerung,  the  final  opera,  the 
ring  is  snatched  back  and 
[    forth  from  mortal  to 
'    mortal  until,  in  the  last 
scene,  with  gods  and 
humans  destroyed,  the 
>:    maidens  take  the  ring  back 
'    to  the  Rhine.  Wilson  rec- 
l   ommends  the  full  five 
hours  And  30  minutes.  He 
finds  it  enthralling  from 
beginning  to  end,  with  the 
most  complex  and  elabo- 
rate melodic  orchestration 
ever  devised  by  the  human 
brain. 

Can't  sit  330  minutes? 
If  there  is  a  fine  soprano 
singing  Briinnhilde — 
which  Wilson  finds  unlike- 
ly— dine  during  the  second  act  and  return  for 
the  last  act.  If  Briinnhilde  is  not  very  good, 
bag  the  last  act,  in  which  she  sings  a  great 
deal,  and  go  home. 

Elapsed  time  on  the  Wilson  plan?  Eight 
hours  and  15  minutes — a  saving  of  almost 
ten  hours.  Wilson  says  his  suggestions  have 
been  met  with  horrified  scorn  from  fellow 
operagoers.  "There's  a  quasi-religious  aura 
surrounding  Wagner,"  he  says.  "They  feel 
it's  like  walking  out  in  the  middle  of  a 
church  service."  m 


Gotterdammer- 
Hfuj  has  the 
most  complex 
and  elaborate 
melodic 
orchestration 
ever  devised  by 
the  human 
brain. 


Susan  Lee  is  a  senior  editor  at  Forbes.  E-mail  her  at  slee@forbes.com. 
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3  high  priest 
?  entering  by  a 
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misses  the  whole 
point  and 
spoils  the  show. 
David  Cort 


Sex  is  one  of  nine 
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inimitable  example 
unto  all  posterity, 
for  the  moderation 
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in  a  lawful  marriage, 
ordained  the  number 
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Bertrand  Russell 


Is  it  not  strange 

that  desire  should 
so  many  years  outlive 
performance? 
William  Shakespeare 


A  Text  .  .  . 
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unto  the  truth. 
Every  one  that  is 
of  the  truth  heareth 
my  voice. 
-John  18:37 

Sent  in  by  Gunnar 
Rasmussen,  Redwood  City, 
Calif.  What's  your  favorite 
text?  Forbes  Book  of 
Quotations:  Thoughts  on  the 
Business  of  Life  is  given  to 
senders  of  Bible  texts  used. 

More  than  14,000  "Thoughts," 
arranged  alphabetically  by  subject, 
are  available  in  a  900-page 
one-volume  deluxe  edition, 
Forbes  Book  of  Quotations: 
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fimt  Warner,  60.  208 
Timm,  Rvan,  172 
liVo.  60  ' 
Total,  268 
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THIS  IS  ONE  BAR  YOU  DEFINITELY  DON'T  WANT  TO  BE  THROWN  OUT  OF. 


Like  all  great  bars,  those  you'll  find  in  our  Upper  Class"'  cabins  have  their  fair  share  of  regulars.  These  discriminating,  high-flying  types  look  for  things 
m  business  class  that  can  only  be  found  on  Virgin  Atlantic.  Things  like  in-flight  massages,  manicures  and  of  course,  there's  that  bar.  Experience 


Virgin's  Upper  Class  and  we're  sure  you'll  agree,  there's  no  finer  establishment  between  here  and  London.  For  more  information  or  reservations, 


call  Virgin  Atlantic  Airways  at  1-800-862-8621.  Or,  visit  our  web  site  at  www.fly.virgin.com. 


virgin  atlantic  vt" 


Virgin  Atlantic  Airways  offers  all  non-smoking  flights  to  Great  Britain  from  New  York  (JFK  and  Newark),  Boston,  Los  Angeles,  San  Francisco,  Washington  (Dulles),  Miami,  and  Orlando. 


Ermenegildo  Ze£na 


New  York   Beverly  Hills   Chicago   Boston   Bal  Harbour   Costa  Mesa  Vancouver   (888)  88ZEGNA 

Barneys  New  York   Bergdorf  Goodman   Boyds   Kilgore  Trout   Larrimors   Mitchells   Neiman  Marcus  M.  Penner 
,a,Han   PoLts   Richards   Harry  Rosen  Toronto   Rubenstein  Bros.   Saks  Fifth  Avenue   Ultimo   Wilkes  Bashiord 

http://www.zegnaermenegildo.com 
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The  bull  stumbles 

Now. THAT  THE  INEVITABLE  HAS  happened  and  the  bull  has  tak<l 
one  nasty  spill,  what  next?  In  this  issue  we  caution  readers  not 
draw  easy  analogies  between  this  market  break  and  the  somewhl 
similar  one  of  1987.  We  offer  a  wide  range  of  comments  and  opiif 
ions  from  our  full  complement  of  columnists,  plus  additional  aril 
eles.  They  are  far  from  unanimous.  For  that,  we  offer  no  apoltf 
gies.  Our  readers  aren't  neophytes  in  finance  and  know  there  is  r| 
such  thing  as  a  guaranteed  prediction — only  informed  guesses  arJ 
reasoned  probabilities.  Our  market  coverage  begins  on  page  50.| 

The  Top  40 

Forbes  was  among  the  first  nonentertainment  publications  t] 
treat  leisure  as  a  serious  industry.  Our  annual  list  of  the  40  topi 
earning  performers — of  which  this  is  the  12th — has  become 
must-read  in  Hollywood  and  a  fun-read  for  the  rest  of  the  countrj 
The  crew  pictured  below  were  the  prime  movers  and  shakers  in 
year's  Top  40.  Special  credit  goes  to  Rob  La  Franco,  who  wrotl 
"Hollywood's  idea  moguls"  and  organized  the  coverage;  Bel 
Pappas,  his  coproducer;  Ronda  Kass  and  her  art  team,  wh| 
designed  the  package;  and  Lewis  D'Vorkin,  who  supervised.  Ci 
up  with  a  bucket  of  popcorn  and  learn  about  a  side  of  showbiz  thj 
the  celebrity  publications  overlook.  It  all  starts  on  page  208. 


Star  watchers  (clockwise,  from  top  left):  Leslie  Kippen,  Ben  Pappas,  Ronda  Kass,  | 
Lewis  D'Vorkin,  Rob  La  Franco,  Alexandra  Gregson  and  Susan  Mettler. 


Q*_  d/.  9^j^j^ 
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How  fast  can 
your  business 
change  in 
today's  global 
marketplace? 


Visit  www.fastchange.com 


Or  call  us  at  1-800-772-2727,  ext.  615. 


(See  how  you  could  become 
a  real  superhero!) 


SSA 


The  Best  Way  Forward 


The  IBM  logo  is  a  registered  trademark  and  the  IBM  Business  Partner  emblem 
is  a  trademark  of  International  Business  Machines  Corporation  and  are  used 
together  under  license.  ©1998  IBM  Corp.  SSA  is  a  trademark  of  System 
Software  Associates,  Inc. 
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Edited  by  Susan  Adams 

Faulty  connection 

Last  year  we  wrote  glowingly  about 
how  Ciena  Corp.  had  beaten  giant  rivals 
like  Lucent  Technologies  and  France's 
Alcatel  to  market  with  gear  that  crams 
huge  amounts 
of  information 
down  fiber- 
optic lines 
(Oct.  6,  1997). 
However, 
Ciena  got  a 
nasty  surprise 
last  month 
when  AT&T 
said  it  would 
not  order  fiber- 
optic technolo- 
gy from  the  Linthicum,  Md. -based  firm 
that  has  been  a  pioneer  in  the  new  field 
of  photonics.  The  report  sent  Ciena's 
market  cap  tumbling  from  $5.8  billion 
to  $3.2  billion. 

Among  other  things,  this  knocked 
the  price  of  Ciena's  pending  merger 
with  network  equipment  maker 
Tellabs,  Inc.  down  to  $4.6  billion 
from  $7.1  billion. 

The  market,  however,  may  have 
overreacted.  BancAmerica  Robertson 
Stephens  analyst  Paul  Silverstein  notes 
that  Ciena  still  makes  the  biggest 
bandwidth-booster  in  actual  use  by 
carriers  Sprint,  Digital  Teleport  and 
Belgium's  Hermes  Europe  Railtel. 
The  Ciena  system  zooms  100  billion 
bits  of  information  per  second, 
enough  for  about  1 .4  million  simulta- 
neous phone  calls,  down  a  single  fiber. 
Similar  equipment  from  Lucent  won't 
be  available  until  1999.  Bell  Adantic  is 
testing  a  new  Ciena  system  for  local 
carriers. 

Silverstein  expects  Ciena's  revenue 
to  climb  52%  this  fiscal  year,  to  $566 
million,  and  44%  in  1999,  to  $817 
million.  Shrugs  Ciena  Chief  Executive 
Patrick  Netdes:  "We'll  supply  AT&T's 
competitors." 

-Toni  Mack 

Vroom! 

More  than  a  ykar  ago  we  disagreed 
with  those  who  saw  a  glowing  future 
!  irley- Davidson,  Inc.  We  won- 

de  >   •   it  would  be  able  to  sustain 

grow  i  in  the  face  of  Japanese  and 
German  competitors  (Mar.  10,  1997). 


20  years  ago  in  Fort 

September  18,  19/\ 

Cargill,  Inc.  [is]  America's  largest  private! 

held  corporation.  This  $1  l-billion-a-ye| 

114-year-old  dowager  of  the  grain  industl 

handles  more  than  25%  of  U.S.  graJ 

exports,  making  it  the  largest  sing! 

contributor  to  the  U.S.  balancl 

of  payment'] 

September  18,  197] 

Samuel  Lord  and  George  Washington  Taylc" 

founded  Lord  &  Taylor  in  the  early  19t| 

century.  Dorothy  Shaver  made  it  a  grecf 

store  in  the  1920s  and  1930s.  A| 

iron-willed  promotional  genius  who  ruled  L&J 

for  14  years,  Shaver  invented  much  of  whq 

Bloomingdale's  and  other  competitor! 

practice  so  effectively  today:  the  boutiquf 

concept  of  separate  shops  within  the  mai.j 

store,  the  dramatic  Fifth  Avenue  storJ 

window,  the  storewide  promotional  them.il 

and  the  expansion  to  the  suburbs! 

Shaver  ran  L&T  until  her  death  in  19591 

Ordinary  colorless  corporate  types  tool] 

over.  Now  Lord  &  Taylor  is  just  anothel 

department  store  I 

10  years  ago  in  Forbes] 

August  8,  19881 

The  Federal  Deposit  Insurance  Corp.  (FDIC)  [ 
unlike  other  bureaucracies,  has  learned  frorrj 
experience,  and  it  is  becoming  almost  as! 
clever  as  the  arbitragers  who  picked  its  pock-{ 
ets  on  several  occasions.  The  FDIC  is  trying! 
to  bail  out  the  depositors  of  First! 
RepublicBank  Corp.'s  banks  while  leaving  lit-] 
tie  or  nothing  for  [its]  noteholders  and  stock- 
holders. "[Our]  task  is  to  protect  bank  deposi- 
tors, not  bank  owners,"  says  Alan  Whitney,  an) 
FDIC  spokesman.  In  the  past,  however,  in 
good  part  as  a  result  of  its  own  naivete,  the 
FDIC  has  found  itself  bailing  out  investors 
and  speculators  as  well  as  depositors.  Some 
FR  bondholders  are  understandably  suing  on 
the  grounds  that  they,  rather  than  the  FDIC, 
should  have  first  claim  on  the  solvent  banks. 
Perhaps  they  will  win,  perhaps  not.  But  at 
the  very  least,  the  FDIC  is  showing  arbitragers 
that  it's  no  longer  easy  prey. 

August  22,  1988 

Donald  Trump  has  cut  a  deal  that  would 
allow  him  to  finish  the  $780  million  (project- 
ed cost)  Taj  Mahal  casino-hotel  in  Atlantic 
City,  N.J.  while  having  at  most  $31  million  of 
his  cash  tied  up  in  it.  That's  a  cash  equity  of 
4%  of  the  project's  cost,  giving  him  leverage 
of  24  to  1.  What's  more,  SEC  filings  show, 
Trump  plans  to  pay  himself  a  $10  million  fee 
after  the  Taj  is  completed  and  to  take  out  as 
much  as  $25  million  more.  That  would  leave 
him  with  a  cash  investment  of  negative  $4 
million — and  he  would  still  own  the  Taj  lock, 
stock  and  casino.  Ah,  the  wonders  of 
junk  bond  financing. 
-Edited  by  Dolores  Lataniotis 
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MAKING  COPIERS 

IS  ONE  THING. 
IT  TAKES  VISION 


TO  INVENT  A  SOLUTION. 


that  could  cop 

piers 

,iuse 

Aficio 

■  ; 

1 

T-       *±         1 

[USSR 

_c_ 

'Estimated  annual  after-tax  cost  of 
ownership  (500  occupied  hours  ovef  five 
years)  in  a  Leaflet  31A.  Conditions  apply. 


|U%URY   HOTEL   OA| 


Monopolies  a*£ 


We've  cornered  the  market  on  the  roar  of  the  surf,  on  front  row  seats  to  the 
Pacific,  and  on  business  days  that  end  with  the  sun  setting  a  few  hundred 
' '  ■TherfcidiitfHoteisofthtfWbrid     yards  away.  Sure,  it may  be  unfair.  But,  isn't  that 
the  point?  Call  your  travel  agent  or  l.80i  K334.9000.  "^SL^ 

Orcontactusatwww.shuttersonthedeach.com  a  u  i  i  e  r  s* 


Easy  rider 

Harley  is  still  in  high  gear. 


Our  timing  was  terrible:  Harley  is 
having  a  fantastic  run  in  an  industry 
growing  at  10%  a  year.  Sales  were  up 
12.9%  in  the  first  half  of  1998.  Even 
after  the  stock  market's  August  crash, 
Harley's  stock  has  risen  21%  this  year. 

Harley  continues  to  enjoy  close  to 
half  of  the  U.S.  heavyweight  motor- 
cycle market.  But  there  has  been 
some  shrinkage,  to  46.7%,  in  the  first 
seven  months  of  this  year  compared 
with  53.96%  in  1997,  according  to 
industry  consultant  Donald  Brown. 
Kawasaki,  Yamaha,  Suzuki  and 
Honda  are  still  pressing  hard,  and  by 
the  end  of  this  year  two  new  U.S. 
producers,  Victory  Motorcycles  and 
Excelsior-Henderson,  both  based  in 
Minnesota,  will  introduce  their  own 
cruisers.  Harley  is  fighting  back  with 
a  new,  more  muscular  engine  that 
will  soon  be  powering  sexy  new 
models. 

Contrarianism  doesn't  always  pay. 
-Silvia  Sansoni 

Spiked 

Another  goof:  We  predicted  good 
things  for  professional  beach  volley- 
ball (Sept.  8,  1997).  But  the  women's 
tour  is  bankrupt.  So  is  the  men's 
four-player  circuit.  The  men's  two- 
player  tour  is  struggling  to  stay  afloat 
with  more  than  $2  million  in  debt. 
After  beach  volleyball  debuted  as  an 
Olympic  sport  in  1996  and  enjoyed 
a  23-city  tour  last  year,  "expectations 
got  out  of  hand,"  says  Association 
of  Volleyball  Professionals  head 
Harry  Usher. 

Some  sponsors  remain  faithful: 
Miller  Lite,  Honda,  Sunkist,  Scher- 
ing-Plough and  Wilson.  NBC  dumped 
the  sport,  but  Fox  and  ESPN2  are 
hanging  in.         -Maura  Smith  m 
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HOW  LONG  CAN  THE 

STOCK  MARKET 
CONTINUE  TO  RISE? 

Respected  financial  analysts  are  saying:  "Don't  kid  yourself 

that  stocks  are  not  risky.  They're  already  trading  at  twice 

their  worth!"  "Chances  are  nine  in  ten,  the  stocks  you 

hold  today  will  be  worth  less  in  2008..." 


Advertisement 


t*s  face  it.  The  market  will  crash.  No  one  can 
edict  when  or  how  badly  your  investments 
11  be  effected,  but  it's  going  to  happen, 
nd  it's  going  to  hurt!  Although  you  ire  aware 
the  volatile  nature  of  the  market,  you  have 
.  decided  it's  a  r^k  worth  taking.  And 
It's  i  bull  market.  Your  portfolio  is 
yrocketiny.  And  you  want  to  optimize  the 
gacy  you  will  leave  tor  your  heirs. 

whs  do  you  m.r  the  |ittcr>  every  tune  the 
aw  drops  a  few  points?  Why  do  you  stay  awake 
ts  worrying  about  what  could  happen  it 

ie  market  takes  a  nose  dive?  Perhaps  it's  because 
ju  realize  an  eventual  crash  is  inevitable.  You 
so  know  that  money  invested  tor  the  hen- 
it  of  your  family  will  K'  subject  to  estate  raxes 
f  up  to  55%.  That  means,  no  matter  what 
3U  and  your  advisors  have  planned,  there 
mply  won't  be  that  much  left  tor  your  heirs' 

HE  INVESTMENT  ALTERNATIVE  CAN 
OLIVER  UP  TO  A  10  TO  1  RETURN 
here  is  i  safe,  legal  solution.  From  aye  60 
80,  using  life  insurance,  the  one  Investment 
Vltepiative  that  really  works,  you  can  take 
our  profit  now  and  turn  $1  million  into  as 
nuch  as  $10  million,  based  on  current  assump- 
ions  That's  clearly  a  ten  to  one  return!  No 
dditional  expenditure  is  involved.  All  you 
teed  do  is  diversity  your  investments,  moving 
ome  of  your  fixed  funds  earmarked  tor  growth 
nvestments  for  the  good  of  your  children, 
nto  the  purchase  of  a  life  insurance  policy. 


HEDGE  YOUR  RISK.  RE-ALLOCATE 
AND  DIVERSIFY  YOUR  ASSETS. 

It  you  (or  your  parents)  have  assets  which 
are  not  needed  to  preserve  your  lifestyles,  there 
can  be  no  better  diversification  than  life  insur- 
ance, Take  your  unused  assets,  cut  the  amount 
in  half,  or  more;  based  on  your  specific  tax 
situation.  Then  calculate  how  much  of  an 
investment  it  would  take  to  protect  those 
assets  tor  the  weltare  of  your  children.  For 
general  purposes,  assume  a  10-1  return  if  you 
and  your  spouse  (or  your  parents)  are  average 
aye  60;  ,i  5-1  return  if  you  are  average  aye 
70;  and  a  VI  return  at  average  aye  80. 

YOUR  INVESTMENTS  MUST  INCREASE  BY 
200%  OR  MORE  dUST  TO  BREAK  EVEN 

Now  figure  out  how  much  you  stand  to  lose 
when  the  market  crashes.  For  the  sake  of 
simplicity,  divide  your  investment  totals  in 
halt.  Next,  based  on  your  ages,  divide  that 
number  either  by  10,  5  or  3.  This  will  give 
you  the  amount  you  would  need  to  divert 
and  diversity  from  your  existing  portfolio 
into  the  Investment  Alternative  concept  in 
order  to  replace  your  probable  stock  market 
or  estate  tax  loss.  Remember  that  your 
investments  would  have  to  increase  by 
200%  in  order  to  yield,  after  taxes,  the 
same  100%  provided  by  life  insurance. 

All  h^urcs  depend  on  age,  sex,  m.inr.il  sliini..  and  non-^uarantet-d 
current  assumptions  oi  interest  and  mortality,  usm^  an  individual 
or  last-to-die  hit-  insurance  pulicy  based  on  current  law. 
■  1998  Barry  Kaye  Associates'  and  Wealth  (  jeation  Centers' 


Barry  Kaye,  best  selling  author,  wealth 
creation,  preservation  and  optimization 
specialist  says,  "In  today's  highly  volatile 
market  it's  downright  folly  not  to  protect 
your  investments  with  life  insurance." 

ONE  FREE  PHONE  CALL  TO  800-DIE-RICH 
CAN  SAVE  OR  CREATE  A  FORTUNE 
Now  you  can  create  millions  for  your  heirs 
simply  by  diversifying  your  portfolio  to 
include  a  one-pay  individual  or  last-to-die 
life  insurance  policy.  If  you  want  to  know  more, 
call  800  DIE-RICH  (800-343-7424)  today. 

Be  sure  to  request  a  FREE  COPY  of  Barry  Kaye's 
24-page  magazine,  Wealth  Creation  And  Preser- 
vation and  a  FREE  CUSTOMIZED  PROPOSAL.  Or  ask 
for  a  FREE  CONFERENCE  WITH  AN  ASSOCIATE, 
either  in  person  or  on  the  phone.  THERE  IS 
NEVER  A  CHARGE  TO  YOU. 


LEARN  EXCITING  TECHNIQUES  THAT  CAN  PREVENT  ESTATE  PLANNING  DISASTERS  AND  PROTECT 
YOUR  PORTFOLIO  FROM  THE  INEVITABLE  CRASH  OF  THE  STOCK  MARKET 
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Please  add  S&H  $4.10  and  ST  where  applicable. 
(MC  and  VISA  accepted) 


SEND  FOR  BARRY  KAYE'S 
BOOKS  &  TAPES  NOW 

TO  ORDER  CALL 

800-DIE-RICH  1343-7424] 


Barry  Kaye  Associates® 

Wealth  Creation,  Optimization  &  Preservation  Specialists 

Wealth  Creation  Centers® 

1901  AVE.  OF  THE  STARS' LOS  ANGELES,  CA  90067 

(800)662-5433  (310)277-9400  FAX  (310)  282-0775 

www.barrykaye.com 


my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 

The  roads 
less  traveled 

By  Mary  Summers 

There's  more  to  business  than  business. 
Smart  businesspeople  know  how  to  draw 
upon  disciplines  other  than  management  and 
economics  when  running  their  companies 
and  managing  their  investments. 


"Engineers 
make  very 
good 
managers." 

Fred  DeSanti, 
director,  Corporate 
Issues  and 
Government  Affairs, 
PSE&G 


Robert  L.  Johnson 

Chairman  and  Chief  Executive 
Black  Entertainment  Television 
(history;  public  affairs) 
I've  always  admired  Otto  von  Bismarck 
because  he  imposed  his  will  on  the  unification 
of  Germany  and  the  maintenance  of  the  bal- 
ance of  power  in  Central  Europe  during  the 
19th  century.  When  Bismarck  was  the  chan- 
cellor of  Germany  there  was  peace  in  Europe 
because  he  knew  how  to  keep  everybody 
comfortable. 

If  you  want  to  succeed  in  business  you  also 
have  to  keep  everybody  in  balance,  particularly 
if  you  are  an  African-American.  I  want  my  busi- 
ness to  be  the  number  one  black  programming 
service  in  cable.  Since  most  of  the  people  that 
own  cable  companies  are  white,  the  last  thing 
you  do  is  approach  them  with  the  Urban 
League,  the  NAACP  and  lead  picket  marches. 
Doing  that  would  be  equivalent  to  Bismarck 
mobilizing  die  Prussian  army  against  Russia 
and  France  at  the  same  time.  You  don't  do  that 
because  you  are  automatically  going  to  make 
the  cable  operator  feel  uncomfortable  and  dis- 
rupt the  balance  of  power  that  you  need  to 
achieve  your  business  objective. 

Tom  Wiens 

Chief  Executive  and  Chairman 
Recycling  Industries,  Inc. 
(theology) 

The  life  of  a  CEO  is  an  endless  stream  of  people 
coming  into  your  office  asking  to  solve  their 
problems  It  can  really  get  to  you  after  a  while. 
While  at  divinity  school  I  did  a  lot  of  coun- 
seling and  worked  in  very  difficult  areas  like 
ministering     ith  the  homeless.  I  have  also 
worked  as  a  j    lice  chaplain.  When  you  work 
through  issue      ke  suicide  or  murder  you  learn 
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Chancellor  Otto  von  Bismarck 

"He  knew  how  to  keep  everybody  comfortable. 


to  keep  all  of  the  other  problems  in  perspec- 
tive. My  counseling  experience  from  divinity 
school  puts  the  problems  that  I  face  in  business 
in  perspective,  and  thus  I  can  deal  with  them 
better. 

Frederick  D.  DeSanti 

Director,  Corporate  Issues 

and  Government  Affairs 

PSE&G  (Public  Service  Electric  &  Gas  Co.) 

(engineering) 

Whenever  I  try  to  solve  problems,  I  use  linear 

programming.  It's  basically  a  mathematical 

exercise  that  says  I  will  find  a  solution  subject 

to  various  constraints.  For  example,  take  a 

Cartesian  coordinate  system,  x  and  y  plane.  If 

you  say  I  can't  go  past  x-5  and  past  y-2,  you 

have  defined  an  area  where  the  solution 

can  exist. 

You  can  take  that  same  kind  of  equation  and 
apply  it  to  business.  You  might  have  a  business 
situation  where  labor  unions  have  to  be  fac- 
tored in,  so  you've  got  the  mathematics  of  dieir 
absolute  demands  versus  your  resources.  And 
then  you  can  make  a  zopa — zone  of  probable 
agreement.  It's  a  way  of  trying  to  define  an  area 
of  agreement  that  will  work  for  both  sides. 

I've  always  thought  that  engineers  make  v  ery 
good  managers  because  of  the  logical  way  we 
approach  business  problems.  Engineering 
makes  you  a  consistent  manager,  and  people 
expect  consistency. 

Stephen  Wolfram 

President  and  Chief  Executive 

Wolfram  Research  (software  designer) 

(physics) 

If  you  can  do  good  science,  you  can  be  good 

at  business.  In  science  one  is  often  confront- 
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When  We  Looked  At  The  Future  Of  Transportation. 


We  Knew  Exactly  Which 


►  Markets  and  supply  chains  are 
global.  Distribution  centers  are  closer 
to  the  point  of  sale.  Time-to-market 
is  a  critical  competitive  strategy.  And 
technology  that  delivers  information 
about  freight  is  as  important  as  the 
freight  itself.  These  are  a  few  of  the 
forces  driving  transportation  on  the  eve 
of  a  new  century.  They  also  provide 
our  direction  at  CNF  Transportation. 
We're  a  group  of  market-leading  busi- 
nesses that  deliver  solutions  in  a  "need- 
it-now"  world.  Global,  and  domestic 
logistics,  air  freight,  ocean  services, 
customs  brokerage,  less-than-truckload  and  full  truckload  delivery,  nationally  and  regionally.  Collectively, 
we're  a  $5  billion  company  operating  worldwide,  with  33,000  people,  25,000  pieces  of  equipment,  up  to 
100  jet  freighters  and  the  industry's  most  advanced  information  systems.  But  the  real  strength  we  bring  to 
customers  is  a  healthy  exchange  of  ideas  -  starting  with  a  clear  idea  of  where  transportation  is  going. 


OIF 

TRANSPORTATION 


Where  ideas  carry  weight 


Emery    Worldwide     ♦     Con-Way    Transportation    Services     ♦     Menlo    Logistics      http://www.cnf.ci 
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my  mind 


"I  took  my 
management 
lessons  from 
Joyce,  Proust 
and  Mann." 


Barry  Munitz 

president, 

The  J.  Paul  Getty 

Trust 


ed  with  phenomena  that  also  happen  in 
nature,  and  you  have  to  ask  the  question: 
"What  is  the  fundamental  principle  which 
underlies  these  phenomena?" 

When  one  designs  software,  it's  very  much 
the  same  thing.  You  have  a  whole  bunch  of 
functionalities  that  you  want  the  software  to 
do,  and  the  question  is:  How  do  you  abstract 
from  all  those  separate  pieces  some  principle 
about  how  it  should  work? 

When  you  build  software,  you've  got  a 
hundred  different  features  you  want.  So  a  lot 
of  software  designers  put  in  a  separate  little 
thingy  for  each  of  these  hundred  features. 
It's  a  fairly  terrible  thing  from  the  point  of 
view  of  the  users,  who  have  to  learn  each  of 
these  hundred  features  to  know  what  to  do. 

What  you  should  do  is  figure  out  the 
underlying  principle  that  goes  through  all  of 
those  things,  so  that  you  could  put  in  one 
basic  feature  that  will  cover  all  of  those  spe- 
cific functions.  That's  how  our  Mathematica 
software  operates. 

Barry  Munitz 
President  and  Chief  Executive 
The  J.  Paul  Getty  Trust 
(comparative  literature) 

The  Getty  is  a  combination  of  museum,  uni- 
versity and  deep-pocket  philanthropic  organi- 
zation. You  need  someone  to  run  it  who  by 
instinct  understands  business  management, 
complex  organization,  public  politics,  arts  and 
esthetics. 

Every  day  here  is  a  challenge  to  rise  above 
any  one  single  specialty.  This  job's  about 
motivation,  emotion,  objectives — human 
nature.  If  you  want  to  understand  human 
nature  you  should  go  to  great  literature.  I 
took  my  management  lessons  from  James 
Joyce,  [Marcel]  Proust  and  Thomas  Mann. 

Peter  Metzger 

Managing  Director 
Foster  Partners  (executive  recruiting) 
(military) 

I  ran  a  Marine  platoon  in  combat  in  Viet- 
nam. After  the  war  I  went  to  work  for  the 
CIA,  and  in  the  early  1980s  I  was  President 
Reagan's  Marine  aide. 

After  that  I  worked  in  Latin  America, 
trying  to  stem  the  flow  of  illegal  chemicals 
that  are  used  to  make  drugs.  I  left  the  service 
as  Commander  of  the  United  States  Sixth 
Fleet  landing  force. 

People  see  military  officers  as  far  more 
rigid  than  they  arc  and  far  less  able  to  [adapt 


Peter  Metzger  aboard  the  USSSaipan  [LHA-2] 

In  business  you  have  to  keep  your  head  in  the 

pencil  sharpener. 


to  business  life].  Military  officers  are  trained 
for  very  stressful  situations.  We  have  what  I 
call  situational  awareness — being  completely 
aware  of  what's  going  on  around  us  360 
degrees,  all  the  time.  In  business  you  also 
have  to  keep  your  head  in  the  pencil  sharpen- 
er all  the  time.  Military  officers  have  the 
right  stuff,  they  just  need  a  little  polishing  in 
the  business  world. 

Margery  Hughes 

President  and  Chief  Operating  Officer 
Life  USA  Holding  Co. 

(journalism) 

When  you're  writing  a  story  you  have  to  find 
out  what  the  facts  are,  and  you  also  have  to 
know  what  you're  going  after.  A  company  is 
like  a  story.  When  you  are  building  a  company 
you  need  to  talk  to  a  lot  of  people  and  sort 
through  the  baloney  to  get  to  the  real  stuff. 
And  you  have  to  write  it  and  rewrite  it  and 
edit  it.  Then  you  give  it  to  the  checker  like  we 
give  it  to  the  board  of  directors. 

If  your  story  isn't  simple,  no  one's  going  to 
understand  it.  You  have  to  be  like  that  in  busi- 
ness, too.  If  someone  in  operations  comes  to 
you  witii  a  complicated  plan  for  reorganizing 
a  department,  don't  buy  it.  If  it's  too  compli- 
cated, it's  wrong. 

Norman  Payson,  M  .D. 

Chief  Executive  Officer 
Oxford  Health  Plans 
(physician) 

In  crisis  situations  you're  able  to  manage 
much  better  if  you  are  a  doctor.  Crisis  hap- 
pens often  in  business  [see  "Oxford's 
Anguish,"  Sept.  7],  but  it  happens  constandy 
in  medicine.  While  facing  life-and-death  situa- 
tions in  medicine  I  developed  control  of  my 
thought  process  and  emotions.  H 


What's  on  your  mind?  Tell  the  world.  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 
Digit.J  Tool  .it  http://wwwJ3rbes.c0m/mind,  or  E-mail  us  at  mind@forbes.com. 
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say 

readers@forbes.com 

How  to  end  poverty 

Sir:  Re  "Emperor  of  Peace 
lives  again!"  (Sept.  7, 
p.  100).  Congratulations  to 
William  Drayton  on  his 
innovative  approach  to 
helping  developing  coun- 
tries. The  annual  flow  of 


Ashoka  founder  William  Drayton 
Local  guys  know  best. 


$60  billion  assistance  hasn't 
achieved  much,  since  it 
supports  donors'  precon- 
ceived ideas  of  what's 
needed.  Funding  the  ideas 
of  local  entrepreneurs  is 
not  only  cheaper — it's 
the  only  way  to  sustain 
development. 
-K.  Madhava  Sarma 
Nairobi,  Kenya 

Sir:  Does  Drayton's 
group,  Ashoka,  take  con- 
tributions from  the  public? 
-Sharmila  Atmosudirdjo 
New  York,  N.T. 

Yes.  See  www.ashoka.org  or 
call  703-527-8300-Ed. 


Dumb,  lazy  lawyers 

Sir:  Re  "The  gobbled) - 
gook  profession"  (Sept.  7, 
p.  174).  I  share  your  frus- 
tration with  impenetrable 
legal  prose,  but  you  go  too 
far  in  arguing  lawyers  do 
this  to  exploit  clients.  They 
write  poorly  because  they 
arc  dumb  or  lazy.  Conjur- 
ing up  a  conspiracy  gives 


those  lesser  lights  too 
much  credit. 
-H.  Jeffrey  Schwartz 
Cleveland,  Ohio 

We  gave  up  profits 

Sir:  Re  "One-time  shock, 
then  prosperi- 
ty" (July  6, 
p.  27).  You 
ignore  the 
leadership  of 
some  electric 
utilities  in 
pushing  for 
free  markets. 

Lin  California, 
PG&E  was  the 
first  to  declare 
that  cus- 
tomers 
should  have 
choice  of 
suppliers.  In  return,  we 
sought  legislation  [that 
gives  us]  opportunity  to 
recover  some  ["stranded"] 
costs  that  otherwise  would 
be  bundled  into  rates.  We 
walked  away  from  40%  of 
earnings  expected  under 
the  old  regulatory  regime. 
-Gordon  R  Smith 
Chief  Executive  Officer 
Pacific  Gas  and  Electric 
San  Francisco,  Calif. 

Tricky  tax  trip-ups 

Sir:  Re  "Municipal  bond 
funds"  (Aug.  24,  p.  136). 
You  state  that  "though  you 
don't  have  to  pay  federal 
tax  on  the  gains,  you  do 
have  to  report  them." 
Actually,  any  gain  on  the 
sale  of  a  municipal  bond  or 
bond  fund  is  taxable. 
-Gerald  M.  Avanozian 
Fort  Lauderdale,  Fla. 

True.  The  interest  is  tax  free 
but  must  be  reported.-ED. 

The  girl  next  door 

S  neighborhood, 

not.     iUage"  (Sept.  7, 
p.  12i     Bravo.  1  would 


Party-pooping  poppycock 

Sir:  Re  "Airlines:  The  party's  nearly  over"  (Aug.  24, 
p.  50).  I  disagree  that  the  twin  specters  of  oil  price 
increases  and  a  glut  of  new  capacity  threaten  the 
vitality  of  the  airline  industry.  Even  assuming  an 
increase  to  $15  per  bbl.,  as  you  predict,  the  impact 
would  be  minimal — less  than  1%  of  $75  billion  in 
industry  operating  expenses.  And  unlike  the  late 
1980s,  when  load  factors — number  of  seats  taken — 
were  in  the  low  60%  range,  under  today's  70%-plus 
circumstances,  purchases  of  equipment  are  logical. 

While  we  are  definitely  seeing  the  top  of  the  cycle, 
concluding  that  the  "party"  of  airline  profitability  is 
nearly  over  is  to  ignore  the  facts.  The  party  remains 
crowded  and  vibrant,  with  the  music  playing  loudly. 
-Dan  Akins 

Austin,  Tex. 


take  [Jennifer  Roback 
Morse's]  ideas  [about 
neighborly  love]  a  step 
further.  Many  underprivi- 
leged, due  to  a  lack  of 
[these]  feelings,  will 
never  rise  above  their 
circumstances.  They  seem 
to  have  forgotten, 
after  generations  of  non- 
practice  brought  about  by 
the  state,  how  to  join 
together.  A  sad  situation 
that,  I  fear,  will  keep 
them  downtrodden. 
-Kathryn  Banks 
Charlotte,  N.C. 

Sir:  What  is  most 
distressing  is  that  propa- 
ganda about  government 
solutions  is  delivered 
to  young  minds  by 
teachers  who  are,  of 
course,  government 
employees — a  pernicious 
effect  of  public 
education. 
-Alan  M.  Perlman 
Highland  Park,  III. 


Cracks  in  Ma  Bell? 

Sir:  Re  "Brain  drain" 
(July  27,  p.  44).  You 
[assert]  that  AT&T's  net- 
work is  "decrepit."  Note: 
AT&T  is  investing  some  $7 
billion  in  its  network  infra- 
structure in  1998  for  pho 
tonics  and  electronics. 
AT&T's  long  distance  net- 
work handles  over  250 
million  voice  calls  every 
business  day  with  99.98% 
reliability.  AT&T  also  han- 
dles over  15  terabytes  of  IP, 
ATM  and  frame  relay  data 
traffic.  Our  network 
includes  41,000  route 
miles  of  state-of-the-art 
fiber  optics  in  the  U.S. 
alone.  By  year's  end  our 
fiber  network  will  include 
58  regional  SONET  rings. 
No  one  has  deployed 
more  wave  division  multi- 
plexing technology.  With 
more  than  1 ,000  systems 
in  service,  we  have  been 
able  to  boost  our  transport 
capacity  by  orders  of  mag- 
nitude without  laying 
more  fiber-optic  cable. 
-Frank  Ianna 
Executive  Vice  President 
Nework  &  Computing 
Services 

AT&T 

Basking  Ridge,  N.J.        WM 


Letters  should  include  the  author's 
address  and  phone  number. 
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GIORGIO  ARMANI 

LE    COLLEZIONI 
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Pentium®]! 
xeon«i 

PROCESSOR 


Dell  offers  a  complete  line  of  Intel-based  workstations/servers.  The  Dell  Prec  k>ir 
Workstation  610  offers  advanced  performance  for  demanding  applications.  Witl  !pl 
two  Intel  Pentium' II  Xeon™  processors,  and  swift  2D/3D  graphics  engines,  our  ci  ion 
configured  workstations  deliver  some  of  the  highest  performance  features  there  ai  Tt 
Dell  PowerEdge'6300  Server  can  accommodate  up  to  four  Pentium' II  Xeon™  proce  oil 
4GB  of  ECC  memory  and  seven  hot-plug-ready  PCI  slots.  And,  Dell  will  be  there  t< 
up  this  server  24  hours  a  day  if  anything  should  go  wrong.  1.888. 933. [ 
Intel,  the  Intel  Inside  logo,  and  Pentium  are  registered  trademarks  and  Pentium  II  Xeon  is  a  trademark  of  Intel  Coi 
Dell,  the  Dell  logo,  and  PowerEdge  are  registered  trademarks  of  Dell  Computer  Corporation.  Be  Direct  and  Dell  F 
are  trademarks  of  Dell  Computer  Ccporation.  C  1998  Dell  Computer  Corporation.  All  rights  reserved. 
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24-hour  assistance.  One-to-one  contact.  On-site  support. 
<^xpedite  service. 


D 


At  Dell,  we  believe  your  business  should  get 
what  it  needs,  at  the  time  it's  really  needed. 
Ready?  Set?  Then  go. 


www.dell.com 


Some  people  wonder,  "Is  there  life  out  there?" 
We  wonder,  "How  many  bearings  do  they  need?" 


Wherever  wheels  or  shafts  turn,  Timken  bearings  allow  them  r^  T  H  iT  ^W  HF*  lkT 

to  turn  with  less  friction.  Thalnieans  vehicles  can  go  farther  Iwl    Im.  w4   Iv 

and  machines  can  do  more  with  less  energy.  Where  productivity  ■■  ■"  Aw  JL  AllJ  11 

and  performance  are  critical,  Timlin  bearings  and  steel  are  in     

demand.  Everywhere  we  look,  we  see  limitless  opportunities,  worldwide  leader  in  bearings  and  steel 


TO  LEARN  MORE  ABOUT  THE  TIMKEN  COMPANY,  CALL 330-471  -3820  SR VISIT  WWWTIMKEN  COM 
Timken  (NYSE:  TKRI  is  the  registered  trademark  of  The  Timken  Company. 


nth  all  thy  getting  get  understanding" 


Fact  and  Comment 


Jy  Steve  Forbes,  Editor-in-Chief 


AN  OUNCE  OF  PREVENTION  IS  WORTH  A  POUND  OF  CURE 


|The  Federal  Reserve  must  slash  short-term  interest  rates 
land  provide  America  and  the  world  with  badly  needed 
dollar  liquidity.  The  Fed  is  fighting  the  last  war.  Deflation, 
not  inflation,  is  the  core  problem.  That's  why  commodi- 
ties, particularly  gold,  plunged  long  before  stocks  did. 


The  White  House  is  incapable  of  leadership,  so  the  ball  is 
now  in  Greenspan's  court.  The  dollar  is  a  global  currency. 
Like  it  or  not,  die  U.S.  must  take  the  decisive  lead  to  prevent 
this  turmoil  from  turning  into  an  old-fashioned  panic. 

Greenspan's  supreme  test  is  now  at  hand. 


DON'T  REWARD— AND  PERPETUATE— MALPRACTICE 


Global  financial  turbulence  is  putting  new  pressure 
on  Congress  to  authorize  more  money — $18  billion — 
for  the  International  Monetary  Fund. 

Let's  be  blunt:  That  money  would  worsen  the  problem, 
not  ease  it.  The  IMF  is  one  of  the  chief  villains  in  what  is 
now  unfolding.  A  year  ago  July — at  IMF  urging — Thai- 
land devalued  its  currency,  triggering  the  crisis  that  has 
progressively  spread  and  worsened.  Devaluation  is  ex- 
tremcly  harmful.  It  unleashes  inflation,  thereby  clobber- 


ing workers'  incomes,  destroying  their  savings  and  ruin- 
ing solvent  businesses.  Political  and  ethnic  tensions  reach 
fever  pitch  as  people  react  to  their  world  being  suddenly, 
disastrously  turned  upside  down.  Higher  taxes,  another 
favorite  IMF  nostrum,  deepen  the  troubles. 

IMF  bailouts  not  only  harm  countries  but  also  encourage 
speculation.  Lenders  figure  that  if  their  investments  go  bad, 
the  IMF  will  come  to  their  rescue.  A  sharpened  sense  of  risk 
now  will  bring  about  badly  needed  prudence  in  the  fimire. 


THEN  AND  NOW 


The  WORLD'S  second -largest  economy 
is  floundering  today,  a  key  difference 
from  the  1987  stock  market  crash. 
Japan  was  then  seemingly  strong.  As 
soon  as  the  U.S.  made  it  clear  that  we 
would  stop  trashing  the  dollar  and 
would  not  go  for  Smoot-Hawley  kinds 
of  trade  sanctions,  the  crisis  passed. 
•  Unfortunately,  the  Clinton/Gore 
Administration  has  no  more  idea  of 
what  must  be  done  than  Tokyo  does. 
Like  a  broken  record,  the  Admini- 
stration   advises,    "More    stimulus; 


Japan's  Prime  Minister  Keizo  Obuchi: 

Can  he  finally  break  the  stagnant  mold? 

RUSSIA 


more  stimulus,"  meaning  more  gov- 
ernment spending,  spiced  with  one- 
shot,  temporary  tax  cuts. 

The  Japanese  malaise  can  be  lifted 
the  way  Ronald  Reagan  lifted  ours 
nearly  20  years  ago — with  deep,  per- 
manent, incentive-oriented  tax  cuts; 
sound  money;  and  deregulation. 
Japan's  tax  reductions  should  encom- 
pass not  only  personal  income  and 
corporate  profits  but  also  the  punitive 
capital  gains  levies  on  real  estate,  as 
well  as  the  national  sales  tax. 


The  Kremlin's  kleptomaniacal  elite  have  done  to 
Russia  what  Berlin's  well-meaning  but  incompetent  politi- 
cians and  central  bankers  did  to  Germany  after  WWI — 
undermined  and  discredited  democracy  and  free  enter- 
prise. To  most  Russians,  democracy  and  capitalism  are 
euphemisms  for  a  government-sanctioned,  free-for-all 
robbery  of  the  many  by  the  few.  Outside  the  environs  of 
Moscow  and  St.  Petersburg,  Russia  is  impoverished.  The 
ruble's  collapse  will  tighten  an  already  devastating  vise. 
The  Administration  aided  and  abetted  Moscow's  folly.  It 


did  nothing  effective  to  show  Russia  how  to  stabilize  its  cur- 
rency. It  advocated  the  IMF's  toxic  brew  of  devaluation  and 
high  taxes.  (Vice  President  Gore  even  went  to  Moscow  this 
summer  to  goad  the  Kremlin  into  slapping  on  more  taxes; 
this,  for  a  country  whose  taxes  on  the  books  exceed  the 
entire  national  income.)  The  Administration  never  credibly 
advocated  the  establishment  of  the  rule  of  law;  instead,  it 
turned  a  cynical,  blind  eye  to  massive  looting  by  government- 
connected  figures.  Most  of  the  billions  of  bailout  dollars 
prompdy  went  to  foreign  bank  accounts.  Inflation,  austerity 
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and  lawlessness  have  too  often  been  characteristic  of  Russia 
since  communism's  fall,  yet  our  President  and  Vice  President 
have  only  been  able  to  bleat,  "Yeltsin  is  our  man." 

Not  since  post-WWI  Weimar  Germany — when  similar  fail- 
ures fanned  extremism,  including  Nazism — has  there  been 


such  a  disaster  in  such  an  important  country.  We  are  now  wi| 
nessing  a  Weimar  Germany-style  currency  collapse  in  Russi  I 
and  the  Clinton/Gore  crew  is  clueless  as  to  what  to  do. 

Let  us  hope  the  post-Yeltsin  regime  won't  lurch  int 
extreme  authoritarian  nationalism. 


CALLOUS 


With  an  insensitivity  worthy  of  Marie  Antoinette, 
President  Clinton  told  Russians  to  "pay  their  fair  share" 
of  taxes.  Russia's  tax  code  makes  Italy's  byzantine  code 
look  pristine  and  simple.  Tens  of  millions  of  Russians  are 
in  dire  straits.  Countless  workers  aren't  even  being  paid 


on  time.  Russian  bailout  money  has  been  looted, 
yet  our  President  admonishes  the  Russian  people  to 
debts  they  didn't  incur  and  to  pay  more  taxes  on  poveij 
ty-level  incomes. 
Unbelievable. 


THE  ALARMING  NEWS 


that  nearly  60%  of  prospective  teachers  in  Massachusetts 
flunked  their  certification  exams  last  April  (barely  half  passed 
a  retest  in  reading  and  writing  in  July)  is  only  the  well-pub- 
licized tip  of  the  proverbial  iceberg.  Equally  disturbing  is  the 
fact  that  soon  there  will  be  a  shortage  of  qualified  teachers. 
This  problem  will  become  acute  in  the  next  decade,  when 
nearly  half  of  our  existing  educators  are  expected  to  retire. 

Teaching  colleges  are  ill-preparing  their  students.  After 
these  teaching  students  in  Massachusetts  scored  so  poorly 
on  their  certification  test,  one  would-be  teacher  made  the 
absurd  comment  that  there  must  obviously  be  something 
wrong  with  the  test — not  with  those  taking  it.  This  is 
indicative  of  the  destructive,  backward  approach  perme- 
ating the  education  establishment. 

The  solution  is  clear:  school  choice,  whether  it's  via 
"opportunity  scholarships"  (a.k.a.  vouchers)  or  charter 
schools.  We  must  also  expand  the  traditional  pool  from 
which  teachers  are  drawn.  State  licensing  laws  mindlessly 
emphasize  time  spent — usually  years — taking  teacher-edu- 
cation courses,  yet  there  is  little  correlation  between  cer- 
tification requirements  and  effectiveness  in  the  classroom. 
True,  prospective  teachers  need  to  be  taught  the  basics  of 
how  to  cope  with  kids  in  the  classroom,  but  the  main 
emphasis  should  be  on  subject  knowledge  rather  than 


methodology.  Licensing  rules  also  make  it  virtually  impos 
sible  for  people  from  other  professions  to  take  up  i 
careers  as  teachers. 

Why  can't  we  have  fast-track  certification?  Why  forcJ 
prospective  instructors  to  spend  year  after  year  wasting 
time  in  so-called  education  courses?  Nonpublic  schools! 
which  don't  have  such  bureaucratically  elaborate  certifi  I 
cation  requirements  for  teachers,  turn  out  better-pen 
forming  students. 

An  excellent  example  of  fast-track  teacher  training  iul 
Teach  for  America,  founded  nearly  a  decade  ago  ancl 
modeled  on  the  Peace  Corps.  After  finishing  college,  can-[ 
didates  for  the  program  go  through  several  weeks  oil 
summer  training  in  teaching,  the  equivalent  of  boot  camp.) 
They  then  begin  formal  teaching  in  the  fall,  committing! 
two  years  to  the  program.  Every  year  some  500  partici- 
pants work  where  good  teachers  are  needed  most — in  ourl 
hard-pressed  urban  and  rural  public  schools.  More  such] 
innovative  approaches  could  turn  a  teacher  shortage  intoj 
a  fabulous  opportunity  to  attract  numerous  subject- 
knowledgeable,  dedicated,  enthusiastic  individuals  to  ourl 
children's  classrooms.  This,  combined  with  genuine 
school  choice,  could  make  America's  K-12  institutions  the 
best  in  the  world. 


CAPTIVATINGLY  CREATIVE  COUPLE 


Everybody  Was  So  Young — by  Amanda  Vaill  (Houghton 
Mifflin  Co.,  $30).  Superbly  told  tale  of  Gerald  and  Sara 
Murphy,  who,  for  a  few  years  in  the  1920s,  were  the  vibrant 
fulcrum  for  expatriate  cultural  and  social  life  in  France. 
Imaginative  hosts  with  unerring  taste,  the  Murphys  con- 
stantly entertained  and  befriended  the  likes  of  Ernest  Hem- 
ingway, F.  Scott  Fitzgerald, 
Picasso,  John  Dos  Passos,  Fer- 
nand  Leger,  Cole  Porter  and 
Archibald  MacLeish.  But  the 
Murphys  were  not  mere  collec- 
tors of  luminous  literati;  they  had 
a  discerning  eye  for  talent  before 
it  was  generally  recognized. 

Gerald  was  an  immensely 
gifted  individual.  He  was  a  su- 
perb artist  but  stopped  his 
painting  when  one  of  his  sons 
came  down  with  tuberculosis. 
He  helped  create  and  produce  a 


La  Garoupe  beach,  Antibes,  France,  1926:  Writer  Elsie 
de  Wolfe  (holding  parasol),  her  diplomat  husband,  Sir 
Charles  Mendl  (I    hind  her),  Gerald  (striped  shirt),  Sara  (with 
oar),  actor  Monty  Woolley  (back  row,  far  right)  and  others. 


ballet  that  was  a  huge  success  on  both  sides  of  the  Atlantic. 
Although  averse  to  commerce,  Gerald  proved  to  be  a  first- 
rate  businessman  when  he  went  back  to  save  the  family 
firm,  Mark  Cross,  from  liquidation  during  the  Depression. 
Unlike  so  many  artists  and  intellectuals  during  the  hot- 
house 1930s,  the  Murphys'  politics  were  non-utopian  and 
humane.  They  could  recognize 
evil — pulling  a  son  from  a  Ger- 
man boarding  school  when  the 
Nazis  began  their  rise  to  power, 
and  fervently  advocating  the  Al- 
lied cause  before  Pearl  Harbor — 
and  were  too  sensible  to  go  to 
extremes.  What  makes  this  story 
so  riveting  is  this  couple's  at- 
tempt to  literally  create  their  own 
world,  and  their  quiet  grace  and 
dignity  when  that  world  col- 
lapsed, especially  with  the  deaths 
of  their  two  adolescent  sons.  Bl 
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Every  child  is  a  masterpiece 


DISPLAYED    IN   A   FRAGILE    MUSEUM    CALLED    EARTH. 


"v 


The  500,000  men  and  women  of  America's  Electric  Utility  Companies  take 

great  pride  in  generating  electricity  more  cleanly  and  efficiently  than  ever 

before.  At  the  same  time,  we  are  working  to  clean  up  the  air,  the  water,  and 

the  landscape.  To  learn  more  about  our  environmental  programs,  and  new 

ways  you  can  use  electricity  wisely,  visit  our  website  (www.eei.org/enviro/). 

Let's  all  help  to  preserve  this  masterpiece. 

America's  Electric  Utility  Companies 


©1998,  by  the  Edison  Electric  Institute.  All  rights  reserved. 


irough  your  veins 
fluid. 


Other  exemplars  of  Europe's  automotive  elite  may  announce  that  you've  amved.  One  states,  unequivocal!^ 


aluminum  space  frame,  an  aluminum  alloy  body  and  a  choice  of  quattro"  all-wheel  drive 


or  FrontTraF  front-wheel  dri 


perform  better  after  theyVe  shed  excess  pounds.  Lighter,  stronger,  nimbler  than 


the  tired  automotive  dinosaur; 


between  cruising  in  automatic  or  shifting  away  for  higher  performance.The  Audi  A8:  Elegance  wi 


without  arrogance.  Excellen    -,, 


Call  1-800-FOR-AUDI  for  more  about  the  Audi  A8  and  a  dealer  near  you  or 


vou  or  Visit  us  at- 
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owing  down  is  not  on  the  agenda:  The  V8  powered,  road-swallowing  Audi  /'  \»    5.  With  the  world's  first 


J>  Uidi-with  Alcoa,  our  partner  in  this  visionary  leap-proves  a  point  that  eludes  others.  Luxury  vehicles,  like  human  beings, 


-  urpasses,  theA8  delivers  its  power  through  a  new  five-speed  Tiptronic"  **Jfak  transmission  that  lets  you  choose 


vithout  excess.  Class  without  mass.  See  your  Audi  A8  dealer.The  future  of  the  luxury  car  has  arrived. 


Audi 
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Other  Comments 


Rotten  Apples 

The  process  of  getting  rid  of  prob- 
lem teachers,  especially  those  with 
tenure,  can  be  so  arduous  and 
expensive  that  many  school  districts 
don't  even  bother  anymore. 

Often,  to  save  time  and  money,  an 
administrator  will  cut  a  deal  with  the 
union  in  which  he  agrees  to  give  a  bad 
teacher  a  satisfactory  rating  in  return 
for  union  help  in  transferring  him  to 
another  district.  The  problem  teacher 
gets  quietly  passed  along  to  someone 
else.  Administrators  call  it  "the  dance 
of  the  lemons"  or  "passing  the  trash." 
-Peter  Schweizer,  National  Review 

Running  On  Empty 

Although  Russia  was  running  an  ex- 
tremely tight  monetary  policy,  it  had  an 
unsustainably  loose  fiscal  regime.  Be- 
tween 1994  and  1997,  fiscal  deficits 
totalled  $108  billion,  financed  by  an  un- 
sustainable pyramid  of  domestic  debt. 

Clifford  Gaddy,  fellow  at  the 
Brookings  Institution,  the  Washing- 
ton-based think  tank,  argues  that  the 
reformers'  efforts  were  largely  futile, 
based  on  a  fundamentally  flawed 
understanding  of  how  the  economy 
worked.  "I  think  the  IMF  program 
was  doomed  to  fail,"  says  Gaddy. 
"The  way  the  system  now  conceals 
the  reality  of  cost  almost  as  well  as  the 
Soviet  system  did  is  the  fundamental 
problem.  There  should  be  a  great  deal 
more  honesty  about  what  can  be  done 
on  the  basis  of  reality,  not  on  the  pre- 
tense that  Russia  is  well  on  the  way  to 


becoming  a  market  economy." 

Many  Russians  are  slow  to  face  up 
to  this  reality.  They  still  think  of 
themselves  as  living  in  a  superpower. 
The  truth  is  a  little  different.  Russia's 
credit  rating  is  below  Indonesia's.  Its 
economy  is  smaller  than  Switzer- 
land's. Aid  its  stock  market  is  worth 
less  than  the  U.K.  water  industry.  It  is 
a  low  base  from  which  to  build  anew. 
-John  Thornhill,  Financial  Times 
*  *  * 

As  Lenin  put  it  nearly  100  years  ago, 
"What  is  to  be  done?"  George  Soros' 
call  for  a  currency  board  that  mandates 
ruble  convertibility  at  a  fixed  rate  to  the 
U.S.  dollar  or  the  German  mark  is  the 
right  approach.  Soros  knows  whereof 
he  speaks.  His  hedge  fund  lost  $2  billion 
in  Russian  trading.  I  prefer  a  dollar  link, 
especially  since  economist  Steve  Hanke 
reports  that  there  are  now  twice  as  many 
dollars  as  rubles  circulating  in  Russia. 
-Lawrence  Kudlow,  chief  econo- 
mist, American  Skandia 

Know  Tour  Audience 

When  you  are  aware,  you  don't 
just  look;  you  see.  You  don't  simply 
listen;  you  hear.  In  the  sensitive 
cross-cultural  arena,  awareness  on 
the  part  of  companies  and  their  exec- 
utives is  of  special  importance. 

A  Silicon  Valley  corporate  chief 
and  some  of  his  aides  recently  went 
to  Asia  to  meet  with  foreign  officials. 
"We  decided  to  show  them  the  real 
us  and  go  the  way  we  show  up  in  our 
offices — baseball  caps  and  T-shirts. 


Being  an  American,  I  got  right  to  it,1 
the  chief  said.  At  one  luncheon,  hi 
said  the  host  country's  president  anc 
cabinet  ministers  were  inept.  Upor 
reflection,  the  executive  understooc 
his  modus  operandi  caused  a  loss  oi 
face  for  his  Asian  hosts.  Hardly  a 
basis  for  a  harmonious  relationship. 
-Arlene  B.  Isaacs,  New  York  busi- 
ness consultant,  New  York  Times 


m 
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"Frovided  I  am  granted  immunity  Father,  I  cannot  tell  a  lie." 


Whether  we  are  describing  a  king, 
an  assassin,  a  thief,  an  honest  man, 
a  prostitute,  a  nun,  a  young  girl  or 
a  stallholder  in  a  market,  it  is  always 
ourselves  that  we  are  describing. 
-Guy  de  Maupassant  (1850-93), 
French  writer 


Darkness  and  Light 

After  Patrick  was  diagnosed  with 
tuberculosis,  Gerald  rolled  up  most 
of  his  canvases  and  never  picked  up  a 
paintbrush  again.  He  wasn't  aban- 
doning a  faltering  career  as  a  painter. 
He  was  relinquishing  a  bright  one. 
He  had  tried  to  impose  his  own  order 
and  discipline  on  a  world  he  distrust- 
ed. But  when  he  couldn't  hold  that 
world  at  bay  with  his  brush,  he  exact- 
ed from  himself  the  penance  of  giving 
up  the  one  thing  that  had  ever  made 
him  completely  happy. 
*  *  * 

In  1974  the  Museum  of  Modern  Art 
mounted  a  retrospective  exhibition  of 
the  work  of  Gerald  Murphy.  The  show 
earned  lor  him  what  he  had  never  had 
in  his  lifetime — crowds,  admiring  and 
influential  reviews  in  both  the  scholarly 
and  mainstream  press,  a  real  place  at 
the  table  of  American  20th-century  art. 
-Everybody  Was  So  Young, 
by  Amanda  Vaill 

Honeymoon  Sweet 

So  many  Canadians  are  crossing  the 
border  of  their  country  at  Niagara  Falls 
to  buy  an  American  impotence-cor- 
recting drug  that  border  residents  have 
renamed  the  place  Viagra  Falls,  I  hear. 
-Nury  Vittachi, 
Far  Eastern  Economic  Review 
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HE  HELPS  BUILD  FOR  THE  LONG 
haul,  strong  structures  on  solid 
financial  underpinnings.  He's  the 

Estate  Builder 


kind  of  person  who  helps  make 
sure  you  are  not  just  secure,  but 
independent  as  well. 

A  superstar?  Yes.  We've  got  lots 
of  them.  As  part  of  the  global  AXA 
group,  a  financial  services  power 
house  with  more  than  $530  billion 
under  management*,  Equitable  has 
a  full  line  of  products  and  services 
for  all  life's  opportunities  and  chal- 
lenges. Our  representatives  hold 
more  dual  CLU  and  ChFC  profes- 
sional designations  than  anyone  in 
the  industry.  And  they're  ready  to 
help.  It  all  starts  with  a  phone  call 
Contact  us  and  we'll  help  you  start 
building  today.  1-800-590-5995  or 
visit  www.equitable.com 


EQUITABLE 


Member  of  the  Global 


Group 


toMaKesureTheNETVIORK 

I'm  Boildinq  NOW  _ 

fright  next  Year  ?? 


UW'tiUW  What's  it  going  to  take  to  get  the  bandwidth  you  need  (where  &  when 
s  fast  as  you  need  it)?  To  handle  wireless  communications  as  easily  as  wired?  To 
data  as  reliable  as  voice?  (?????)  It's  going  to  take  people.  Technology.  Experience. 

i  the  ability  to  deliver.  We've  built,  and  continue  to  build,  the  most  powerful  networks 
earth.   We've   got   the   largest   service   force   in 
industry  (already  we  service  more  networks 
n    anyone    on    the    planet).   And    we've    got    the 

ains  of  Bell  Labs  behind  us.  This  is  the  kind  of 

nbined  arsenal  it's  going  to  take  to  make  sure 
network    you    start    building    now,  is    strong 

ough    to    be    your    network    down    the    road. 

i  make  the  things  that  make  communications  work: 


Lucent  Technologies 

Bell  Labi  Innovations 


600  Mountain  Avenue 
Murray  Hill.  NJ  07974-0616 

l"i/'//ivivw|„<em<oni 
1-888-4-Lucvnt 


You're  wondering  what's  going  on  in  the  energy  industry. 


There  are  rumors,  speculation  and  more  articles  than  you  want  to  read. 


In  this  time  of  indecision  and  change,  how  do  you  know  > 

As  one  of  the  most  widely  held  stocks  in  Amerj 

your  energy  company  has  the  financial  stability  to  go  the  distance?  j^m^ 

Southern  Company  is  ahead  of  the  pack. 


http://www.southernco. 

.  1S98  Southern  Company 
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Commentary 

km  events  at  home  and  abroad 


|Bv  Caspar  W.  Weinberger,  Chairman 


LONG-OVERDUE  ATTACK  ON  TERRORISM 


lis  ANYONE  s in  I  WONDERING  why  Saddam  Hussein  keeps 
I  blocking  all  effective  U.N.  weapons  inspections  or  keeps 
littering  all  manner  of  threats  if  sanctions  against  him  are 
not  lifted?  The  answer  was  given  by  a  senior  Administration 
official  i  most  likely  the  pro  appeasement  Deputy  Secretary 
of  State  Strobe  Talbott  i:  "Oui  overall  policy  is  to  contain" 
Saddam.  We  have  not  heard  that  term  since  our  "contain- 
ment" of  Vietnam,  which  was  how  we  described  our  disas- 
trous policy  there.  What  we  are  now  saying  is  that  if  we 
take  ,\n\  action  in  Iraq  it  will  be  another  action  we  have  no 
intention  of  winning — only  "containing."  Worse  yet,  we 
have  joined  Britain  in  begging  U.N.  weapons  inspector 
Richard  Butler  not  to  create  "a  confrontation  with  Iraq" 
by  holding  surprise  inspections.  Of  course,  our  aforemen- 
tioned spokesman  hurried  to  m\<\  that  if  Saddam  threatens 
the  "regional  stability  or  his  neighbors,  we're  prepared  to 
act,"  meaning  that  if  Iraq  becomes  particularly  nasty  we 
will  tell  Secretary-General  Kofi  Annan  to  secure  a  few  more 
promises  from  Saddam.  If  those  are  broken,  we  will  again 

OUR  ALLIANCE 

A  LITTLE- NOTICED  BLIP  on  the  radar  screen  of  OUT  happy 
alliance  with  Australia  occurred  when  a  senior  fellow  at  the 
Cato  Institute  named  Doug  Bandow  wrote  in  the  Aus- 
tralian Financial  Review  that  Australia  and  the  U.S. 
"should  jettison  their  antiquated  alliance."  His  argument  is 
that  die  alliance  exists  only  to  ensure  that  we  fight  togeth- 
e'r  against  a  common  enemy,  but  now  that  there  is  no 
enemy — and  no  threat  of  one- — we  should  end  the  alliance. 
This  nonsense  would  be  quite  unimportant,  save  for 
the  fact  that  the  Australian  press  took  it  seriously  enough 


threaten  to  take  action.  This  will  carry  about  as  much  cred- 
ibility as  President  Clinton's  declarations  that  he  only  "mis- 
led" in  the  latest  little  unpleasantness.  We  may  yet  be  told 
it's  time  to  put  Saddam  "behind  us  [so  we  can]  move  for- 
ward with  the  business  of  the  country." 

If — as  was  demonstrated  in  Afghanistan  and  Sudan— 
we  are  ready  (finally)  to  attack  terrorist  targets,  why  not 
attack  Iraq?  Our  retaliation  was  long  overdue,  following 
months  of  Clinton's  careful  explanations  of  why  we  could 
not  attain  U.N.  permission  to  attack  Iraq  or  others.  Why 
did  we  finally  do  it?  As  a  Washington  wag  put  it,  "We  all 
really  owe  a  big  debt  of  gratitude  to  Monica  Lewinsky." 

In  light  of  our  response  to  the  attacks  on  our  embassies, 
I  trust  we  have  abandoned  "containment."  That  bankrupt 
policy  would  mean  terrorists  such  as  Saddam  Hussein  and 
Osama  bin  Laden  would  be  free  to  accumulate  and  use 
chemical,  biological,  nuclear  and  other  weapons.  It  would 
also  signal  that  we  would  never  do  anything  effective  that 
might  cause  an  adverse  domestic  political  reaction. 

DOWN  UNDER 

to  organize  a  debate  in  print. 

The  fundamental  errors  in  such  a  silly  suggestion  are 
manifold.  What  benefit  would  there  be  in  ending  this  al- 
liance? Is  today's  world  really  free  from  all  threats  and  dan- 
gers? Furthermore,  an  alliance  of  people  who  share  com- 
mon values  and  are  as  close  as  Australians  and  Americans 
is  far  more  than  a  military  alliance.  It  is  an  association  that 
has  benefited  both  countries — in  war  and  peace — and  it 
has  helped  the  Free  World  to  remain  free.  The  longer  we 
can  maintain  our  alliance,  the  better  it  will  be  for  us  all. 


EROSION  OF  OUR  DEFENSES 


The  Washington  Post  has  accurately  summarized  Amer- 
ica's defense  problems  this  way: 

"The  Marine  Corps  is  using  retreads  on  its  armored  vehi- 
cles. Rising  numbers  of  Air  Force  and  Navy  jet  fighters  are 
being  grounded  by  spare -parts  shortages  and  maintenance 
backlogs,  and  pilots  fed  up  with  repeated  duty  in  the  Persian 
Gulf  are  bailing  out  of  military  service  in  droves.  At  Army 
training  facilities,  commanders  report  that  units  arriving 
for  exercises  have  shakier  combat  skills  than  in  years  past. 

"Throughout  the  military,  there  is  mounting  evidence  of 
erosion  in  America's  combat  strength  and  troop  morale.  A 


decade  of  downsizing  and  reduced  post-Cold  War  defense 
spending  has  coincided  with  a  sharp  jump  in  the  number  of 
troop  deployments  to  Bosnia,  the  Middle  East  and  else- 
where, straining  the  armed  forces  in  ways  unseen  since  the 
last  wave  of  defense  budget  cuts  after  the  Vietnam  War." 

If  Congress  is  determined  not  to  give  taxpayers  a  major 
tax  cut,  then  it  should  restore  our  military  readiness  and 
our  ability  to  recruit,  train  and  hold  more  troops  of  the 
same  caliber  as  the  superb  forces  we  have  had  in  the  past. 
Finally,  we  should  replace  our  total  vulnerability  to  hos- 
tile missiles  with  an  effective  missile  defense  program.    H 
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In  a  world  of  information 
overload,  Reuters  can  help  you 
find  what  you  need  to  know, 
Reuters  Business  Briefing: 
millions  of  news  items  analyzed 
and  targeted  to  your  precise 
needs.  From  the  world's  leading 
source  of  financial  news  and 
information,  www.reuters.com 
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Digital  rules 

technology  and  the  new  economy 


I  y  Rich  Karlgaard,  Publisher 
lublisher@forbes.com 


KEEP  YOUR  EYES  ON  THE  PRIZE 


SWOON,  but  the  compounding  miracle  known 
Moore's  Law — at  work  since  1959,  when  Bob  Noyce 
'Fairchild  Semiconductor  .md  Jack  Kilby  of  Texas  In- 
struments both  etched  a  transistor  onto  a  slice  of  silicon 
id  called  it  an  integrated  circuit — will  race  along  for 
lother  ten  years  or  so. 

But  what  happens  after  that?  Only  the  high  priests  of 
quantum  physics  have  a  clue.  For  now,  the  pattern  is 
clear.  You  can  safely  predict  that  computers  in  2008 — at 
Ithe  same  price  as  today's — will  run  at  least  20  times  taster. 
iThe  corollary  is  that  today's  Pentium  II  and  PowerPC 
Ichips  will  cost  about  75  cents  in  2008  and  will  find  their 
pray  into  your  washing  machine,  hiking  boots  and  toast- 
er. They  will  be  so  cheap  that  a  prudent  product  design- 
er will  feel  no  guilt  over  wasting  them.  Use  three  chips 
linstead  of  two?  Heck,  yes;  they're  only  75  cents. 

The  rollout  of  digital  bandwidth  is  speeding  along  even 
faster.  Today's  IT  line  costs  about  the  same  as  a  month- 
ly lease  for  a  BMW  740i.  But  by  2008,  the  cost  of  that  T- 
1  line  is  sure  to  drop  to  S20  per  month,  when  it  morphs 
into  a  wireless  service  from  Telcdcsic.  Cable  modems 
that  shuffle  3  million  bits  per  second  will  be  given  away 
like  plastic  dog  whistles  in  boxes  ofFroot  Loops. 

And  so  it  goes.  But  these  sorts  of  predictions — faster, 
cheaper,  etc. — are  laughably  easy  to  make.  You  only  need 
a  cheap  calculator.  The  tricky  part  is  to  figure  out  what 
all  this  cheap,  whizzy  stuff  will  do  to  your  cost  and  dis- 
tribution model. 

Here  are  a  few  guesses: 

■  Perfect  information  about  goods  and  services  is  coming  your 
way.  Sure,  absolute  perfection  isn't  possible,  but  we  get 
closer  by  the  year.  Look  at  how  cheap  computers  and  Web 
connections  have  launched  a  revolution  in  stock-trading 
prices.  The  norm  is  now  $14.95  a  trade,  and  going  south. 

■  Perfect  information  leads  to  "a  la  carte"  buying.  The 
dirty  secret  of  one-stop-shopping  vendors:  Quality  prod- 
ucts at  good  prices  are  often  subsidized  by  pricey  dogs. 
You  only  suspected  this  before.  Now  you  know. 

■  Free  trade  is  inevitable.  When  people  can  shop  around 
the  world,  they  will  buy  around  the  world.  Governments 
will  be  overwhelmed  by  the  volume  of  Web-inspired 
trade.  They  will  be  powerless  to  stop  it. 

■  Vertical  integration  is  kaput.  Ten  years  ago  the  vertical 
IBM  had  a  market  value  of  $105  billion,  or  about  40% 


of  the  entire  computing  industry.  Now  Big  Blue's  share 
of  market  value  is  less  than  10%.  The  new  winners  are 
Microsoft  and  Intel,  who  each  ran  successful  raids 
behind  the  IBM  fortress  and  snatched  the  real  value. 

The  Web  is  sure  to  throw  this  trend  into  warp  speed. 
It  allows  a  handful  of  smart  people  with  T-l  connections 
to  skim  off  the  real  value  proposition  and  leave  the  large 
incumbents  holding  the  bag  of  commodity  assets  and 
sunk  costs.  Take  overnight  delivery  services.  If  FedEx 
and  UPS  don't  watch  out,  somebody  may  come  along 
and  co-opt  their  real  value — the  promise  of  fail-safe, 
overnight  delivery,  made  possible  by  software  for  track- 
ing and  logistics — and  simply  job  out  the  airplanes, 
trucks  and  delivery  personnel  as  needed. 

■  Spot  pricing/auction  bidding  will  become  the  norm. 
From  airline  tickets  to  automobiles,  just  get  on  your 
computer  and  make  a  deal.  Coke  machines  may  soon 
offer  variable  pricing  for  a  can  of  pop,  based  on  the  time 
of  day,  temperature  and  the  historical  demand  curve. 
Cold  rainy  day?  Fifty  cents.  Sweltering  day  at  the  16th 
hole?  Three  bucks! 

■  B-R-A-N-D  is  your  only  shield  against  commodity  price 
wars.  That's  always  been  true,  but  ask  yourself,  "What  is 
brand  in  the  Information  Age?  How  protective  is  this 
shield  in  the  face  of  perfect  information  about  goods  and 
services?"  (Hint:  How  good  was  armor  once  firearms 
came  along?)  Brands  will  be  forced  to  adapt.  My  guess  is 
that  brands  won't  be  defined  solely  by  the  vendor  but  by 
the  community  of  users  who  can  talk  amongst  them- 
selves on  the  Web. 

■  Vast  new  markets  are  guaranteed.  In  1876  Alexander 
Graham  Bell  invented  the  telephone;  122  years  later, 
fewer  than  half  the  world's  people  have  ever  used  one. 
Fewer  still — 20% — have  affordable  access  to  one.  But 
now  that  telephony  is  going  digital,  it  will  be  sucked  in- 
to Moore's  Law.  There  will  be  price  drops  of  30%  per 
year;  world  penetration  may  triple  in  less  than  15  years. 
Think  of  the  vast,  educated  middle  classes  of  India  and 
China  at  last  plugged  into  the  global  market  of  goods 
and  services.  Markets  will  swell,  labor  pools  will  expand. 
Everything  will  change. 

These  are  some  of  the  guesses  one  can  make  from 
Moore's  Law.  Ignore  the  topsy-turvy  stock  market.  Keep 
your  eye  on  the  great  silicon/bandwidth  economic  shift.  WM 
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Business  is  beautiful.  Especially  in  a  state  that's  home  to  over  4,700  high-tech  firms.  Where  more 
than  a  million  members  of  the  workforce  are  college  graduates,  including  over  20,000  doctoral 
scientists  and  engineers.  With  that  skilled  a  labor  pool,  it's  no  wonder  everything  from  semicon- 
ductors to  aircraft  carriers  to  communications  equipment  is  manufactured  here.  This  is  even  more 
impressive  when  you  consider  how  surprisingly  affordable  our  labor  pool  is.  But,  as  more  and  more 
companies  are  discovering,  that's  the  beauty  of  doing  business  in  Virginia.        Wmmw\MHwUA 


Contact  Wayne  Sterling.  CED.  Executive  Director.  Vir,      i  Economic  Development  Partnership.  PO  Box  798.  Richmond,  VA.  232l8.804-37l-82O2.www.YesVirginia.org. 
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o  see  a  world  in  a  grain  of  sand... "/Edited  by  Ben  Pappas 

beepin5  love  you 
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Looking  for  love  may  get  a  bit  easier  on 
school  campuses  this  fall,  as  the  boom-boom 
of  young  hearts  is  echoed  by  the  beep- beep  on 
their  key  chains.  The  telltale  heartbleeps  will 
be  coming  from  the  Lovegety,  a  hot  Japanese 
egg-shaped  beeper  that  alerts  its  owner  when 
a  potential  love  interest  is  just  around  the 
corner. 

An  electronic  encounter  might  go  something 
like  this:  A  boy  sets  the  "his"  Lovegety  to  a 
mode  that  fits  his 
|   current  fancy,  such 
§   as        "chat"        or 
%   "karaoke."  When  he 
gets  within  15  feet 
of  a  girl  wearing  a 
"hers"  Lovegety,  the 
devices    beep    and 
flash.  A  green  flash 
means  similarly  pro- 
grammed  interests 
and  a  good  match;  a 
red   flash   means  a 
mismatch.  The  price 
of  finding  modern 
love?     ¥2,980,    or 
about  $21. 

The   concept   of 
an  electronic  match- 


maker took  flight  last  year  when  Takeya  Taka- 
fuji,  executive  planning  director  at  Erfolg,  a 
Tokyo- based  electronics  company,  was  having 
tea  with  a  friend.  Wouldn't  it  be  nice,  said  his 
friend,  to  have  a  gadget  that  helps  men  and 
women  meet?  Especially  "a  machine  that  can 
recognize  the  other's  mind"?  Takafuji,  33,  ran 
with  the  idea,  interviewed  a  few  hundred  high 
school  students— and  the  Lovegety  was  born. 

This  spring  students  flooded  Tokyo  markets 
in  search  of  Lovegetys.  Surprisingly,  the 
kitschy  gimmick  was  a  bigger  hit  with  boys.  At 
one  department  store  80%  of  consumers  were 
twenty-something  males.  Manufacturer 
Erfolg,  then  a  5 -employee  company,  hired  15 
new  workers  to  keep  up  with  demand. 

The  company  claims  to  have  sold  a  total  of 
1.3  million  units  since  February,  and  it  now 
plans  to  open  a  plant  in  Hong  Kong.  Erfolg, 
which  means  "success"  in  German,  is  betting 
the  Lovegety  will  be  the  next  Tamagotchi, 
Bandai's  digital  pet  that  sold  40  million  units 
worldwide  last  year. 

Soon  American  students  will  have  a  chance 
to  own  their  own  Lovegetys.  Erfolg  plans  to 
roll  out  the  English-language  version  in 
November,  with  American  programmable 
interest  modes  including:  "dinner,"  "movie" 
and  "booze." 


Treasure  Island.net 


SY  TOMAS  KEUMER 


Ttoo  letters  of 
the  alphabet 
may  soon 
make  tiny 
Tuvalu 
a  lot  more 
prosperous. 


Tuvalu,  a  neckiace  of  nine  tiny  atolls  stretch- 
ing over  360  empty  miles  of  the  South  Pacific 
is  not  another  Tahiti.  The  groundwater  is  not 
fit  for  drinking,  and  the  islands  generate  little 
tourism  revenue.  Yet  two  letters  of  the  alphabet 
may  soon  make  the  10,000  or  so  Tuvaluvians  a 
lot  more  prosperous  than 
they  currently  are. 

The  lucrative  letters 
form  the  innocuous  ".tv" 
Internet  domain — the  part 
of  a  Web  address  that 
identifies  a  site's  commer- 
cial origin  with  .com,  or  its 
national  origin,  such  as  .ca 
for  Canada.  The  domain 
".tv"  was  bestowed  on 
Tuvalu  by  the  Internet 
Assigned  Numbers  Au- 
thority free  of  charge. 
Early  last  month  the 
islands'  government  unveiled  a  deal  with  a 
Canadian  firm,  Information. ca,  that  could  pour 
a  lot  of  money  into  the  Tuvalu  treasury. 
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The  acquiring  company  refused  to  comment 
on  its  plans  for  the  domain  name.  But  Ed 
Baum,  a  San  Francisco-based  Internet  expert, 
says  that  domain  endings  that  a  consumer  can 
recognize  have  become  increasingly  valuable. 
"'tv'  is  an  abbreviation  that  has  a  meaning  in 
any  English-language 
—————  country   and    in    other 

places  as  well." 

The  deal  appears  to  be  a 
harbinger  of  a  thriving 
business  in  trading  Inter- 
net domains.  It  comes 
after  a  $3.35  million  deal 
in  which  the  high-tech 
media  company  Pho- 
toLoft.com  sold  Compaq's 
AltaVista  search  engine  its 
"altavista.com"  Internet 
address. 

Tuvalu  has  already 
leased  its  excess  telephone  numbers,  which 
later  ended  up  in  the  hands  of  some  phone-sex 
operators.  wm 
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The  Forbes/Bridge  Economic  Forecast 

Edited  By  John  H.  Christy 

4-wk 

Actual 1998  est %chg 

I  HE  U.S.  ECONOMY  last  year          latest           mean        high         low      in  mean 

^Autqmobjje"sa[es^(mjir ~~  ""JM™    "jAJC."'.    "J)A l?-? M„.„oi„. 

Capacity  utilization  (%)  83.3            80.5  juiy          81.2          83.9        76.3        0.0 

New  housing  starts2  (thou)  1,475           1..530*        ./].550____  V5B0____U44_    -0.3 

Retail  sales3($bil)  2,552           2,628*           1 ,919         2,660       1,916 0.3  _ ; 

Jrade  balance*  ($bil) -110.7 t)^JL....-WA.....ZM..-WA...zM... 

Unemployment  rate  5(%)  4.7              4.5juiy           4.3        „J:?          4.3        0.0 

Gross  domestic  product6(%)  3.9              1 .6  2nd  qtr       2.7            3.9         2.5        0.0 

Vnflation 

.CP[ services .(unadjusted) (%) .2.7....        _0._4jujy 1.9    3,6__ 1,6 0,5_. 

CPltota|Madiustedll%l...  ...H...     ...All* J^A.-..M. -J-A M... 

"NTEREST  RATES 

30-year  Treasury  yield  (%)  5.92              5.27             5.80          7.00      5.30       -0.1 

3-month  Treasury  yield  _(%)  5.35              4.83             4.96          6.1 0      4.70         0.0 

PRICES 

CRB -Bridge  spot  indexes  271.80          254.25           156.00        156.00     156.00    -0.2 

Gold  per  troy  ounce  ($)  "    288.80 275.70  265.50 '  '  WM    285.00      0~0 

"Oil/bbiW Texas  Intermediated)  "17.63           13.33        ""l5.ll         21  ^70       10.00    -6^4 

Currency 

German  marks  per  dollar  1.80              1.75              1.75         1.88        1.71        0.0 

Yen  per  dollar  130 "141 114  139         113        0^2 


FEDERAL  FUNDS  WATCH  Next  Federal  Reserve  meeting:  Sept.  29. 1998 
Current  rate  5.5%    Last  action:  Mar.  27,1997  +25  basis  points 

Likelihood  of  shift  in  interest  rates  in  the  next  90  days  by  the  Federal  Reserve 


rO 


Very  likely 


Possibility  of  decrease  or  increase 


Very  unlikely 


Estimates  are  contributed  by  leading  economists,  who! 
surveyed  biweekly  by  Bridge  Information  Systems  1 
Forbes  magazine.  Consensus  forecasts  as  of  8/31/98.  I 


Are  Americans  saving  too  littlj 
Measured  by  the  traditional  yar ! 
stick — personal  savings — the  ans\ 
is  yes.  The  Department  of  Cor 
merce  reports  that  personal  savini 
fell   to   only   0.8%   of  disposabj 
income  in  July.  But  Harvinder  Kail 
rai,  an  economist  with  idea  Groul 
in  New  York,  argues  that  a  broad  | 
measure  of  savings,  called  nation! 
savings,  shows  ample  fuel  for  sui] 
taining  the  economic  expansior] 
National  savings  include  goverr 
ment  savings — budget  surpluses  cl 
deficits — as  well  as  corporate  savl 
ings,  in  the  form  of  retained  earrl 
ings.  National  savings  now  equal1 
25%  of  gross  domestic  product 
versus  19%  in  1993. 


SPECIAL  FOCUS 


SU.S.  per  SC 
0.77 


The  U.S.  dollar/yen  relationship  gets 
more  attention,  but  Canada's  dollar 
carries  more  weight  in  the  Dallas 
Federal  Reserve's  trade-weighted 
dollar  index.  A  dollar  now  buys  1.56 
Canadian  dollars,  10%  more  than  it 
did  at  the  start  of  1998. 


1967=100)   Current:  299.2t  Previous:  298.8t 


Change 
-0.4% 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  eight  equally  weighted 
elements:  the  cost  of  services  relative  to  all 
consumer  prices,  the  level  of  new  orders  for 
durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new 
housing  starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail  sales 
and  total  consumer  installment  credit. 


Our  Web  site,  www.forbes.com,  has  daily 
updates  on  economic  estimates  and  detailed 
information  of  Forbes  Index  components. 


*  Twelve  months.  'Autos,  light  and  heavy  trucks  including  imports.  Total  single  and  multiple  family,  seasonally  adjusted  'Excluding  auto  sales,  annualized  and  seasonally  adjusted. 
'Total  goods  and  services,  annualized  and  seasonally  adjusted  'Percent  of  civilian  laboi  orce    Quarter-to-quarter  percent  change,  annualized.  Source:  Bridge  Information  Systems  Inc. 
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If  you  think  America's  future  rides  on  the  information 
superhighway,  try  sending  a  million  tons  of  steel  on  it. 


^r^^^k    A  computer  line  is  great  for  sending  information. 
*  .   *"|j2J        i      But  to  move  thousands  of  commodities  for 

^^-Zml^r    f  America's  industries,  you're  going  to  need 
something  slightly  larger.  Fortunately,  this  remarkable  feat  is 
performed  each  and  every  day  by  Norfolk  Southern.  Carrying  steel 
for  automobiles,  coal  for  electricity  and  grain  for  food.  All  along  a 
rail  network  that  connects  our  customers  to  the  marketplaces  of 
the  world.  In  fact,  it's  a  system  that  runs  so  efficiently,  it  almost 
goes  unnoticed.  Which  is  why  if  you'd  like  to  know  more  about 
Norfolk  Southern,  we  recommend  a  visit  to  our  web  site  at  the 
address  below.  After  all,  the  Internet    I  JBL-JIgg  ^";, 

is  good  for  some  things.  The  Thoroughbred  of  Transportation. 


Web  site:  www.nscorp.com  National  Customer  Service  Center:  l-800-NFLK-SOU  (635-5768).  Annual  report  requests:  1-800-531-6757. 
©  1998  Norfolk  Southern  Corporation.  Three  Commercial  Place,  Norfolk,  VA  23510. 


DVD  player 


OVte  Of  Imta  Xti 
Ti  * 
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to  remote  contro/ 


64"  HDTV 


DVX8000  multimedia  home  theater 
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THE  MARKETS 
ARMAGEDDON 


The  stock  market  remains  distinctly 
overvalued  by  Jeremy  Siegel's 
extremely  long-range  measurement. 

Now  what? 


By  the  Editors  of  Forbes 

Our  answer  to  the  question 
posed  on  the  cover — and  that  preys 
on  many  investors'  minds — is  this: 
No,  the  late-summer  crash  is  not 
Armageddon.  Not  in  the  sense  that 
it's  a  1929-like  prelude  to  a  world 
depression.  But  neither  do  we  think 
it  is  a  likely  replay  of  October  1987, 
when  a  similar  sharp  collapse  fol- 
lowing on  weeks  of  soggy  markets 
was  the  prelude  to  a  mighty  bull 
market  that  rose  almost  straight  up 
from  the  bottom. 

To  put  the  1998  summer  crash 
into  a  long-range  perspective,  we 
called  on  Wharton  professor  Jeremy 
J.  Siegel  and  asked  him  to  update  his 
two-century  real-total-return  chart. 

The  original  appeared  in  the 
recendy  published  second  edition  of 
Siegel's  classic  text  Stocks  for  the 
Long  Run  (McGraw-Hill,  $30).  It's 
a  broad  measure  of  all  stocks,  not 
just  the  handful  that  make  up  the 
major  indexes.  It  reinvests  divi- 
dends. And  it  adjusts  for  inflation. 

Look  at  the  big  picture,  as  updat- 
ed by  Siegel  to  include  the  turbulence 
of  1998.  Overlook  the  year-to-year 
blips  and  you  see  a  trend  line  that  dis- 
plays a  remarkably  stable  long-term 
total  return  on  equities — 6.8%  a  year, 
over  and  above  inflation. 


In  the  early  1970s  there  began 
one  of  those  fairly  long  stretches  in 
which  stock  market  returns  fall 
below  the  200-year  trend  line.  With 
the  1980s  and  the  taming  of  infla- 
tion, returns  perked  up,  but  in 
1987  were  still  below  trend.  The 
crash  that  October  carried  the 
market  even  further  out  of  whack. 

Thus,  after  the  1987  crash  the 
stock  market  had  a  lot  of  catching 
up  to  do.  It  also  had  immensely 
favorable  conditions  for  doing  so. 
Inflation  dwindled  close  to  the  van- 
ishing point,  interest  rates  kept 
falling  and  corporate  earnings  kept 
going  straight  up.  Along  the  way 
the  Soviet  Union  crumbled,  leaving 
the  U.S.  the  sole  superpower. 

And  catch  up  the  market  did, 
swinging  like  a  pendulum  above  the 
trend  line.  Even  after  the  August 
crash  it  remains  above  the  trend 
line.  That  doesn't  mean  it  couldn't 
turn  around  and  go  even  further 
above  it — as  it  has  for  long  periods. 


It  does  mean  that  unlike  in  19£ 
the  market  has  no  catching  up  I 
do.  The  odds  aren't  stacked 
heavily  in  the  stock  owner's  favor  j 
they  were  when  the  market  beg  j 
its  relentless  advance  from  a  19<v 
low  of  well  below  2000  on  t> 
Dow.  That  advance  carried  || 
market  above  Siegel's  trend  line  f  | 
the  first  time  in  nearly  30  years. 

Siegel's  numbers  show  that  at  tli 
beginning  of  September,  even 
a  nearly  20%  drop  in  the  Dow,  tli! 
stock  market  was  30%  above  i 
long-term  trend.  Which  means  th'' 
the  market  could  drop  a  lot  furtb 
and  still  be  in  line  with  very  lonj 
term  trends. 

Alternatively,  the  market  coul 
correct  the  overvaluation  by  goin 
nowhere   for  four  or  five  year: 
Either  way,  buying  on  dips — s ! 
profitable  a  tactic  in  the  1990s- i 
could  get  you  badly  whipsawed  i  | 
the  next  few  years. 

Wharton's  Siegel  himself  tendl 
toward  the  darker  interpretation!] 
"It's  the  big  break,"  he  says,  citinj 
evidence  of  worldwide  economi 


$1  invested  in  the  stock  market  in  1801 
compounds  to  $561,264  (inflation-adjusted) 


= 


1801 


1810 


1820 


183 


1840 


1850 


1860 
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1890 


Research:  Edwin  S.  Rubenstein,  research  director,  Hudson  Instituti  iwinrflhii. hudson.org 
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owdown.  "It's  an  overvalued 
larket  with  no  momentum." 
On  page  52  we  point  out  a  major 
erence  between  late  summer 
998  and  early  autumn  1987: 
ereas  the  inflation  fears  of  1987 
urned  out  to  be  unfounded,  the 
eflation  danger  in  1998  is  very  real. 
End  of  the  bull  market?  Or 
tuving  opportunity?  You  will  find 
x>th  views  expressed  by  the  experts 
n  this  issue  (see  David  Dreman,  p. 
281,  and  Laszlo  Birinyi,  p.  279). 
ut  given  that  we've  come  off  16 
years  of  rising  markets — one  of  the 
-  longest  and  steepest  bull  showings 
on  record — the  editors  of  Forbes 
lean  to  the  cautious  view:  Bull  mar- 
kets don't  last  forever,  not  even  in 
iry  tales.  M 


$100,000 


In  1801  dollars 

(ratio  scale) 
$1,000,000 


$561,264 


Stock  market- 
cumulative  total  return: 
capital  gains  plus  dividends 

(inflation-adjusted) 


100,000 


10,000 


1,000 


$945 


Corporate  and  Treasury  bonds- 
cumulative  total  return 

inflation-adjusted) 

100 


10 


Gold— per  ounce 

inflation-adjusted) 


'85       '87       '89       '91       '93       '95 


0  1920  1930  1940  1950 

"Through  Aug.  31. 


780 


1960     1970     1980     1990    1998* 

Source:  Professor  Jeremy  J.  Siegel,  Stocks  for  the  Long  Run.  Updated  data  provided  by  author 
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THE  MARKETS 
ARMAGEDDON 


Deflation  is  good  for  bond  prices,  but  not 
necessarily  for  stock  prices. 


The  "D"  word 


By  Robert  Lenzner  and  Carrie  Coolidge 


Interest  rates  have  been  falling    July  was  only  1.06%  higher  than  it 
pretty  steadily  since  the  early  1980s — \  was  a  year  ago 
except  for  two  spikes  in  the  early 
1990s — leaving  some  people  won 


dering:  How  much  further  can  they 
fall?  A  lot  more,  according  to  father- 
son  economist  team  S  Jay 
Levy  and  David  Levy. 

The  Levys  think  the  30- 
year  Treasury  bond,  cur- 
rently around  5.3%,  could 
yield  4%  sometime  in 
1999.  They  think  Treasury 
bills  will  be  yielding  1%. 
Forbes  columnist  Gary 
Shilling,  a  longtime  defla- 
tionist, has  predicted  that 
Treasury  bonds  would  go 
to  3%. 

Sound  ridiculously  low? 
From  the  1930s  through 
the  1950s  long  Treasurys 
yielded  2.5%  and  Treasury 
bills  well  under  1%. 

The  Levys  are  the  edi- 
tors of  the  Levy  Institute 
Forecast  and  resident  econ- 
omists at  the  Jerome  Levy 
Economics  Institute  in 
Annandale- on -Hudson, 
N.Y.  Their  forecasting 
record,  while  not  perfect, 
is  impressive  and  backed 
by  scholarly  studies.  They 
have  been  bullish  on  the 
long  bond  for  a  long  time. 

Although  deflationists 
remain  in  a  minority,  their 
ranks  are  growing.  Here  is 
their  argument,  as  formu- 
lated by  Jay  and  David 
Levy: 

Very  long  run  bonds 
yield  about  4%  net  of  infla- 
tion. The  inflation  rate 
seems  to  have  fallen  below 
2%.  Some  prices  still  rise, 
but  others  are  dropping: 
microprocessors,  sweat- 
shirts, televisions.  The 
Producer  Price  Index  in 


At  a  4%  yield,  bonds  would  be 
returning  3%  above  the  inflation 
rate — historically  a  good  yield. 

Technology  serves  deflation:  Inso- 


More  bang  for  the  buck 

Product 

Price  as  of 
Jan.  1,1998 

Price  as  of 
Aug.  31, 1998 

% 
change 

Coffee/cost  per  pound  (retail) 

$6.12 

$4.90 

-25% 

Corn/cost  per  bushel 

2.60 

1.90 

-27 

Electric  toothbrush 

60.00 

50.00 

-16 

Ford  Taurus 

18,995 

17,995 

-5.3 

Gasoline/cost  per  gallon 

1.20 

1.04 

-16 

Intel  Pentium  II  Processor* 

722.00 

316.00 

-56 

Milk/cost  per  quart 

1.00 

0.73 

-27 

VCR 

208.00 

200.00 

-4 

*333  megahertz. 

From  microprocessors  to  coffee,  prices  are  falling. 


far  as  it  replaces  human  labor  wH 
machines,  it  brings  down  the  cost  I 
manufacturing  things.  It  cuts  dist 
-  bution  and  inventory  costs.  It  evr 
makes  itself  cheaper:  PC  prices  aj 
falling  fast  while  the  machines  g; 
better. 

Globalization  feeds  deflatioil 
Manufacturing  shifts  to  where  labc 
costs  are  lowest.  If  U.S.  retailel 
didn't  import  a  large  portion  <| 
their  garments  from  Asia,  clothin| 
would  cost  more  than  twice  what 
now  costs. 

Thanks  to  these  deflationary  force  I 
the  U.S.  has  avoided  infki 
|  tion  even  with  employ! 
™  ment  at  record  levels  anj 
I  with  wages  rising. 

Says   Charles   Cloughl 
chief  investment  strategisJ 
for  Merrill  Lynch:  "Thf 
price     decline     in     harcl 
goods  will  leak  into  serj 
vices.  We'll  see  a  broac 
explosion  of  discounting.'] 
If  the  Asian  recessiorl 
spreads  to  the  U.S.  anc* 
Europe,  the  pressure  or 
prices    will    mount    anctf 
deflation  will  accelerate. 
The  Levys  put  the  odds 
for  recession  here  by  the 
end  of  next  year  at  75%. 

In  one  sense,  low  inter- 
est   rates    are    good    for' 
stocks.  Crude  oil's  price  is 
down  20%  this  year.  Low] 
interest  rates  translate  nat- 
urally       into        higher 
price/earnings  ratios  for 
stocks.  The  downside  for 
stocks,  however,  is  that 
falling  prices   eventually 
squeeze  profits — so  that 
while  the  "p"  in  p/e  goes 
-  up,  the  "e"  goes  down. 
n       Since  interest  costs  are 
S  the  biggest  single  ingredi- 
S  ent    in    housing    costs, 
?  every    drop    in    interest 
1  rates  is  equivalent  to  a 
c  price    cut    for    housing. 
g  Cheaper    money    might 
encourage  capital  spend- 
ing   and    investment   in 
infrastructure,  but  not  if 
deflationary  forces  contin- 
ue to  drive  product  prices 
lower.  wm 
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Advice  to  my  daughters 


This  is  more 
than  just  a 
technical 
reaction  in  a 
bull  market. 


I  ha\t  tvvo  daughters,  one  on  the  faculty 
of  medicine  at  Johns  Hopkins  and  the 
other  a  lawyer.  Like  most  young  profession- 
als, they  are  too  busy  to  pay  close  attention 
to  their  investments.  In  normal  times,  I  rec- 
ommend to  them  the  following  simple  rule: 
Take  your  age,  transform  it  into  a  percent- 
age and  allocate  that  percent  of  your  port- 
folio into  bonds,  with  the  remainder  in 
stocks.  If  you  are  35,  it's  35%  to  bonds  and 
65%  to  stocks. 

But  these  aren't  normal  times.  For  some 
time  I  have  been  Cassandra-like,  and  my 
column  has  reflected  my  concerns  about  the 
sky-high  valuations  on  Wall  Street  (June  2, 
1997),  emerging  market  risks  (Aug.  1 1, 
1997),  the  Asian  flu  (Nov.  3,  1997)  and  the 
Russian  ruble  (Mar.  9,  1998). 

As  I  was  turning  in  Sunday  evening,  the 
day  before  512  points  were  shaved  off  the 
Dow,  my  daughters  called.  They  were  wor- 
ried about  the  market.  I  advised  them  to 
lighten  up  on  stocks  when  the  market 
opened  on  Monday  and  to  beef  up  their 
positions  in  money  market  hinds  and  short- 
term  U.S.  Treasury  bills. 

Why  that  advice?  Because  I  am  convinced 
that  this  is  more  than  just  a  technical  reac- 
tion in  a  bull  market.  Asian  countries 
account  for  about  29%  of  the  world's 
output,  and — with  the  exception  of  China — 
these  countries  are  in  full-blown  recessions. 

The  bubbles  created  by  easy  credit  have 
burst,  leaving  the  Asian  economies  with 
excess  capacity,  which  will  affect  our  mar- 
kets. If  all  this  isn't  bad  enough,  the  Inter- 
national Monetary  Fund  and  the  U.S.  Trea- 
sury have  made  a  bad  situation  worse  by 
giving  the  Asian  countries  dreadful  advice. 
In  the  Asian  countries,  excluding  Japan,  the 
IMF  imposed  fiscal  austerity  and  managed 
floating  exchange  rates  coupled  with 
extremely  high  interest  rates.  Their  deadly 
cocktail  has  depressed  Asian  demand  even 
further,  creating  even  more  industrial  over- 
capacity there. 

The  Japanese  have  followed  the  IMF's 
flawed  advice,  too.  If  Japan  is  to  serve  as  a 
locomotive  for  Asia,  the  country  should  be 
doing  just  the  opposite  of  what  it  is  doing: 
tightening  fiscal  policy  and  loosening  mon- 
etary policy. 


All  this  further  depresses  commodity 
prices  and  increases  the  U.S.  trade  deficit  as 
this  country  greedily  devours  cheap  imports 
while  our  own  exports  are  curtailed  by  weak 
demand  in  Asia.  The  resulting  pressure  on 
U.S.  profit  margins  will  knock  out  one  of 
the  main  props  of  our  bull  market — steadily 
rising  earnings.  Forbes  columnist  David 
Dreman  will  be  proved  right  once  again: 
The  analysts'  earnings  forecasts  are  wildly 
optimistic  (see  Dreman's  column  of  Jan.  26). 

If  you  want  more,  Russia  has  entered  a 
prerevolutionary  political  phase.  The  cur- 
rent Russian  economy  is  neither  a  commu- 
nist system  nor  a  capitalist  one.  It  is  merely 
a  mutation  of  the  old  communist  system. 
There  are  markets  without  prices  in  Russia. 
Over  50%  of  transactions  in  the  industrial 
sector  take  place  through  barter.  And  Rus- 
sian enterprises  destroy  value.  In  the  indus- 
trial sector  about  40%  of  the  value  of  total 
inputs  used  is  destroyed  in  production. 
Consequently,  if  1,000  rubles  of  inputs  are 
used  to  produce  a  product,  the  value  of  the 
final  product  will  be  worth  only  600  rubles. 

Russia  has  a  system  of  laws,  but  no  rule  of 
law — consider  the  recent  unilateral  Russian 
debt  default.  Russia's  banking  system  does 
not  take  in  deposits  and  make  loans  to  busi- 
nesses. Most  banks  are  just  speculative 
predators. 

Russia  doesn't  much  matter?  It  may  be  a 
small  economy,  but  so  was  Austria  when, 
in  the  1930s,  its  Creditanstalt  failed,  taking 
down  much  of  Europe's  banking  system 
and  making  the  Great  Depression  a  lot 
worse.  I'm  not  predicting  a  worldwide 
bank  failure,  but  when  you  recognize  that 
Japanese  banks  have  118%  of  their  capital 
committed  to  emerging  markets  and  Euro- 
pean banks  79%  (U.S.  banks,  at  34%,  are 
better  off),  you  have  to  worry  about  those 
Russian  defaults. 

Yes,  common  stocks  are  a  great  long-term 
investment,  but  there  are  times  when  you 
want  a  good-sized  hedge.  Right  now — and 
not  just  for  my  daughters — I  would  recom- 
mend a  hefty  dose  of  money  market  funds 
and  Treasury  bills  along  with  the  bonds. 
(For  opinions  from  five  other  Forbes  colum- 
nists— some  bears,  some  bulls — turn  to  pages 
279,  280,  281,  282  and  284.)  *~  *■ 


Steve  H.  Hanke  is  a  professor  of  Applied  Economics  at  The  Johns  Hopkins  University  in  Baltimore. 
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jjiz  mm  JjE]  Though  their  stocks  have  come  down  a  long 
Mil'MHJiliUfll  j   way,  most  of  those  Internet  issues  are  still 
priced  more  on  scarcity  than  on  real  prospects. 


When  the 
music  stops. •• 


By  Rita  Koselka 

"It's  difficult  for  people  to  under- 
stand how  these  Internet  stocks 
trade,"  says  Elly  Engman,  a  sales 
trader  at  San  Francisco-based  Volpe 
Brown  Whelan.  "It  takes  forever  to 
train  them  to  understand  that  by  the 
time  I  complete  the  purchase  the 
price  could  have  moved  up  $10." 

But  it's  not  neophyte  small  in- 
vestors who  vex  Engman.  She  deals 
with  institutions,  which  want  a  lot  of 
stock  and  want  it  fast.  With  many  of 
the  hot  Internet  issues,  the  shares  just 
aren't  there.  These  companies  may 
have  large  market  capitalizations  but 
very  little  float — i.e.,  stock  in  public 
hands.  For  instance,  only  6.5  million 
of  CNET's  16.9  million  shares  out- 
standing are  unrestricted  (available 


for  sale).  On  average,  three-quarters 
of  a  million  trade  daily,  which  means 
that  virtually  the  entire  float  turns 
over  every  two  weeks.  Less  than  a 
third  of  Amazon. corn's  49  million 
shares  outstanding  are  available  for 
trading;  the  entire  float  can  be  turned 
over  within  a  month. 

With  demand  for  these  stocks  so 
high  and  supply  so  limited,  is  it  any 
wonder  that  their  shares  catapulted 
into  the  stratosphere,  giving  Amazon 
at  its  peak  a  market  capitalization 
amounting  to  26  times  its  revenues? 

Then,  if  demand  suddenly  drops 
a  bit,  the  stocks  fall  through  the 
floor.  On  Aug.  31  Amazon  dropped 
22  points.  No  surprise:  Those 
superhigh  prices  had  no  grounding 


Wild  ride  in    fundamental 

Supply  and  but  were  a  pro 

demand,  again.        uct  of  too  mail 

■■■■  buyers  chasing 

limited  supply  \ 
available  stock. 

Take  Yahoo!  It  had  a  $7.5  billic 
market  cap  at  its  peak,  but,  on  ave 
age,  only  6.3  million  of  its  43  mi 
lion  shares  were  traded.  WTien  ever 
one  wants  to  own  a  stock  like  thi* 
price  just  takes  off.  It's  like  anythir 
else  in  economics.  Limit  the  supp. 
artificially  and  you  drive  up  th 
price.  Scarcity  value,  not  utility,  die? 
tates  the  price. 

Says  David  (Tiger)  Williams  cj 
Williams  Trading  L.L.C.  in  New  Yor 
"There's  a  lot  of  very  fast,  sophisticat 
ed  money,  and  some  dudes  with  [ 
computer  hooked  up  to  E*  Trade  fore 
ing  these  stocks  around.  They  buy  a» 
$92  in  the  morning,  planning  to  se, 
at  $94  in  the  afternoon.  It's  a  hell  of 
party,  but  who  knows  where  you'n.' 
going  to  be  when  the  lights  go  on?' 

We  know  now.  In  the  late  Augus 
crash  Excite  was  down  over  40% 
Infoseek  was  down  39%;  even  might 
Yahoo!  was  down  almost  30%.  IrJ 
addition,  the  short-sellers  are  aggra- 
vating  the    situation.    If  they   get; 
squeezed  and  have  trouble  borrowing 
stock  in  those  thin  floats,  they  become , 
urgent  buyers  and  shove  the  price  up.  | 

"The  Internet  stocks  are  the  biggest ! 
battle  of  the  longs  and  shorts,  even 
including  the  biotech  craze,"  saysj 
Williams.    Thinly    traded,    Internet; 
stocks  can  be  easily  manipulated. 

It's  an  old  story,  really,  only  the 
names  are  different.  In  the  late  1960s 
a  slew  of  computer-leasing  companies 
manipulated  small  floats  to  keep  their 
market  valuations  high,  facilitating 
mergers  and  impressing  creditors  and 
customers.  When  these  accounting 
styles  proved  too  aggressive,  their 
house  of  cards  came  down  fast. 

With  Internet  stocks,  it's  not  the 
accounting  that  makes  them  vulnera- 
ble: They  have  no  earnings  anyhow. 
It's  the  concept  itself — that  these 
companies  have  the  keys  to  the  future 
of  commerce — that's  fragile. 

When  demand  exceeds  supply, 
prices  go  up.  That's  fundamental.  But 
in  this  case  the  demand  is  based  more 
on  gambling  fever  than  on  anything  in 
the  real  world.  M 
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1RMAGEDD0N  : 


High-growth  Internet  stocks  were  badly  hurt  in  the 
crash.  Is  this  going  to  crimp  their  ambitious  plans? 


splash  of  cold  water 


•!v  Rita  Koselka,  Josh  McHugh  and  Eric  Nee 


IS  NI<  V  WHILE  IT  LASTED.  Just 

>ver  a  month  ago  Amazon.com  had 

3   i  market  value  )ust  under  $7  billion, 

jiving  it  a  rich  currency  to  use  in 

I  icquisitions,  a  Wall  Street  shine  that 

.   nade  it  all   the  easier  to  borrow 

noney,  and  a  big  appeal  to  option - 

gry  job  seekers.  As  of  Sept.  1, 

•  the  company  was  worth  only  $3.9 

billion. 

Is  the  Web- based  bookseller  going 
ito  have  to  pull  in  its  horns?  Not  just 
;tyet,  since  the  company  raised  $326 
Imillion  in  a  May  bond  offering.  But 
the  many  smaller  Internet  outfits 
riding  on  its  coattails  could  be  in  for 
a  rough  patch. 

"Every  Internet  company  needs  to 

mi 
li 
P 

I 


hit  the  reset  button,"  says  venture 
capitalist  James  Breyer  of  Accel  Part- 
ners. He's  talking  especially  about 
the  little  Internet  companies — the 
newly  public  ones  that  need  to  go 
back  to  Wall  Street  for  more  capital, 
and  the  ones  that  haven't  yet  sold 
their  first  batch  of  public  shares. 
Equity  capital  will  become  harder  to 
get  and  more  expensive. 

"Many  of  these  second-  and  third- 
tier  companies  will  have  a  cash 
crisis,"  predicts  Breyer. 

If  so,  they  will  have  to  scale  back 
their  business  plans.  Options  avail- 
able to  executives  include  slowdown 
in  hirings  and  cutbacks  in  marketing, 
among  others. 


Better  pinch  your  pennies 

Equity  capital  just  got  more  expensive  for  Internet  outfits,  and  companies 
like  these  are  going  to  need  more  of  it. 

Company 


Cash  position 
(Smil) 


Burn  rate  last 
12  months 

(Smil) 


Excite 

ST 

lycos 

Secure  Computing 
Earthlink 


$36 
367 
40 
20 
120 


S98 
59 
92 
7' 
12' 


Stock  price 
52-week  high 

Stock  price 
9/1/98 

$55.50 

$24.00 

21.94 

12.50 

53.63 

26.75 

15.25 

7.25 

46.25 

26.75 

Most  recent  quarter.  Includes  $86  one-time  payment  to  Netscape.  'Cash  neutral  in  last  quarter.  'Burn  rate  of  $1  last  quarter. 


Paying  with  inflated  currency 

Sellers  must  be  disappointed  in  the  value  of  the  shares  they  took  as  payment. 

But  then,  their  own  companies  are  probably  worth  less,  too. 

Acquirer 

Target                         Shares  paid*                 Date 

Value 

Value 

(thou)                   acquisition 

when 

8/31 

announced 

announced 

Amazon.com 

Junglee                           1,600                           8/4 

$176 

$134 

Amazon.com 

PlanetAII                          800                         8/4 

88 

67 

Excite 

Classifieds  2000                 1,780    .                       4/6 

51 

38 

Infoseek 

Quando                            525                        8/11 

17 

9 

Lycos 

WhoWhere?                     4,185                        8/11 

133 

91 

*Adjusted  for  splits. 
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The  downturn  in  Internet  stock 
prices  will  also  hold  up  most  initial 
public  offerings,  at  least  in  the  short 
term.  Once  the  market  has  settled 
down  it  will  again  be  possible  to 
float  stock,  but  the  hurdle  will  be 
much  higher  than  it  had  been.  "You 
used  to  be  able  to  take  your  mistakes 
public,"  says  Howard  Anderson  of 
venture  capital  firm  Battery  Ven- 
tures. "You  can't  do  that  any 
longer." 

Marginal  companies  that  in  the 
past  could  go  public  will  now  be 
faced  with  two  choices:  raise  money 
privately  or  sell  the  company  to 
another    firm.    As    a    result,    says 
Charles  Cory  of  Morgan  Stanley's 
Global  Technology  merg- 
ers      and       acquisitions 
group,  the  pace  of  acqui- 
sitions     is      likely      to 
increase. 

The  stronger  Internet 
companies  will  also  be 
acquisition  targets  for 
larger  firms  put  off  by  the 
lofty  valuations  earlier  in 
the  summer.  Internet 
portal  companies  like 
Excite  and  Infoseek  could 

be  bought  by  large  media 

firms,  and  Internet  service 
providers  like  Mindspring 
and  Earthlink  could  be 
bought  by  large  telecom- 
munication firms. 

Breyer  is  not  crying  in 
his  beer.  "The  mood  at 
Accel  is  a  mixture  of  relief, 
and  a  feeling  that  this  was 
inevitable,"  he  says.  The 
crash  will  force  a  long- 
needed  consolidation  of 
the  industry,  getting  rid  of 
companies  with  weak 
management  or  unrealistic 
business  models,  and 
leaving  firms  that  can 
move  on  to  become  self- 
sustaining.  M 
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Losers 


By  Peter  Brimelow  and  Mark  Hulbert 


Want  to  hedge  your  stock  portfolio  against  a  further  drop 
in  the  market?  The  following  list  of  short-sale  candidates 
is  drawn  from  the  overlap  between  stocks  with  low  rank- 
ings in  two  reputable  services:  Value  Line  Investment 
Survey  and  Atlanta-based  Ned  Davis  Research.  If  a  stock 
appeared  in  both  Value  Line's  Group  Five  category  and 


Davis'  Category  Zero  or  Category  One,  it  made  our  Portf 
lio  One  or  Portfolio  Two,  respectively.  Previous  Forbes 
short  screens  have  worked  pretty  well — but  there  are  nc 
guarantees.  Warning:  Unhedged  "naked"  short  selling  i 
dangerous.  And  short  a  selection  rather  than  one  or  two 
stocks  from  the  lists. 


Ticker 

Company/business 

Sales 
($mil) 

Profits          EPS 
($mil) 

P/E 

Yield 

Market  ■ 
value   li 
(Smil)   1 

recent 

52-week 

high             low 

IdlL-M   1  L  1 

Portfolio  One 

AG            AGCO/farm  machinery 

$3,166 

$159.3 

$2.58 

3 

0.5% 

$8.63 

$522    1 

$34.88 

$8.63 

BTC 

BancTec/computer  software  &  services 

598 

39.6 

1.84 

7 

0.0 

13.38 

28.75 

12.94 

279 
205    1 

BIR 

Birmingham  Steel/steel 

1,131 

7.4 

0.25 

28 

5.8 

6.88 

20.56 

6.88 

LZ 

*Lubrizol/specialty  chemicals 

1,658 

138.7 

2.44 

9 

4.5 

22.88 

46.94 

22.38 

1,276    1 

MAH 

MA  Hanna/specialty  chemicals 

2,304 

60.6 

1.35 

9 

3.6 

12.44 

27.25 

12.25 

619 

MIL 

Millipore/fluid  purification  equip 

748 

80.8 

1.85 

12 

2.0 

21.75 

52.00 

19.94 

954     1 

PIOS 

Pioneer-Standard  Electronics/electronics 

1,685 

30.5 

1.15 

7 

1.6 

7.56 

18.25 

7.31 

235 

ROK 

"Rockwell  International/electrical  equipment 

7,021 

-92.0 

-0.55 

NM 

2.8 

36.25 

61.63 

33.75 

6,931 

SNT 

*Sonat/natural  gas 

4,322 

-147.1 

-1.13 

NM 

4.0 

27.06 

52.19 

27.06 

2,978 

VAR 

Varian  Associates/electronics 

1,463 

94.1 

3.10 

11 

1.2 

34.06 

67.00 

31.56 

1.013 

WIT 

Witco/specialty  chemicals 

2.059 

82.2 

1.44 

15 

5.3 

21.00 

47.63 

20.75 

1,210 

Port 

APA 

folio  Two 

102.9 

1.11 

21 

1.2 

22.88 

45.06 

22.50 

2,256 

Apache/oil  &  gas 

1,062 

AHG 

Apria  Healthcare/medical  services 

1,117 

-298.5 

-5.80 

NM 

0.0 

4.19 

17.94 

4.00 

220 

ADM 

Archer  Daniels  Midland/food  processing 

15,655 

463.5 

0.79 

19 

1.3 

15.00 

23.45 

14.88 

8,986 
1,254 

ARW 

Arrow  Electronics/electronics 

8,110 

139.5 

1.44 

9 

0.0 

13.13 

36.25 

13.13 

BDG 

Bandag/tire  &  rubber 

999 

117.4 

5.15 

6 

3.7 

30.13 

59.75 

29.94 

294 

BA 

*Boeing/aerospace 

49,428 

-886.0 

-0.91 

NM 

1.8 

30.94 

93.50 

30.38 

31,292 

BW 

Brush  Wellman/metals  &  mining 

448 

25.3 

1.58 

9 

3.3 

14.63 

30.00 

14.31 

242 

ELY 

*Callaway  Golf/sporting  goods 

851 

119.4 

1.69 

6 

2.8 

9.88 

36.50 

9.75 

739 

CAG 

ConAgra/food  processing 

23.754 

645.9 

1.41 

18 

2.5 

24.75 

38.75 

22.56 

11,890 

CFI 

Culp/textiles 

447 

16.2 

1.28 

7 

1.6 

8.75 

22.19 

7.94 

114 

DBD 

Diebold/office  equipment  &  supplies 

1,235 

80.5 

1.17 

19 

2.6 

21.88 

55.31 

21.44 

1,508 

ETN 

Eaton/auto  parts 

7,264 

456.0 

6.17 

9 

3.0 
5.9 

58.56 
4.25 

103.38 
9.94 

58.38 
4.25 

4,181 
355 

EY 

Ethyl/specialty  chemicals 

1,000 

64.9 

0.71 

6 

FBR 

First  Brands/household  products 

1,195 

43.0 

1.07 

19 

2.0 

19.94 

28.50 

19.88 

789 

GOU 

Gulf  Canada  Resources/oil  &  gas 

948 

-41.9 

-0.20 

NM 

0.0 

3.00 

9.94 

2.75 

1,047 

HP 

Helmerich  &  Payne/oilfield  services 

609 

100.4 

2.01 

8 

1.7 

16.25 

45.56 

16.13 

817 

ION 

Ionics/environmental 

344 

27.4 

1.69 

15 

0.0 

24.56 

46.00 

23.38 

394 

K 

Kellogg/food  processing 

6,778 

553.7 

1.35 

23 

3.1 

30.50 

50.38 

28.50 

12,416 

MKG 

*Mallinckrodt/medical  supplies 

2,342 

-290.2 

-4.03 

NM 

2.9 

22.88 

40.06 

22.63 

1,674 

MONO 

Robert  Mondavi/alcoholic  beverages 

318 

30.2 

1.95 

11 

0.0 

20.88 

56.75 

20.13 

320 

NA 

Nabisco  Holdings/food  processing 

8,731 

119.0 

0.44 

74 

2.1 

33.06 

54.25 

31.75 

1.699 

NSM 

'National  Semiconductor/semiconductors 

2,537 

-98.6 

-0.61 

NM 

0.0 

9.06 

42.88 

9.06 

1,499 

OEA 

OEA/auto  parts 

241 

5.3 

0.26 

30 

4.3 

7.75 

41.63 

7.75 

160 

OLS 

Olsten/business  services 

4,324 

27.9 

0.35 

17 

2.7 

5.88 

20.38 

5.81 

400 

OS 

Oregon  Steel  Mills/steel 

785 

6.6 

0.25 

37 

5.9 

9.44 

29.75 

9.44 

243 

PD 

"Phelps  Dodge/copper 

3,420 

340.3 

5.78 

8 

4.5 

44.75 

82.38 

43.88 

2,626 

PCL 

Plum  Creek  Timber/forest  products 

718 

61.4 

1.33 

18 

9.3 

24.50 

35.00 

23.44 

1,135 

PPP 

Pogo  Producing/integrated  oil 

262 

12.6 

0.38 

32 

1.0 

12.00 

45.38 

11.94 

451 

SIGI 

Selective  Insurance/property  &  casualty  insurance       792 

68.9 

2.36 

8 

3.1 

17.78 

29.25 

17.44 

525 

SNA 

Snap-on/hand  tools 

1,756 

134.1 

2.22 

12 

3.4 

26.25 

46.44 

26.13 

1,552 

SMI 

Springs  Industries/textiles 

2,240 

54.7 

2.72 

12 

4.0 

33.06 

61.00 

33.06 

390 

SOC 

Sunbeam/appliances 

1,159 

63.6 

0.73 

10 

0.0 

7.50 

53.00 

5.13 

756 

TEK 

Tektronix/precision  instruments 

2,072 

76.6 

1.53 

10 

3.1 

15.50 

48.19 

15.19 

783 

TRA 

Terra  Industries/diversified  chemicals 

2,612 

148.5 

2.00 

2 

4.0 

5.00 

13.94 

4.94 

374 

TKR 

Timken/metal  fabricating 

2.710 

173.2 

2.76 

7 

3.9 

18.25 

41.94 

18.13 

1,138 

nc 

Toro/home  appliances 

1,080 

34.0 

2.68 

8 

2.2 

22.00 

46.31 

21.75 

283 

UPR 

Union  Pacific  Resources/natural  gas 

2.069 

155.3 

0.62 

14 

2.3 

8.56 

27.81 

8.56 

2,150 

WDC 

Western  Digital/computer  peripherals 

3.971 
2.973 

-39.6 

-0.56 

NM 

0.0 

8.13 

50.88 

8.00 

716 

w 

*Westvaco/forest  products 

156.4 

1.54 

14 

4.1 

21.25 

37.50 

21.00 

2,153 

Prices 

as  of  Aug.  31.  'Included  in  previous  short-sale  portfolio,  Forbes  July  27.  NM;  Not  meaningful. 

Sources:  Value  Line  Investment  Survey;  Ned  Davis  Research;  Market  Guide 

via  OneSource  Information  Services. 
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Most  stock  funds  get  slaughtered  in  a  real 
bear  market.  Here  are  some  funds  that  have 


done  relatively  well  in  both  up  and  down  markets. 

Riding  out  the  storm 


By  Steve  Kichen 

Henry  Van  der  Eb  is  one  of  the  few 
fund  managers  making  money  in  this 
market.  From  the  market  peak  on 
July  17,  through  Aug.  31,  when  the 
s&P  500  market  average  crashed 
19.3%,  Van  der  Eb's  Mathers  Fund 
was  up  almost  a  percentage  point. 
Mathers  is  in  very  select  company: 
Lipper  Analytical  Services  reports  that 
only  8  of  3,300  domestic  stock  funds 
show  positive  returns  from  the  stock 
market  peak  through  Aug.  31. 

Don't  be  too  quick  to  count  Van 
der  Eb  as  a  seer  extraordinaire.  For 
most  of  the  1990s  Van  der  Eb  has 
been  wrong  with  his  bearish  stance, 
watching  from  the  sidelines  as  the 
market  zoomed  ahead  and  his  cus- 
tomers went  out  the  door.  As  of  Aug. 
31  Mathers  had  only  $117  million  in 
assets,  down  from  $500  million  in 
the  early  1990s.  But  he  stuck  to  his 
beliefs. 

Van  der  Eb  started  this  year  with 
only  19.7%  in  equities  and  80.3%  of  his 
fund  in  a  6-year  Treasury  note  and 
other  Treasurys.  Through  August  he 
sold  it  all  and  moved  everything  into 
an  11 -month  Treasury  bill. 

What  made  this  long-standing  pes- 
simist turn  even  more  sour  on  stocks? 
Memories  of  a  crash  a  quarter-century 
ago.  Van  der  Eb,  53,  compares  Presi- 
dent Clinton's  embarrassments  with 
Richard  Nixon's.  Between  the  Water- 
Bear  market  standouts 


gate  burglary  and  the  market  bottom 
a  few  months  after  Nixon  resigned,  the 
market  slid  19%.  Also,  says  Van  der  Eb, 
in  the  first  half  of  this  year  the  s&P  500 
was  rising  six  times  faster  than  operat- 
ing earnings. 

And  what  would  put  Mathers  Fund 
back  into  the  market?  "If  we  are  in  a 
mania  the  market  will  collapse  and 
come  apart  in  a  straight  line  until  it 
falls  below  the  point  where  the  mania 
started,"  says  Van  der  Eb,  who  thinks 
the  market  became  frothy  in  the  fall  of 
1994.  He  says  that  even  after  the 
Dow's  Aug.  31  drop  of  513  points, 
the  market  was  selling  at  higher  earn- 
ings and  book-value  multiples  than  it 
did  at  the  peak  in  1929. 

Van  der  Eb  wouldn't  be  surprised  to 
see  the  Dow  lose  another  3,500  to 
4,000  points  over  the  next  six  months, 
or  sooner.  So  he's  sitting  on  the  side- 
lines for  now  but  thinks  that  select 
buying  opportunities  are  likely  to  show 
up  as  the  market  continues  to  slide. 
"Some  quality  stocks  are  already 
cheap,"  says  Van  der  Eb.  "Boeing  is 
$33  a  share  and  this  company  is  not 
going  to  disappear."  But  he  also 
expects  corporate  earnings  to  unwind. 
"Until  we  go  through  this  liquidation 
process,  it  is  hard  to  know  how  to 
value  companies." 

Another  standout  in  this  market  has 
been  the  Clipper  Fund,  which  broke 
even  for  the  first  eight  months  of  1998 


and  is  41%  in  cash  right  now.  Man; 
er  James  Gipson  took  his  lumps  f 
being  out  of  stocks  in  the  later  stag 
.  of  the  bull  market,  but  is  now  feelii 
vindicated. 

Yet  the  smartest  investors  mos 
agree  on  one  thing:  Market  timing  is 
sucker's  game.  People  who  try  gettir, 
in  and  out  almost  always  lose  mone 
The  Mathers  Fund  may  look  goo 
now  for  this  market  timing,  but  h; 
paid  a  heavy  price  for  it. 

So  what  should  the  investor  do  in 
market  that  is  still  high  by  historic 
standards  and  is  becoming  increasing 
ly  volatile?  Forbes  has  always  preache 
that  the  stock  market  is  a  dangerou 
place  and  that  when  it  comes  to  invesi 
ing  in  mutual  funds  investors  shouh 
pay  as  much  attention  to  down  mark 
ratings  as  to  up  market  ratings.  O 
Honor  Roll  of  steady-performin; 
mutual  funds  comes  in  handy  here- 
This  list  is  limited  to  funds  that  post ; 
B  or  better  grade  in  down  markets. 

Sure  enough:  The  12  funds  in  o 
most  recent  Honor  Roll  (Forbes 
Aug.  24)  had  an  average  loss  of  19 
from  July  17  through  Aug.  31,  mea 
surably  milder  than  the  22%  suffere 
by  the  average  stock  fund,  according 
to  Lipper  Analytical  Services. 

The  table  lists  nine  funds  that  have 
grades  of  B  or  better  in  down  markets 
and  fared  better  than  the  average  fund 
during  the  most  recent  summer  crash. 
Although  most  of  these  funds  have 
sacrificed  bull  market  performance  for 
bear  market  safety,  the  Vanguard 
World-U.S.  Growth  Portfolio  and  the 
Clipper  Fund  are  both  rated  B  in  up 
markets,  meaning  that  they  are  better 
than  average  performers  in  both  bear 
and  bull  markets.  In  today's  stock 
market  we'd  take  a  B/B  over  an  A/C 
anytime. 
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Assets 
($mil) 

Annual 
expenses 
per $100 

Telephone 

UP     DOWN 
markets 

since 
7/17/98 

year-to- 
date 

5-year 

F    i     A+           Mathers  Fund 

0.6% 

-3.1% 

0.7% 

$124 

$1.07 

800-962-3863 

F         A+           Merger  Fund 

-5.6 

-3.1 

9.5 

514 

1.36 

800-343-8959 

F    :     A+           Copley  Fund 

-6.1 

-1.3 

7.5 

86 

0.95 

508-674-8459 

F         A+           Gateway  Fund 

-6.2 

-1.0 

8.6 

349 

1.07 

800-354-6339 

DA              T  Rowe  Price  Capital  Appreciation 

-7.2 

-1.4 

12.4 

1,066 

0.64 

800-231-8432 

B         A             Clipper  Fund 

-9.8 

0.2 

18.0 

960 

1.08 

800-776-5033 

F         A+           Lindner  Dividend  Fund— Inv  Shrs 

-10.9 

-6.3 

7.2 

1,625 

0.60 

800-995-7777 

C         A             T  Rowe  Price  Equity  Income 

-13.2 

-6.7 

15.7 

14,174 

0.79 

800-231-8432 

B         B             Vanguard  World-US  Growth  Port 

-19.0 

5.8 

20.0 

9,894 

0.42 

800-662-7447 

Prices  as  of  Aug.  31. 

Source:  Lipper  Analytical  Services. 
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Has  the  crash  convinced  you  that  you  need 
the  diversification  of  bonds  in  your  portfolio? 
ipal  bonds  may  be  a  better  deal  than  Treasurys. 


THE  MARKETS 
■  ARMAGEDDON 


humb  your  nose 
at  the  IRS 


By  Eric  S.  Hardy 

An  economic  slowdown,  if  it  is 

coming,  will  almost  certainly  be 
good  tor  bonds.  If  you  are  in  a  high 
tax  bracket  and  underbonded,  take  a 
look  at  the  sector. 

A  30-year  AAA-rated  general 
obligation  municipal  bond  yields 
4.95% — not  much  below  the  5%  it 
yielded  at  the  beginning  of  the  year. 
For  an  investor  in  the  top  federal 
bracket  (40.8%),  that  kind  of  yield  is 
as  good  as  an  8%-plus  yield  on  a 
Treasury  bond.  But  these  days  a 
Treasury  will  pav  you  only  5.3%. 

But  remember,  there  are  two 
drawbacks  to  munis.  One  is  call  risk. 
If  the  economy  goes  into  a  low- 
interest-rate  recession,  those  5% 
munis  will  be  refinanced  at  4%.  You 
could  have  been  better  off  in  a  non- 
callable  Treasury. 

The  other  risk  is  the  Orange 
County  risk.  What  about  the  possi- 
bility that  your  issuer  goes  bankrupt? 
Owning  an  insured  bond  may  not 
save  you.  If  a  lot  of  munis  go  into 
default  at  the  same  time,  will  the 
insurers  have  the  capital  to  make 
good  on  all  of  them? 


Fed  spread 


'96  '98 

Source:  Bloomberg  Financial  Markets. 

Muni  bond  yields  have  come  down  in  the  past  two 
years,  but  not  as  fast  as  Treasury  yields.  After- 
tax, they  beat  Treasurys  for  high-bracket  buyers. 


This  is  something  that  taxpaying 
New  Yorkers  should  ponder.  Their 
state  and  city  governments  depend 
heavily  on  Wall  Street-related  rev- 
enue, and  even  in  this  boom  the 


state's  debt  is  mounting  fast.  You 
may  get  a  lesser  yield  on  bonds  of 
states  with  sounder  finances,  but  you 
will  be  able  to  sleep  a  lot  better.  If 
you  live  in  a  state  that  levies  an 
income  tax,  you  will  be  tempted  to 
buy  local  bonds,  since  interest  on 
bonds  issued  by  states  and  cities  else- 
where will  be  subject  to  your  state 
income  tax.  But  don't  let  this  be 
your  sole  criterion.  This  is  no  time 
to  trade  safety  for  a  bit  of  extra  after- 
tax income. 

Should  you  own  bonds 
or  own  bond  funds? 
Funds,  at  least  the  ones 
without  sales  loads,  are 
much  more  liquid  and 
should  be  the  investment 
of  choice  for  just  about 
anyone  with  less  than 
$500,000  to  invest. 

The  table  below 
updates  some  of  our 
municipal  Best  Buy  lists  in 
our  Aug.  24  issue.  It 
shows  five  short-  and 
intermediate-term  munic- 
ipal bond  funds,  and  five 
funds  whose  portfolios 
have  long  maturities. 
Expense  ratios  weigh 
heavily  in  our  Best  Buy 
ranking  formula.  Don't 
pay  any  more  in  expenses 
than  you  have  to. 

What  about  tax-exempt 
money  market  funds?  These  yield 
only  2.8%  these  days,  worse  aftertax 
than  what  you  could  get  on  a  Trea- 
sury bill.  Play  it  safe  and  buy  the 
T  bill.  m> 


Best  buys — municipal  bond  funds 

Performance 

UP      DOWN 

Market 

Fund 

SEC 

yield 

Assets 

(Smil) 

Annual 
expenses 
per $100 

Telephone 
number 

year-to- 
date 

3-year* 

5-year* 

SHORT-AND  INTERMEDIATE-TERM  MUNICIPAL  BOND  FUNDS 

D          A 

AIM  Tax-Free  Intermediate  Shares 

3.5% 

5.8% 

5.1% 

4.0% 

$182 

$0.45 

800-347-1919 

D          A 

Bernstein  Diversified  Municipals 

3.2 

5.9 

5.1 

0.0 

1,306 

0.65 

212-756-4097 

F          A+ 

Calvert  Tax-Free  Reserves-Limited 

2.5 

4.1 

4.0 

NA 

488 

0.70 

800-368-2748 

A          D 

Scudder  Managed  Municipal  Bonds 

4.2 

7.9 

6.1 

4.3 

732 

0.64 

800-225-2470 

F          A+ 

Vanguard  Municipal  Bond-Short-Term 

2.8 

4.1 

3.9 

3.8 

1,551 

0.19 

800-835-1510 

LONG-TERM  MUNICIPAL  BOND  FUNDS 

A+        D 

Excelsior  Tax-Exempt-Long  Term 

4.4 

8.8 

7.4 

4.5 

153 

0.74 

800-446-1012 

C          A 

T  Rowe  Price  Tax-Free  High  Yield  . 

4.4 

8.6 

6.7 

4.7 

1,278 

0.72 

800-638-5660 

A+        F 

Safeco  Municipal  Bond 

4.7 

9.0 

6.4 

4.7 

507 

0.51 

800-426-6730 

A          D 

Vanguard  Municipal  Bond-High  Yield 

4.4 

8.2 

6.5 

4.6 

2,518 

0.19 

800-835-1510 

A+        D 

Vanguard  Municipal  Bond-Long-Term 

4.1 

8.3 

6.5 

4.5 

1,392 

0.19 

800-835-1510 

•Annualized.  NA:  Not  available. 

Sources.-  Forbes;  Upper  Analytical  Services. 
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With  their  black  box  startup,  Jim  Barton  and  Michael 
Ramsay  must  feel  a  lot  like  Melville's  Captain  Ahab. 

Interactivity:  the 
Great  White  Whale 

By  Julie  Pitta 


Hundreds  of  digital 
Captain  Ahabs  have  in  vain 
thrown  golden  harpoons  at 
Interactive  television,  yet 
the  whale  has  eluded  them 
all.  Time  Warner's  flop  was 
one  of  the  most  cosriy.  Its 
interactive  experiment  in 
Orlando,  Fla.  is  rumored 
to  have  cost  $150  million 
before  it  was  abandoned. 

The  idea,  however, 
seems  to  make  sense:  Why 
not  let  people  watch  the 
programs  they  want  to 
watch  rather  than  the  pro- 
grams the  network  or  cable 
system  want  to  sell  them? 

The  latest  to  try  its  luck 
at  interactive  television  is 
TiVo  Inc.,  a  year-old  Sun- 
nyvale, Calif.  startup 
founded  by  Silicon  Graph- 
ics Inc.  alums  James 
Barton  and  Michael  MBHI 
Ramsay.  Barton  was 
among  the  Silicon  Graphics  engi- 
neers who  designed  Time  Warner's 
interactive  TV  system.  His  partner, 
Ramsay,  headed  up  the  workstation 
division. 

Barton  figured  that  what  sank  the 
Time  Warner  effort  was  its  cost  and 
complexity.  He  left  Silicon  Graphics 
two  years  ago,  before  Time  Warner 
killed  Orlando.  He  set  about  build- 
ing a  set-top  box  designed  to  deliv- 
er much  of  what  interactive  TV  was 
supposed  to,  but  without  the  over- 
head. Barton  and  Ramsay  started 
TiVo  with  $3  million  in  venture  cap- 
ital. They  raised  another  $4.5  mil- 
lion in  July. 

Instead  of  storing  digitized  pro- 
grams on  giant  centralized  comput- 
er servers  where  subscribers  can 
access  them  at  will,  Barton  proposes 


TiVo  cofounders  Michael  Ramsay  and  James  Barton 

The  lure  of  interactive  TV  entices  yet  another  startup 


to  store  a  limited  variety  of  programs 
on  set-top  boxes.  The  cost  of  stor- 
age has  dropped  enough  so  that 
Barton  figures  it  will  be  possible  to 
store  20  hours  of  TV  programming 
on  a  box  that  will  cost  about  $300. 

How  will  TiVo's  box  know  what 
programs  to  store?  It  will  gather 
information  on  a  family's  viewing 
habits.  Based  on  that  user  profile, 
the  set-top  box  will  select  as  many  as 
20  hours  of  programs. 

Watch  a  lot  of  Seinfeld  reruns? 
TiVo's  set-top  box  is  likely  to  suggest 
a  broadcast  of  the  comedian's  HBO 
special.  Any  unviewed  program  is 
eventually  erased  to  make  room  for 
new  ones 

TiVo's  set-top  box  is  like  a  smart 
VCR  in  the  sense  that  it  can  record 
any  program    But  its  user  interface  is 


far  friendlier  than  that  of  the  notor 
ously  difficult-to-program  vci 
Unlike  TiVo's,  video-on-deman 
services  that  copy  television  prq 
grams  onto  a  centralized  server  mu: 
license  that  content  from  prograr 
creators.  That  can  act  as  an  obstacl 
to  assembling  a  menu  of  shows  c 
movies  popular  with  viewers. 

TiVo  is  negotiating  with  consume| 
electronics  companies  it  hopes  wn 
manufacture  the  boxes — for  a  licens 
ing  fee — and  have  them  ii 
dealers'   hands   by   earl' 
next  year.  It  also  aims  t< 
collect    $10    to    $15 
month  per  viewer  on  thf 
subscriptions.      Anothe 
possible  revenue  stream  i:j 
"addressable  advertising.'  i 
As  the  name  suggests,  thiir' 
would  replace  the  spon-.i 
sorship   advertising   that] 
would  normally  accompa-1' 
ny  the  program  with  spe- 
cialized commercials  tai- 
lored to  the  individual  box 
users'   tastes.   TiVo   alsoj 
hopes  to  exploit  the  inter- 
activity   to    allow    con-! 
sumers  to  buy  advertised 
goods,  with  TiVo  getting 
a  cut. 

And  so  they  still  seek 
the  White  Whale.  Cable 
companies    continue    to 
experiment  with  video-on- 
demand  systems  similar  to 
failed  interactive  TV.  With 
hardware  and  software  prices  having 
dropped  dramatically,  Cablevision 
has  hooked  up  with  Silicon  Valley 
startup  Diva  Systems  Corp.  to  offer 
a  limited  video-on-demand  service. 

"People  came  up  with  all  sorts  of 
reasons  why  interactive  TV  didn't 
work,"  says  Barton.  "The  basic 
reason  is  centralized  planning  does 
not  work.  Why  did  the  economy  col- 
lapse in  Russia?  Because  the  Kremlin 
wasn't  able  to  deliver  what  people 
wanted."  Barton  thinks  his  boxes 
will  give  consumers  what  they  want 
rather  than  what  TV  programmers 
think  they  want. 

Captain  Ahab  went  to  his  death 
chasing  the  Great  White  Whale,  just  as 
many  an  interactivity  experiment  has 
drowned.  But  one  of  these  days  some- 
one's going  to  nail  the  critter.         tM 
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PATEK  PHILIPPE 

GENEVE 


You   never 

ctually  own   a   Patek   Philippe. 


You  merely  take  care  of  it  for  the  next 


eneration.  The  new  men's  Travel  Time  with  dual 


hour  hands.  One  local  time.  The  other,  home.        Begin  your  own  tradition. 

Men's  Travel  Time  ref:  5034.   For  information:   Patek  Philippe,  Dept.  504,  One  Rockefeller  Plaza,  New  York,  New  York  10020.  Tel:  (212)  581  0870.  www.patek.com 


W  hen  the 


grass  is  greener 


on  the  other  side  of  the  fence, 
it  may  be  that  they 


take  better  care  of  it  there. 


Cecil  Selig 


ZURICH 


Going  beyond  business  as  usual.  Providing  you  with  innovative  insural  ^ 


Zurich-American  •  800-382-2150  •  www.zurichamerican.com 
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(financial  protection  and  investment  management.  Globally.  And  locally. 
The  Zurich  Group.  BuildW  n>1ai-;«n«liins.  solution  bv  soIl 


U  S  West  took  a  nasty  strike.  It  wasn't  so  much  over 
money  as  it  was  over  the  principle  of  performance  pay. 

A  gazelle,  not  a  Godzilla 


By  Christopher  Palmeri 

It  took  standing  up  to  a  nasty  two- 
week  strike,  but  Solomon  Trujillo, 
U  S  West  Communications  Group 
president  and  chief  executive,  finally 
got  his  workers  to  accept  a  partial 
tying  of  pay  to  performance.  The 
union  hated  this  idea  even  though  it 
would  mean  extra  money  for  many  of 
its  members. 

For  a  Bell  company  this  was  quite  a 
breakthrough.  Wages  for  most  work- 
ers will  rise  at  the  normal  low- single  - 
digit  rate,  but  customer  service  tech- 
nicians who  opt  to  participate  in  the 
new  plan  can  increase  their  salaries  by 
an  average  20%  by  meeting  perfor- 
mance goals. 

Trujillo,  46,  had  good  reason  to 
fight  for  his  plan:  After  US  West  initi- 
ated a  similar  system  for  its  sales  rep- 
resentatives three  years  ago,  revenues 
per  employee  jumped  47%. 

So  when  the  union  resisted,  Trujil- 
lo insisted  and  went  to  the  barricades 
and  won  at  least  a  partial  victory.  Tru- 
jillo, the  son  of  a  railroad  laborer, 
grew  up  in  Cheyenne,  Wyo.,  where 
one  of  his  first  jobs  was  playing  the 
trumpet  with  his  family's  mariachi 
band.  He  put  himself  through  the 
University  of  Wyoming,  and,  after  a 
20-year  career  at  US  West,  became 
chief  executive  at  age  43. 

"I'm  a  fighter,"  Trujillo  says.  The 
union  would  have  to  agree. 

The  company  that  Trujillo  took 
over  was  in  the  worst  shape  of  the 
Baby  Bells.  US  West  had  a  history  of 
bad  service.  Previous  management 
milked  the  core  telephone  business, 
which  provides  service  to  25  million 
customers  in  14  western  and  mid- 
western  states,  in  favor  of  investments 
in  cable  television  systems  in  Atlanta 
and  cellular  telephone  operations  in 
Moscow.  US  West's  cellular  phone 
interests  and  cable  television  business 
were  separated  and  later  either  spun 
off  to  shareholders  or  sold.  That  left 


US  West  Chief  Executive  Sol  Trujillo  (above);  striking  workers 

For  Trujillo,  picket  lines  and  data  lines  are  both  about  competition. 
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Vim  arc  not  paranoid.  You  know  machines  arc  out  to  get  you. 

Do  not  fear— you  are  not  alone.  Danka  is  here  to  help  put  your 
worried  mind  at  ease. 

Danka  supplies  the  latest  office  automation  technology  from 
Kodak,  Hewlett-Packard,  Toshiba,  <  lanon,  Minolta, '  ImniFax  and 
more.  We  know  technology  inside -out.  More  importantly,  we  bring 
humanity  to  technology,  taking  the  time  to  understand  our  clients' 
needs,  wants  and  goals  for  office  automation.  Then  we  make  it 
happen.  Without  pain.  Without  fear. 

SLaital  mcu)i  fonplt,  {Hont.it.) 

Danka  can  show  you  ways  to  produce  documents  better,  faster 


and  cheaper  with  exceptional  digital  equipment,  software  and 
network  resources. 

( )ur  problem-solving  approach  begins  with  an  in-depth  analysis  of 
your  operations.  Then,  our  network  system  specialists  will  design  an 
open  architecture  network  that  brings  the  digital  age  to  your  desktops. 
And  when  people  feel  more  comfortable  with  technology,  something 
amazing  happens:  your  business  runs  more  efficiently,  productively 
and  cost -effectively. 

And  our  army  of  responsive,  knowledgeable  and  friendly  Danka 
tech  people  are  the  best  support  group  you  could  ever  want. 

Fear  not.  Danka  is  here  for  you.  Call  1-800-OK-DANK.A.  ■ 
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Trujillo  what  was  perceived  to  be  the 
slowest-growing  part  of  the  busi- 
ness— basic  telephone  lines. 

Trujillo's  plan  is  to  turbocharge 
those  lines  with  a  technology  called 
digital  subscriber  lines,  or  DSL.  This 
involves  installing  high-speed 
modems  on  either  side  of  a  tradition- 
al copper  line,  delivering  data  up  to 
250  times  faster  than  the  traditional 
2 8. 8 -kilobit  modems  currently  avail- 
able. Price:  $60  per  month,  including 
Internet  access. 

US  West  won't  release  subscriber 
levels  until  the  end  of  the  third  quar- 
ter, but  the  company  said  it  reached 
the  limit  of  its  initial  order  capacity  in 
just  the  first  30  days  of  offering  DSL 
service  in  many  of  its  markets.  The 
product  has  technological  hurdles  to 
overcome.  Distance  from  the  central 
office  and  configuration  of  the  lines 
mean  that  as  few  as  30%  of  the  people 
in  US  West's  40  markets  can  receive 
the  service.  Trujillo  insists  the  compa- 
ny will  work  out  the  kinks.  He  says 
US  West  will  be  offering  high-speed 
access  to  75%  of  its  customers  by  the 
end  of  next  year.  Presumably  the 
installation  technicians,  spurred  by 
their  incentive  bonuses,  will  get  the 
lines  in  on  record  time. 

US  West  is  also  one  of  the  more 
aggressive  of  the  Baby  Bells  in  offering 
faster  data  services  to  businesses.  The 
company  has  partnered  with  Qwest 
Communications  International  and 
Williams  Cos.  to  send  data  over  a 
national  network.  US  West  is  also  a  large 
national  provider  of  high-speed  frame 
relay  service,  which  can  send  packets  of 
information  out  much  faster  than  such 
other  high-speed  lines  as  ISDN. 

All  this  is  expensive  stuff.  Burdened 
by  the  cost  of  installing  the  new  ser- 
vices, the  company's  earnings  are 
expected  to  rise  only  6%  this  year,  to 
$1.5  billion,  or  $3.02  a  share.  That 
compares  with  a  12%  estimated  earn- 
ings increase  for  the  Baby  Bells  as  a 
whole  and  an  18%  increase  for  SBC 
Communications,  US  West's  rival  to 
the  South. 

"We  are  in  a  competitive  environ- 
ment," Trujillo  says,  explaining  his 
refusal  to  cave  in  even  at  the  cost  of  a 
strike.  "I  want  to  create  an  opportu- 
nity for  people  who  move  quickly  to 
make  more  money."  Says  he:  "I  want 
to  be  a  gazelle,  not  a  Godzilla."     ■■ 


A  Texas  tale  of  well-connected  law  firms,  an 
attorney  general  and  the  world's  biggest  legal  fee. 

Seed  money 


By  Daniel  Fisher 


Texas  Attorney  General  Daniel  Morales 
Fighting  to  protect  a  $2.3  billion  legal  fee. 


Fat  trial-lawyer  fees  are  nothing 
new,  but  a  recent  $15.3  billion  tobac- 
co settlement  in  Texas  could  generate 
the  biggest  legal  fee  in  history:  $2.3 
billion  to  five  Texas  firms. 

How  that  fee  came  about  is  some- 
thing of  a  mystery,  as  well  as  the  sub- 
ject of  claims  made  by  seven  state  leg- 
islators in  an  attempt  to  intervene  in 
the  case. 

If  this  were  a  road  being  repavcd 
or  a  school  being  built,  the  legislature 
would  vote  on  whether  to  spend  the 
money  and  the  public  would  witness 


the  awarding  of  coil 
tracts  via  sealed  bidl 
Nothing  of  the  kind  I 
happening  with  th| 
$2.3  billion.  The  fiv 
firms  (see  box,  p.  69\ 
were  all  handpickef 
three    years   ago   bl 
Texas  Attorney  Genji 
eral  Daniel  Morales, 
Democrat  wh<j 

received  large  cami 
paign  contribution! 
from  two  of  them. 

A  sworn  statemenj 
by   Houston   super] 
lawyer  Joseph  Jamail 
suggests    that    then! 
might     have      been 
more  than  mere  cam- 
paign   contributions! 
behind  the  selectionl 
process.  In  the  affi-j 
davit,  filed  in  May  in 
connection  with  the 
legislators'      action, 
Jamail    says   he   was 
contacted  by  Morales 
"in  August  or  Sep- 
tember     1995"  and 
was  asked  to  become 
involved  in  the  litiga- 
tion. The  statement 
says  Jamail  met  twice 
in  his  own  office  with 
Morales  and  a  third  time  in  the  attor- 
ney general's  office  in  Austin.  During 
that  third  meeting,  according  to  the 
affidavit,  Morales  imposed  "certain 
terms  and  conditions"  on  the  reten- 
tion  arrangement   believed   to   be 
"legally  questionable  and  suspect."  At 
that  point,  the  affidavit  says,  Jamail 
walked  out. 

Jamail  declined  to  tell  Forbes  what 
he  thought  was  so  fishy.  But  a  motion 
filed  in  federal  court  by  lawyers  for 
the  legislators  suggests  one  possible 
explanation:  The  motion  cites  other 
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advanced  four-wheel-drive  system  that  instantly  adjusts  to  changing  terrain  all  over  the  world,   fush 

the  button  once  and  it  runs  efficiently  in  two-wheel  drive,  while  its  hi-mode  four-wheel  drive  lurks 

on  standby  until  the  moment  you  need  it,  automatically  springing  into  action  to  help  keep  you  out  of  trouble. 

Unfortunately,  you  only  have  57  million  square  miles  to  try  it  out.   (_^hevy    |  ahoe. 


documents  concerning  a  fund  set  up 
to  cover  the  expenses  of  prosecuting 
the  civil  case  against  the  cigarette 
makers. 

The  state's  outside  lawyers  confirm 
that  Morales  asked  them  to  con- 
tribute $1  million  or  more  each.  The 
money  went  into  a  fund  managed  by 
Beaumont,  Tex.  attorney  Walter 
Umphrey — who  gave  Morales 
$40,000  in  campaign  contributions 
in  1995,  a  nonelection  year. 

Eventually  more  than  $10  million 
was    raised.     "We 
basically  said,  'Here      Lawyer 
is  our  seed  money,'     Joseph  Jamail 
but    nobody    ever     "Legally  ques- 
had  to  put  up  cash     tionable  and 
with    anybody    in     suspect"  deal? 
the  attorney  gener-     ^HHi 
al's    office,"    says 
Houston  lawyer  Richard  Laminack. 

So  where  did  the  $10  million  go? 
The  tobacco  suit  law  firms  say  the 
money  all  went  toward  litigation 
costs— document  production,  travel, 
paralegal  costs  and  so  on.  But  there's 
very  little  public  documentation  sup- 


0  a  panel  of 


porting  that.  This,  despite  a  contract 
signed  by  Morales  and  the  outside 
lawyers  that  requires  monthly 
expense  reports.  The  two  sides  dis- 
pensed with  that  formality  after  a 
mere  12  months. 

Judges  frequently  examine  time 


sheets  and  other  records  before 
approving  legal  fees  in  such  big  casesl 
But  in  this  case,  Texarkana,  Tex. 
based  federal  judge  David  Folsom,  ;| 
Clinton  appointee,  didn't  do  that.  He 
didn't  ask  to  see  any  documentatior I 
and  passed  on  the  fee  arrangement! 
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Florida  businesses  aren't  just  looking  to  the  future.  They're 
creating  it.  Florida's  high-tech  innovation  began  with  the 
laser,  invented  here  some  30  years  ago.  And  our  state  now 
ranks  #2  among  the  nation's  fastest-growing  locations  for 


high-tech  businesses,  according  to  Business  Facilities  magazint 
That's  because  Florida  has  what  high-tech  companies  need 
the  best  and  brightest  talent.  Our  industry  attracts  them,  an 
our  active  lifestyle,  which  includes  more  golf  courses  tha 
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to  a  panel  of  three  arbitrators 

sen  by  the  lawyers  and  the  tobac- 

industry. 
jThe  legislators'  action,  meanwhile, 
lis  settled  July  24  without  any  alter- 
jion  in  the  lucrative  percentage  fee 
bal  between  the  state  and  the  five 
kv  firms.  The  SI 5.3  billion,  which 
iburses  the  state  for  the  cost  of 
>lying  medical  services  to  indigent 
lokers,  is  supposed  to  be  paid  out 

the  cigarette  companies  over  the 
;xt  25  years.  The  S2.3  billion  would 

to  the  law  firms  over  the  same 
Eriod  unless  the  arbitrators  award 
lem  less. 


ie  Texas  five 


A  Morales  spokesman  and  the 
outside  lawyers  dismiss  Jamail's  dark 
hints  of  hanky-panky  as  sour  grapes. 
After  all,  they  say,  he  missed  out  on  a 
piece  of  the  action.  "Obviously  Mr. 
Jamail  has  a  burr  under  his  saddle," 
says  Ronald  Dusek,  speaking  for 
Morales. 

Jamail  has  offered  to  air  his  suspi- 
cions more  fully  under  oath.  But  that 
won't  happen  anytime  soon,  because 
Morales  made  it  a  condition  of  the 
July  24  settlement  that  Jamail's  depo- 
sition— or  any  others — wouldn't  be 
taken.  Dusek  says  it's  now  a  dead 
issue  and  that  there's  no  reason  to 


[•Nix  Law  Firm;  Daingerfield.  Personal-injury  lawyers,  best  known  for 
lg-running  "toxic  AIDS"  case. 

O'Quinn  &  Laminack,  P.C.;  Houston.  Best  known  for  breast  implant 
igation  and  flamboyant  partner  John  O'Quinn. 
*TOVOSt  &  L'mphrev  Law  Firm,  LLP;  Beaumont.  Asbestos  litigators. 
iReaud,  Morgan  &:  Quinn;  Beaumont.  Asbestos  litigators. 
I  Williams  Bailey  Law  Firm,  LLP;  Houston.  Personal-injury  practice.  -DJF.    H 


hear  any  more  from  Jamail. 

So  where  is  Morales  going  from 
here?  After  graduating  from  Harvard 
Law  School  in  1981,  he  has  spent 
almost  all  his  career  serving  the  public 
in  low-paying  jobs  as  a  legislator  and 
lawyer.  But  now  he  plans  to  cash  in. 
Last  December  the  attorney  general 
startled  voters  by  announcing  he 
will  leave  office  in  January  1999, 
abandoning  a  promising  career  in 
Democratic  politics  for  an  as-yet-un- 
disclosed investment  banking  job. 
Morales  is  clearly  anticipating  earning 
a  whole  lot  more  than  the  $92,000 
he  makes  as  a  public  servant:  In 
March  he  bought  a  $775,000  house 
in  an  expensive  neighborhood  west  of 
Austin. 

More  facts  in  this  intriguing  case 
may  emerge  if  Republican  candidate 
John  Cornyn  is  elected  to  succeed 
Morales  in  November.  "On  the 
basis  of  Joe  Jamail's  allegations 
alone,  there  may  be  some  basis  for 
an  investigation,"  Cornyn  says. 
"There  are  just  a  lot  of  unanswered 
questions."  ■■ 


?any  other  state,  makes  them  stay  to  play.  That's  why  Florida  is  a  bright 
spot  for  21st  century  technology,  and  for  the  companies  and  people  that 
make  this  technology  happen.  To  put  Florida's  advantages  to  work  for 
you, call  Enterprise  Florida  at  407-316- 4600.  www.flondabusiness.com 


After  Yeltsin  falls,  Russia  should  be  a  good  place  to  invest.  Here's  why. 

Fixing  Russia 


By  Vladimir  Kvint 


In  HIS  SPEECH  announcing  his  nomi- 
nation of  Viktor  Chernomyrdin  as 
prime  minister,  President  Boris 
Yeltsin  stated  that  no  one  could  have 
expected  the  Russian  financial  crisis. 
Soldiers  and  workers  aren't  getting 
paid,  export  earnings  end  up  in  Swiss 
bank  accounts  and  no  one  could  have 
foreseen  a  crisis?  The  man  is  clueless. 
The  crisis  cannot  be  ended  by  imp 
loans  or  half-hearted  reforms.  It  can 
end  only  when  the  crooked  privatiza- 
tions of  the  early  1990s  are  reversed, 
some  controls  reestablished  and  the 
crooks  who  stole  the  proceeds  from 
Russia's  exports  forced  to  disgorge 
their  foreign  bank  accounts.  This 
Yeltsin  cannot  do:  He  is  the  creature 


of  the  kleptocrats. 

When  Yeltsin  falls — whether  via 
resignation  or  by  a  coup  d'etat — his 
successor  will  have  to  do  things  that 
may  be  seen  abroad  as  a  backsliding 
to  communism,  but  that  will  be  a 
misconception.  I  do  believe  that 
money  honestly  invested  in  shares 
and  physical  assets  from  abroad  and 
by  ordinary  investors  at  home  will 
not  be  confiscated.  To  attract  foreign 
investors  back  into  the  economy  and 
to  persuade  ordinary  Russians  to 
invest  their  savings,  both  groups  will 
have  to  be  made  whole — although 
foreigners  who  bought  those  now- 
frozen  government  bonds  (GKOs),  are 
going  to  be  stuck  holding  the  paper 


for  a  long  time.  Voiding  the  crook 
privatizations  and  doing  it  again  he 
estly  and  openly  could  bring  in  mc 
foreign  exchange  than  all  the  mon: 
that  the  IMF  could  ever  lay  its  han 
on.  Some  of  that  foreign  exchanj 
would  come  right  out  from  und 
Russian  mattresses. 

I    think,   therefore,   that   sour, 
investments  made  now  in  Russia  w 
pay  off:  in  telecoms — but  not  in  ma,i 
media — in  oil  exploration,  public  utrt>" 
ities  in  some  regions,  transportatioi 
high-tech  and  software  companic 
the  construction  industry  and  a  fir 
reliable  banks. 

But  know  what  you  are  buyingjl 
There  is  a  big  difference  between* 
companies  run  by  Western-style  man 
agement  and  publicly  traded  in  thi 
U.S.  and  those  that  are  run  by  th< 
old-style     bureaucrats     and     thei 
kleptocratic  masters.  Which  mean 
that  companies  controlled  by  Russia': 
new  magnates  should  be  avoided  (set 
"The  last  days  of  Yeltsin,"  Sept.  7) 
These  companies  are  likely  to  bt 
renationalized  and  ultimately  resold 
perhaps  in  part  to  foreign  interests,  in 
open  tenders  organized  by  foreign 
and  domestic  accounting,  law  and 
investment  banking  firms. 

On  the  other  hand,  several  of  the 
mutual  funds  managed  by  foreign 
firms,  such  as  the  Templeton  Russia 
fund,  could  be  promising  investments 
once  Yeltsin  is  out  of  the  way  and 
Russia  starts  afresh.  With  their  prices 
down  87%  and  more,  there  are  certain 

Discipline  in  the  Russian 
army  hasn't  been  at  such  a 
low  level  since  the  last 
days  of  the  czar. 
What's  to  stop  soldiers 
from  selling  nuclear 
and  biological  weapons? 
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Recruitment  Outsourcing  Is  What  We  Do. 
■    Simply  Outstanding  Is  How  It's  Done. 
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You're  concentrating  on 
your  core  competencies. 
So  you  need  a  partner 
who  can  take  away 
staffing  headaches  and 
take  responsibility  while 
you're  doing  what  you 
do  best.  That's  where 
Management  Recruiters 
International  comes  in. 


We're  your  search  and 
recruitment  outsourcing 
partner. 

We'll  put  together  a 
team  of  professionals 
with  the  resources  at 
their  fingertips  to  staff 
your  business  with  quali- 
fied, take-charge  people. 
You'll  decide  how  to 


market  your  product. 
We'll  find  the  sales  talent 
to  implement  the  plan. 
You've  got  a  successful 
production  process. 
We'll  develop  the  systems 
to  staff  it.  You  have  the 
latest  technology.  We 
know  the  people  who 
can  put  it  to  work  for 


you.  Whether  it's  a  team 
of  professionals  or  a  single 
key  manager,  MRI  can 
assemble  the  resources 
to  get  the  job  done  right. 
For  more  information, 
call  800-875-4000 
or  visit  our  website  at 
www.mrinet.com. 
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Management 
Recruiters8 
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to  be  bargains  among  Russian  stocks. 

We  had  all  better  hope  that  the 
change  comes  quickly.  For  many 
vears,  when  Westerners  asked  me 
about  the  control  of  nuclear  weapons 
in  Russia  I  laughed,  because  these 
weapons  were  always  in  strong  hands: 
Brezhnev,  Gorbachev,  Yeltsin.  These 
guvs  would  never  use  nuclear 
weapons.  They  loved  life  and  the 
privileges  their  rank  brought  them. 
They  had  no  death  wish. 

It  is  different,  though,  with  military 
men  who  have  not  been  paid  and 
whose  families  have  no  money  for 
decent  food.  Discipline  in  the  Russian 
army  hasn't  been  at  such  a  low  level 
since  the  last  days  of  the  czar.  Soldiers 
have  been  selling  guns  and  tanks  and 
aircraft.  What's  to  stop  them  from  sell- 
ing nuclear  and  biological  weapons? 
Terrorists  do  not  need  to  buy  a 
nuclear  bomb  as  a  whole;  they  can  buy 
them  in  pieces  from  different  places. 
Chechen  guerrillas  have  already 
threatened  Russian  leaders  with  word 
that  they  possess  biological  weapons. 

Americans  worry  about  the  possi- 
ble coming  to  power  in  Russia  of  a 
nationalistic  dictatorship  that  might 
turn  aggressive  to  make  the  Russian 
people  forget  their  troubles.  Not  to 
worry.  Even  a  military  dictatorship 
would  have  an  enemy  close  at  hand: 
the  pseudocapitalists  who  hijacked 
the  Russian  economy  and  stole  the 
bread  from  Russian  mouths.  As 
recently  as  1992  these  pseudo- 
capitalists  were  as  poor  as  most  other 
Russians.  They  had  no  capital  and  no 
access  to  it  but  bribed  and  muscled 
their  way  to  wealth  by  methods 
described  in  previous  issues  of  Forbes 
(Dec.  30,  1996  and  Sept.  7).  They 
then  proceeded  to  send  abroad  the 
money  earned  from  Russian  exports, 
leaving  Russian  companies  unable  to 
pay  their  workers.  These  people — 
not  foreign  investors — will  feel  the 
wrath  of  Yeltsin's  successors.  Indeed, 
selling  foreigners  a  stake  in  the  econ- 
omy will  be  seen  as  the  only  real 
hope  of  putting  Russia  on  a  more 
prosperous  path. 

Dr.  Vladimir  Kvmt  is  a  consultant,  and  a  professor 
at  the  Fordham  University  Graduate  School  of 
Business.  Writing  in  Forbes  in  1990,  he  was  one 
of  the  first  people  to  predict  the  imminent  breakup 
of  the  Soviet  Union.  ■■ 


The  Network  Computer  was  supposed  to  break 
Microsoft's  hammerlock  on  the  consumer  market. 
It  scared  Gates  a  bit— but  did  him  no  damage. 

The  un-PC 


By  Julie  Pitta 

Remember  the  Net- 
work Computer,  that 
S500  Web  surfer  that 
was  going  to  grab  the 
mass  market  away 
from  the  PC?  Only  a 
few  people  would 
need  personal  comput- 
ers. The  masses  would 
buy  a  simple  gadget 
and  use  it  to  bring  the 
Internet  to  the  family 
TV  set. 

Three  years  after 
Oracle  chief  Larry  Elli- 
son introduced  the 
concept  amid  much 
fanfare  at  a  computer 
industry  powwow,  the 
NX  looks  ready  for  a 
Smithsonian  exhibi- 
tion on  promising 
technologies  that  went 
nowhere.  Oracle  and  a 
half-dozen  other  out- 
fits spent  roughly  SI 
billion  on  ncs,  includ- 
ing R&D  and  acquisi- 
tions, and  have  little  to 
show  for  it:  Fewer 
than  1  million  were 
sold  in  1997,  as  against  some  80  mil- 
lion PCS. 

What  happened?  For  one  thing, 
PCs  got  cheaper.  Today's  PCs  sell  for 
as  little  as  S900.  "The  PC  became  the 
N(  .,"  Ellison  admits.  "I'll  be  remem- 
bered for  bringing  down  the  price  of 
a  PC,"  he  adds  ruefully. 

That's  only  part  of  it.  The  Nc  was 
as  complex  as  the  PC  but  couldn't  do 
a  fraction  of  the  things  a  PC  could 
do.  Ellison's  and  Sun  Chairman 
McNeafy's  N(  s  were  litde  more  than 
stripped-down  PCs  using  Sun's  Java 
instead  of  Microsoft's  Windows. 

Why  were  smart  guys  like  Ellison 
and  McNealy  so  wrong  about  the 
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NC?  We  suspect  a  bit  of  wishful  think- 
ing. In  their  passion  to  one-up  Bill 
Gates,  they  allowed  the  wish  to 
become  father  to  the  conviction. 

Even  so,  Ellison  and  McNealy  had 
Gates  worried.  In  response,  last  April 
Gates  bought  WebTV,  a  Silicon  Valley 
startup  that  invented  a  computer 
allowing  Web  surfing  on  a  TV.  At  the 
same  time  Microsoft  developed  a 
streamlined  version  of  Windows  for 
so-called  dumb  terminals. 

Gates,  too,  has  gotten  slight  return 
for  his  investment  in  xcs.  WebTV  has 
sold  a  modest  400,000  units,  Oracle 
and  Sun  even  fewer.  Microsoft  still 
rules.  ■■ 
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Wmusiness  Case  for 

Virtual  Private  Network: 


"  VPN  has  the  potential 
of  becoming  the  new 


intranet/ extranet 
combination  without 
all  the  problems  and 
costs  associated  with 
implementing  large 
private  networks  and 
remote  access  servers. " 


Atul  Kapoor 

Managing  Director 

The  Tolly  Group 


Smart  investors  are  always  look- 
ing for  leverage.  And  when  it 
comes  to  data  networking,  that's 
just  what  Virtual  Private  Networks 
offer.  VPNs  let  you  leverage  the 
robust,  shared  communications  infra- 
structure of  the  Internet  to  hook  up 
with  remote  users,  branch  offices  and 
business  partners  worldwide  — without 
paying  the  distance-sensitive  fees  that 
carriers  charge  for  conventional  net- 
work links. 

That's  an  appealing  investment  for 
companies  aggressively  pursuing  digi- 
tally enabled  business  opportunities. 

The  technical  concept  behind  an 
Internet  VPN  is  simple:  Make  sure  you 
know  who's  at  both  ends  of  your 
Internet  connection  (authentication) 
and  scramble  your  data  when  you  send 
it  (encryption).  Voila!  The  link  you've 
set  up  over  the  free,  public  Internet  has 
become  "virtually"  private.  You  can 
use  it  with  the  same  confidence  as 
you'd  use  a  regular  corporate  data  net- 
work. But  now  you're  spending  a  lot 
less  money. 

"The  potential  cost  savings  with  VPNs 
are  huge,"  says  Jeff  Wilson,  senior 
analyst  with  San  Jose.  Ca.-based  net- 
work consultancy  Infonetics  Research 
Inc.  "Right  now,  that's  the  main  thing 
people  are  looking  for." 

The  economics  of  the  VPN  are  partic- 
ularly attractive  for  those  doing  busi- 
ness on  a  global  basis.  The  tremendous 


The  Business  Case  for  Virtual  Private 
Networks  was  produced  by  The  Tolly 
Group  in  cooperation  with: 

•  IBM  Corporation 

•  3Com  Corporation 

•  Check  Point  Software  Technologies,  Inc. 

•  FreeGate  Corporation 

This  report  is  also  available  on  The  Tolly 
Group  Web  site — www.tolly.com 


costs  associated  with  convention 
international  networks  make  the  s<' 
ings  that  result  from  the  Internet's 
tance-blind  pricing  even  more  dram 
ic.  And,  because  of  the  Interne 
worldwide  popularity,  it's  often  mu 
easier  and  faster  to  get  a  local  Inten 
connection  set  up  in  another  count' 
than  it  is  to  get  that  country's  tel 
phone  monopoly  to  respond  to  a  pi 
vate  data  service  request. 

The  bottom  line?  VPNs  have  become 
fast,  easy  and  inexpensive  way  to  sM 
up  communications  with  branc 
offices,  distributors,  customers  an 
suppliers.  As  such,  they  are  emergin 
as  a  key  enabler  of  electronic  com 
merce. 
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"VPNs  allow  customers  to  expand  th 
reach  of  their  networks  on  the  fl\ 
without  incurring  any  infrastructun 
costs,"  notes  Atul  Kapoor,  managim 
director  of  The  Tolly  Group,  ; 
Manasquan,  N.J. -based  technolog) 
testing,  consulting  and  analysis  firm. 


Making  It  Work 

Of  course,  there's  no  such  thing  as  a 
free  lunch.  To  receive  the  substantial 
cost  savings  and  rapid  deployability 
that  VPNs  provide,  prospective  'Net 
diners  have  to  make  a  few  basic 
investments. 

There  are  three  basic  cost  components 
for  a  VPN.  First  is  access  to  the 
Internet  itself.  While  there  is  no  actual 
volume-  or  distance-sensitive  cost  for 
transporting  data  over  the  Internet, 
Internet  service  providers  (ISPs)  do 
charge  for  the  size  of  the  "pipe"  at 
each  location.  A  pipe  that's  big  enough 
to  handle  a  company's  Web  browsing 
and  e-mail  needs  is  usually  not  big 
enough  to  handle  business  applications 
such  as  order  processing  and  inventory 
management.  As  more  remote  sites 
come  on  line,  more  bandwidth  gets 
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Worldwide  VPN  Market  Forecast 


bsumed  at  central  locations.  So 
[N  implementers  have  to  be 
J\  to  ante  up  higher  ISP  fees. 

;n  there's  the  VPN  equipment 
lelf.  To  maintain  security  — 

lich  is  the  essence  of  what 

BE  a  V  PN  "private"  —  sophis- 
fated  authentication  and  encryp- 
>n  technology  must  be  installed 

each  participating  location, 
lis  technology  ensures  that: 

[only  authorized  parties  gain 
si  access  to  corporate  applications 
and  data 

i  anyone  eavesdropping  on  the 

Internet's  unprotected,  public 
infrastructure  will  see  only  unin- 
telligible Os  and    Is  if  they 
J  chance  upon  a  VPN  data  stream 

data  remains  uncorrupted  as  it 
traverses  the  less-than- 10091 

reliable  Internet 


The  third  cost  component  of  a 
VPN  is  management.  Because  the 
supporting  infrastructure  of  a 
VPN  is  the  Internet  as  a  whole 
and  not  the  network  of  a  single, 
accountable  telecom  vendor,  users 
must  be  particularly  vigilant 
about  capacity  and  availability. 
Depending  on  how  a  VPN  is  pro- 
visioned, it  can  be  affected  by 
Internet  bottlenecks  and  intermit- 
tent hardware  failures  that  aren't 
typically  encountered  on  conven- 
tional carrier  services.  Close 


Source:  IWK  Infonetics  Research.  Inc. 

monitoring  of  the  Internet's  vari- 
able performance  over  time  — and 
appropriate  adjustments  in  techni- 
cal implementation  details  — are 
critical  to  successful  VPN  deploy- 
ment. Because  one  of  the  main 
advantages  of  VPNs  is  the  ability 
to  quickly  provision  new  connec- 
tions as  business  needs  arise, 
VPN  administrators  also  find  that 
they  have  to  make  more  moves, 
adds  and  changes  than  they 
do  with  conventional  wide-area 
networks. 


Basic  Virtual  Private  Network  Setup 


PC  or  Laptop 

w/  VPN  Client 

Software 


\  / 

INTERNET 


Fixed  or  Dial-up 
Connection 


The  market  is  also  offering  users 
a  way  to  avoid  the  equipment 
costs  and  management  overhead 
associated  with  VPNs,  if  they  so 
desire.  ISPs  are  delivering  VPNs 
as  turnkey  value-added  services, 
providing  the  requisite  security 
measures  as  part  of  a  complete 
Internet-based  data  communica- 
tions solution.  "In  a  sense,  VPN  is 
a  de  facto  outsourcing  solution 
when  it  is  implemented  by  the 
ISP,"  observes  Kapoor.  "That  can 
make  it  appealing  to  IT  depart- 
ments already  stretched  thin  by 
such  burdens  as  Y2K  compliance 
and  PC  support." 

The  following  pages  profile  some 
early  VPN  adopters  and  illustrate 
the  business  drivers  behind  their 
move  to  Internet-based  networking. 
Their  stories  clearly  demonstrate 
that  VPNs  offer  substantive  advan- 
tages for  the  Wired  Enterprise. 
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Going  Global 


To  meet  the  needs  of  its 
global  clientele.  The  Forum 
Corporation  — a  Boston-based 
training  consultancy  — must 
itself  operate  globally.  And, 
increasingly,  it's  being  asked 
to  deliver  training  electroni- 
cally. 

Unfortunately,  supporting 
offices  overseas  can  be  very 
pricey.  "We  were  spending  as 
much  as  $10,000  per  month 
on  ISDN  service  to  Hong 
Kong,"  recalls  Enno  Becker, 
Forum's  director  of  IT  infra- 
structure. For  the  London 
office,  the  numbers  were 
better  — about  $4,000  per 
month  for  a  56Kbps  frame 
relay  link.  But  that  limited 
bandwidth  wasn't  going 
to  be  enough  to  support  mul- 
timedia computer-based 
training. 

So  Becker  experimented  with 
the  Internet,  at  first  just  pro- 


gramming some  filtering 
rules  into  his  existing  roilters. 
Once  he  saw  that  he  could 
use  the  Internet  to  move  data 
around  the  globe  effectively, 
he  graduated  to  a  full-fledged 
VPN  solution  from  Redwood 
City,  Ca.-based  Check  Point 
Software  Technologies,  Inc., 
which  offered  more  robust 
security  and  VPN  capabili- 
ties, as  well  as  centralized 
management. 

The  economics  were  irre- 
sistible. Instead  of  $4,000  per 
month  for  the  56Kbps 
London  connection,  Becker 
now  pays  his  ISP  (WorldCom 
subsidiary  UUNET)  $5,000 
per  month  for  a  local 
256Kbps  'Net  link  — a  gross 
savings  of  72%. 

Becker  points  out  that  his 
VPN  enables  him  to  quickly 
bring  new  sites  online.  With 
Check  Point's  SecuRemote 
client  software  and  a  local 
dial-up  connection  to  the 
Internet,  even  an  individual 


remote  user  can  instan 
become  a  node  on  the  VPf 

"It  makes  quite  an  impn 
sion  when  you're  somewht 
in  Europe  pitching  a  clie 
and  you  demonstrate  wr 
you  can  do  over  the  Inten 
using  a  laptop  right  in  thi 
conference  room,"  he  says. 

For  skeptics  who  think  VPf 
can't  match  the  performan< 
of  a  carrier  network.  Beck 
notes:  "We  actually  have  le 
latency  now  than  we  di 
when  we  were  using  ISDN  r 
Hong  Kong." 

He  speculates  that  this  i' 
because  switching  architec 
tures  in  the  public  telecor 
infrastructure  introduce  inel 
ficiencies,  especially  betwee; 
carriers.  By  using  a  globa 
ISP  like  UUNET,  his  VPr- 
remains  within  the  control  o 
a  single  vendor.  "As  long  a; 
UUNET  does  a  good  job  oi 
maintaining  its  backbone,  I'l 
be  fine."  he  declares. 
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Check  Point  Software  Technologies,  Inc.  is  a  lead- 
ing provider  of  policy-based  management  solutions 
for  IP  networks.   Its  comprehensive,  scalable  VPN 

Check  Point 
Software  Technologies 

solution,  Check  Point  VPN-1  ™  ,  enables  organiza- 
tions to  move  data  securely  across  the  Internet- 
reducing  costs  and  maximizing  flexibility. 

Check  Point's  FloodGate-I  bandwidth  manage- 
ment solution  enables  customers  to  ensure  that  crit- 
ical applications  get  priority  over  other  traffic. 
"Most  bandwidth  tools  can't  manage  encrypted 
traffic,  since  they  can't  'see'  what  type  of  traffic  it 
is."  explains  Deborah  Triant,  Check  Point's  presi- 
dent and  CEO.  "But  our  bandwidth  tools  are  inte- 
grated with  our  VPN  solution,  so  we  can  identify 
packet  'flows'  even  when  the  data  is  encrypted." 


Through  its  Open  Platform  for  Secure  Enterprise 
Connectivity  (OPSEC),  Check  Point  enables  the 
integration  of  other  security  solutions,  applications 
and  hardware  platforms  within  a  single,  enterprise- 
wide  security  policy.  Check  Point  has  tested  and 
OPSEC-certified  over  150  solutions  from  industry 
leaders  such  as  3Com,  Bay  Networks,  HP.  IBM, 
ISS,  NetPartners,  SurfWatch.  Symantec,  Trend 
Micro.  Xylan,  and  Sun  Microsystems. 

Check  Point  includes  its  VPN  client  software. 
SecuRemote,  at  no  additional  charge  with  its  VPN- 
1  solution.  "With  the  growing  number  of  mobile 
users  and  teleworkers,  remote  access  is  a  major 
issue,"  notes  Triant.  "SecuRemote  ensures  that 
dial-in  sessions  are  completely  secure  while  elimi- 
nating toll  charges  by  letting  users  access  the  net- 
work via  the  Internet." 

A  white  paper  on  Check  Point's  VPN  solutions, 
with  a  cost  comparison  to  conventional  remote 
access,  is  available  on  the  company's  Web  site  at 
http://www.checkpoint.com/vpn/vpndef.html. 
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t  takes  more  than  encryption  to  implement  a  secure, 
reliable  virtual  private  network  More  than  authentication 
More  than  any  single  point  tool  can  offer  A  complete 
VPN  solution  integrates  comprehensive  security,  traffic 
control  and  enterprise-wide  management  Which  is  exactly 
what  Check  Point  Software  Technologies  delivers  for  our 
more  than  5.000  VPN  customers  worldwide 

Whatever  your  VPN  implementation  -  intranet,  remote 
access  or  extranet  -  Check  Point  meets  all  of  your  security, 
reliability  and  manageability  requirements 

Comprehensive  security:  Access  control  with  standards- 
based  authentication  and  encryption  guarantees  the  securi- 
ty of  network  connections,  the  authenticity  of  local  and 
remote  users,  and  the  privacy  and  integrity  of  data  commu- 
nications 

Traffic  Control/QoS:  Only  the  Check  Point  VPN  solution 
allows  customers  to  assign  a  higher  priority  to  VPN  traffic, 
precisely  controlling  the  bandwidth  for  improved  VPN 
quality  of  service  and  performance 


Enterprise  management:  The  ability  to  define  a  single 
enterprise-wide  security  policy  that  includes  VPNs,  to 
distribute  this  policy  to  multiple  enforcement  points  and  to 
manage  it  from  a  central  management  console  is  available 
only  from  Check  Point 


Check  Point  is  the 
market  leader  in 
VPN  installations. 


Worldwide  VPN  installations 

No  one  defines  a  complete  VPN  like  Check  Point. 

For  more  Information  visit  our  VPN  reference  site 
and  download  our  VPN  White  Paper  at 
www.checkpoint.com/VPN. 


Check  Point  delivers  security, 
reliability  and  manageability 
for  all  VPN  implementations. 
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Keep  It  Simple  [ 

Like  Forum,  Santa  Clara, 
Ca. -based  electronics  manu- 
facturer SAE  Power  Inc.'s 
modest  size  doesn't  keep  it 
from  being  a  global  operation. 
But  with  only  one  full-time  IS 
person  on  staff,  corporate  con- 
troller Linda  Speer  has  prima- 
ry responsibility  for  SAE's 
computer  systems.  That 
means  that  anything  she 
installs  has  to  be  user-friendly. 

"I'm  not  a  techie,  and  I  don't 
have  a  team  of  geeks  around 
to  help  me  out,"  she  says. 
"So  whatever  we  do,  it  has  to 
be  simple." 

Even  before  she  contemplat- 
ed using  VPN  technology  to 
connect  to  her  company's 
plants  in  Hong  Kong  and 
Toronto,  her  need  for  easy- 
to-own  Internet  gear  led 
Speer  to  Sunnyvale,  Ca.- 
based  FreeGate  Corporation. 
FreeGate  offers  a  Multi-ser- 
vices Internet  Gateway  that 
combines  a  Web  server,  e- 
mail  server,  firewall,  router 
and  VPN  into  a  single  turnkey 
solution.  Speer  bought  the 
FreeGate  system  to  provide 
SAE  with  e-mail  and  a  Web 
site.  "FreeGate's  solution  is 
about  a  third  of  the  price  of 
putting  together  the  individ- 
ual pieces,"  explains  Speer. 
"And,  this  way,  we  don't  end 
up  with  a  mish-mash  of  hard- 
ware and  software  from  dif- 
ferent vendors." 

Later,  when  Speer  wanted  to 
create  a  VPN  between  Santa 
Clara,  Toronto  and  Hong 
Kong,  there  was  no  need  to 
buy  additional  hardware  or 
go  through  an  extensive  soft- 
ware installation  process. 
Speer  merely  contacted 
FreeGate  and  had  them  acti- 
vate capabilities  already  in 
the  unit. 


Company 


FreeGate  Corporation  offers  a  unique,  practical  solution 
for  smaller  companies  that  want  to  make  the  most  of  the 
opportunities  the  Internet  offers,  but  don't  have  the  tech- 
nical staff  or  budget  to 

FreeGate        build  their  own  s> s- 

.  terns.  With  FreeGate  s 

COrVOratlOn       easy-to -install,  easy- 

r  to-own  Multi-services 

Internet  Gateway,  such  companies  can  quickly  imple- 
ment the  full  spectrum  of  Internet-based  business 
resources  — including  Web  services,  e-mail,  remote 
access  and  VPNs. 

FreeGate's  simplified  administration  enables  even  non- 
technical administrators  to  keep  these  systems  up-to- 
date.  The  savings  that  FreeGate  offers  on  both  up-front 
costs  and  ongoing  management  removes  the  obstacles 
that  prevent  smaller  organizations  from  taking  full 
advantage  of  today's  Internet  technology. 

"Theoretically,  the  Internet  should  be  the  "great  equaliz- 
er' that  allows  small  and  mid-size  businesses  to  compete 
effectively  with  bigger  companies."  says  Joy  Pinsky. 
FreeGate's  vice  president  of  marketing.  "But  technology 
costs  and  complexities  can  keep  that  dream  from  being 
fulfilled.  With  our  solution,  however,  even  the  smallest 
company  can  effectively  implement  the  'Net's  key  tech- 
nologies." 

Because  VPNs  and  other  Internet  technologies  are  espe- 
cially critical  for  doing  business  on  a  global  basis. 
FreeGate  has  expanded  its  product  portfolio  with  inter- 
national versions  of  its  Multi-services  Internet  Gateway. 

"American  companies  need  a  way  to  reduce  the  cost  of 
doing  business  outside  of  the  U.S.."  says  Pinsk\.  •And 
that's  exactly  what  we're  offering." 

Complete  technical  specifications  on  FreeGate's  all-in- 
one  Multi-service  Internet  Gateway  are  available  at 
http://w  w  w.f  reegate  .com . 


In  addition  to  protecting  cor- 
porate data  as  it  travels 
across  Internet  links,  Speer's 
VPN  allows  her  to  organize 
employees  into  virtual  "sub- 
networks," each  with  specific 
access  and  authorization  poli- 
cies "When  you  add  or  re- 
assign a  user,  you  want  it  to 


be  easy  to  change  their  poli- 
cies accordingly,"  she  notes. 
"FreeGate's  administration 
gives  you  that  flexibility." 
Speer  makes  the  business 
case  for  her  VPN  clear.  "Our 
Canadian  manufacturing 
facility  relies  on  components 
produced  in  China,  and  our 


FreeGate's  all-in-one 
solution  delivers  VPNs 


PLUS  A  WHOLE  LOT  MORE 


Private  networks  have  long  been  out  of 
reach  of  small  and  medium  companies. 
Now  with  FreeGate's  solution,  your  business 
can  affordably  enjoy  the  benefits  of  securely 
connecting  mobile  users,  branch  offices, 
and  business  partners  on  the  Internet. 


More  than  just  network 
connectivity — 
a  complete 
range  of  Internet 
services  in  an 
easy-to-manage 
turnkey  system. 
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distribution  center  in  Santa 
Clara  needs  to  closely  moni- 
tor all  production  in  order  to 
maintain  inventory  control." 
she  explains.  "So  the  quick, 
effective  exchange  of  infor- 
mation is  essential  on  a  day- 
to-day  basis." 


The  Big  Picture 

As  a  $4.6  billion  supplier  of 
industrial  gases,  specialty 
chemicals  and  related  equip- 
ment. Allentown,  Pa. -based 
Air  Products  and  Chemicals, 
Inc.  has  plenty  of  IS  staff  and 
over  250  overseas  locations. 
But  Jeff  Priester.  manager  of 
LAN/WAN  engineering,  says 
he  finds  VPNs  attractive  for 
the  same  reasons  as  his  coun- 
terparts at  smaller  companies 
like  Forum  and  SAE.  "Two 


Company 


3Com  offers  comprehensive  VPN  solu- 
tions that  enable  customers  to  integrate 
public  networks  into  their  enterprise 
communications  strategies  to  reduce 
costs  and  better  serve  the  needs  of 
^  „,  internal  and  external 

JjC^OITt  users-  VPN  capabilities 
are  built  into  3Com's 
proven  product  lines,  including  routers 
and  concentrators.  3Com  has  shipped 
more  than  50,000  VPN  ports,  with 
another  3.5  million  VPN-ready  ports 
installed  worldwide. 

All  3Com  VPN  solutions  adhere  to 
industry  standards,  making  it  easy  for 
customers  to  interact  with  one  another 
and  with  VPN  service  providers.  All 
3Com  VPN  products  ship  with 
TranscendWarc  software,  which  pro- 
vides complete  policy-based  manage- 
ment capabilities. 

"Any  compart)  that  wants  to  leverage 
the  cost  and  bandwidth  advantages  of 


things  are  driving  our  interest 
in  VPN  technology:  cost  and 
reach."  he  states. 

Priester  sees  VPN  connectiv- 
ity as  applicable  to  his  com- 
pany's business  in  several 
areas.  First  and  foremost  is 
remote  connectivity  for 
smaller  offices  that  now  use 
dial-up  connections  to  800 
numbers  or  value-added  net- 
works. "VPNs  offer  us  cost 
savings  both  domestically 
and  globally,  but  the  savings 
are  more  substantial  over- 
seas," he  says. 

The  second  key  area  is  in  set- 
ting up  extranets  with  key 
business  partners.  "Reduced 
time-to-install  is  a  major  ben- 
efit," he  says.  "Since  every- 
one already  has  a  connection 
to  the  Internet,  you  can  set  up 
a  VPN  much  faster  than 
something  like  a  frame  relay 


link."  Priester  also  set 
VPNs  as  important  in  maid 
taining  security  for  his  grovl 
ing  number  of  mobile  userl 
"'We  don't  even  want  e-mal 
traveling  in  the  clear 
public  infrastructure, 
explains.  "With  a  VPN,  w| 
feel  confident  that  all  data 
being  adequately  secured." 

Priester's  VPN  vendor-oil 
choice  is  Santa  Clara,  Ca 
based  networking  giarl 
3Com  Corporation.  3Com  il 
one  of  Air  Products'  strategil 
technology  vendors,  so  the! 
already  have  plenty  of  3Corj 
remote  access  and  internet 
working  gear  installed-1 
much  of  which  came  ready  t-f 
support  VPN  tunneling  ove 
the  Internet.  "I  was  gratified 
to  see  3Com  support  th' 
PPTP  (Point-to-Point  Tunnelj 
ing  Protocol)  and  IPsec  stanj 
dards."  says  Priester.  "Thai 


the  public  IP  infrastructure  should  be 
looking  at  VPNs,"  declares  Frank 
Fuller,  3Com's  VPN  Business  Line 
Manager.  "Whether  you're  supporting 
your  own  remote  users  and  branch 
offices,  or  connecting  partners  via  a 
secure  extranet,  VPNs  give  von  an 
excellent  means  of  extending  your  net- 
work infrastructure  flexibly  and  inex- 
pensively." 

3Com"s  VPN  solutions  are  distin- 
guished by:  1)  simplified  implementa- 
tion through  configuration  wizards. 
Web-based  monitoring  tools  and  supe- 
rior support  services:  2)  high  value. 
including  standards  compliance  and 
features  such  as  multiprotocol  support: 
and  3)  superior  performance  and  scala- 
bility for  even  the  largest  enterprise 
and  Network  Service  Provider  environ- 


For  a  complete  overview  of  3Com's 
VPN  solutions,  visit  their  Web  site  at 
http://www.3com.com. 


3Com  Enterprise  Virtual  Private  Networking.  Ignore  VPNs  and  you're  in  for 
some  rough  sledding.  Harness  the  Internet,  and  you  can  meet  today's  challenges  of 
intranet/extranet  connectivity  and  secure  remote  access.  Which  is  why  you  should 
turn  to  one  of  the  top  dogs  in  networking  for  your  enterprise  VPN  needs:  3Com. 

3Com's  comprehensive  VPN  application  solutions  offer  scalable  connectivity 
with  standards-based  VPN  tunneling  technology  and  encryption,  user-based  policies, 
and  powerful  Web-based  management,  making  it  affordable  and  manageable  to 
deliver  secure  intranets,  extranets,  and  remote  access. 

With  3Com,  you  can  extend  and  secure  your  enterprise  environment  and 
increase  productivity  while  realizing  significant  cost-savings.  What's  more,  3Com 
is  the  only  company  offering  total  end-to-end  Enterprise  VPN  solutions  today. 

Visit  our  Web  site  at  www.3com.com/news/vpn  to  get  more  information 
including  our  White  Paper,  Private  Use  of  Public  Networks  for  Enterprise  Customers. 
And  turn  the  beast  out  there  into  Man's  Best  Friend. 
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Enterprise  VPN  Solutions: 
OfficeConnecf  NETBuilder  , 
SuperStack"  II  NETBuilder  51  and 
NETBuilder  IT  extranet  switches. 


More  connected; 
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means  I  don't  have  to  add 
another  box  to  accommodate 
the  VPN." 

3Com's  proven  experience  in 
enterprise-class  networking  is 
also  important  to  someone 
managing  a  network  the  size 
of  Priester's.  "We  might  even- 
tually have  to  support  thou- 
sands of  'tunnels'  on  our 
VPNs,  so  scalability  is  a  key 
issue,"  he  says.  "Right  now, 
3Com  appears  to  be  leading  in 
terms  of  price/performance." 


Dynamic  Reach 

For  James  Fessler,  CEO  of 
Punta  Gorda,  Fla.-based  IBM 
business  partner  Computer 
PS  Inc.,  VPNs  offer  a  double 
benefit.  First  and  foremost  is 
the  readily  extensible,  low- 
cost  connectivity  they  pro- 
vide for  his  clients.  As  an 
example,  he  gives  a  large  dis- 
tributor of  medical  products 
in  his  state.  "These  people 
are  so  security-conscious  that 
they  don't  even  want  anyone 
knowing  any  specifics  about 
how  they  provision  remote 
access,"  says  Fessler.  "That 
shows  you  the  level  of  confi- 
dence they  must  have  in  the 
VPN  solution  we  built  for 
them." 

The  distributor  uses  IBM's 
eNetwork  Firewall  for  AIX 
in  conjunction  with  IBM's 
Windows  95  dial-up  client 
software  to  give  field  sales 
reps  secure  access  to  core 
applications  over  the 
Internet.  Those  applications 
encompass  more  than  just  e- 
mail  and  order  status.  They 
also  include  transaction  pro- 
cessing systems  running  on 
an  IBM  S/390  that  enable 
reps  to  enter  orders  in  real 
time  from  anywhere  in  the 
world  — accelerating  cus- 
tomer service  and  decreasing 
time-to-invoicing. 


VPN-enabled  products— th 
ability  to  have  Computer  P 
provide  management  service 
remotely  over  the  Internei 
"By  setting  up  a  secure  VPll 
connection    between    oul 
office  and  the  client's,  we'll 
better  able  to  service  thef 
systems  remotely,"  explain! 
Fessler.  "Instead  of  telnet-inl 
in,  it's  like  we're  right  thertl 
And  the  security  is  all  there.'! 


"VPNs  provide  a  far  more  ele- 
gant solution  for  my  customers 
than  having  to  manage  banks 
of  modems,"  Fessler  says. 
"And  with  IBM's  Dynamic 
Tunneling,  users  can  really 
work  as  though  they're  physi- 
cally attached  to  the  network." 

But  Fessler  notes  a  second 
key  advantage  for  Computer 
PS  customers  who  use  IBM's 


Company 


IBM  is  leveraging  its  expertise  and  experience  in  deliv- 
ering industrial-strength  networking  solutions  to  bring 
its  customers  the  widest  range  of  VPN  products  and 
services  in  the  industry-including  firewalls,  clients. 

servers,  routers,  controllers.  ISP  services 
I D  JvJ  anc'  consumng  services.  These  solutions 

are  backed  by  IBM's  world-class  securi- 
ty tools,  such  as  DES  (Data  Encryption  Standard)  and 
HMAC  (Hashed  Message  Authentication  Code),  which 
were  invented  by  IBM  developers. 

Included  in  IBM's  portfolio  of  VPN  solutions  are  the 
eNetwork  Firewall  for  AIX;  AIX  and  OS/390  servers: 
Win95  and  OS/2  clients;  IBM  Nways  2210  and  2216 
routers:  ISP  services  (provided  by  IBM  Global 
Services):  and  consulting  and  installation  services. 

"The  completeness  of  our  VPN  offerings  means  that  we 
meet  our  customers'  technology  needs  and  do  so  in  the 
way  that  best  fits  with  their  existing  infrastructure  and 
IT  resources,"  says  Laura  Rademacher.  IBM's 
eNetwork  VPN  brand  manager.  "From  a  pure  product 
sale  to  a  complete  managed  services  approach.  IBM  is 
the  one  VPN  vendor  with  the  tools  and  teams  necessary 
to  address  the  diversity  of  the  marketplace." 

Rademacher  notes  that  ongoing  management  of  VPNs 
is  critical  for  maintaining  their  business  value  over 
time.  "That's  where  our  leadership  in  industry  initia- 
tives such  as  LDAP  (Lightweight  Directory  Access 
Protocol)  comes  into  play,  since  that's  ultimately  how 
you're  going  to  keep  administration  of  your  VPN  up-to- 
date,"  she  says.  "Integration  of  VPN  management  with 
centralized  management  of  all  of  your  computing 
resources  makes  VPN  technology  part  of  your  total  IT 
solution,  rather  than  an  'island'  of  functionality." 

A  comprehensive  description  of  IBM's  VPN  solutions 
can  be  found  at  http://www.software.ibm.com/ 
enetwork.technology/vpn. 


the 

"how  come 
our  office 

is  always 
the  last  one 

to  know?" 

solution 


Wen*  arc  all  ><>rt-  ol  complicated  ways  to  get  \our  offices  back  on  the  same  page.  And  then  there's  the  easy  way.  Our  IBM 
IN  interconnect  solutions  work  with  tin-  products  \<>u  already  have  in  place  to  connect  your  remote  office  LANs  in  a  single 
legrated  network.  Our  2210  and  2216  family  of  multiprotocol  routers,  lor  example,  feature  open  standards,  so  you  can  avoid 
■ting stuck  with  proprietary  technology.  You'll  also  find  them  easy  to  operate.  A  trait  they  share  with  all  our  network  solutions. 
id  when  you  need  support  or  service,  we're  behind  you  every  step  of  the  way.  Call  1  800  IBM-9990  for  the  name  of  your 
lare>t  IBM  Business  Partner™  and  find  out  how  much  smarter  your  company  will  work  —- — ^  —  — 

lee  everyone  is  connected.  Or  visit  us  at  www.networking.ibm.com/netad.html.     Solutions  for  a  small  planet"    ==^=~=8 


\2W  multiprotocol  routers 
|)[  idr  an  extensive  range  of 
fncctivity  in  fit  your  needs. 


Vnjoys"  management  software 

helps  you  manage  your 

networks,  including  traffic  and 

performance  monitoring. 


IBM  integration  connects 

all  your  PC  servers  to  create 

a  corporate  intranet. 


IBM  Service  and  support 

means  well  be  then-  for  you 

21/7  to  help  manage 

anything  you  can't. 


One  of  the  many  solutions 
available  from  our 

Business  Partners. 
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The  VPN 


Thus,  VPNs  between  organi- 
zations and  IT  vendors  like 
Computer  PS  can  facilitate 
the  implementation  of  vari- 
ous "out-tasked"  support  and 
maintenance  services  — there- 
by reducing  the  cost  of  enter- 
prise computing  and  reducing 
the  load  on  internal  IT  per- 
sonnel. 


Summary 


The  secure,  inexpensive, 
rapidly  deployable  connec- 
tivity that  VPNs  offer  is 
clearly  helping  to  alter  the  E- 
business  landscape  — con- 
necting remote  users,  cus- 
tomers and  suppliers  with 
new-found  ease.  As  the  tech- 
nology and  its  associated 
standards  continue  to  devel- 
op, VPNs  should  play  a  lead- 
ing role  in  the  creation  of 
electronically  bonded,  expe- 
dient business  partnerships  of 
many  different  types.  Busi- 
nesses that  want  to  compete 
successfully  in  this  world  of 
opportunistic  "extranetting" 
would  be  well-advised  to 
find  a  good  VPN  partner  and 
find  it  quickly.  After  all,  like 
any  good  investment,  the 
biggest  competitive  advan- 
tages await  those  who  get 
into  the  game  first. 
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That's  right,  evolution  not  revolution.  While  many 
observers  often  assume  that  VPNs  represent  a  radical 
departure  from  existing  corporate  net- 
works, that  is  hardly  the  case.  In  fact, 
even  20  years  ago,  nearly  every  private 
network  was.  in  actuality,  a  form  of  vir- 
tual private  network.  After  all.  AT&T 
and  its  various  regional  operating  com- 
panies owned  the  physical  wire.  So,  the  concept  of  a 
VPN  really  isn't  that  new. 

That  said,  the  evolution  has  been  rapid  and  dramatic.  In 
the  early  1980s  corporate  networks  appeared  perhaps 
"more"  private  by  virtue  of  the  way  bandwidth  was  pro- 
visioned by  AT&T— dedicated,  end-to-end.  A  network 
manager  buying  a  9600-bps  data  link  from  New  York  to 
L.A.  would  get  that  channel  provisioned  physicallv 
across  the  country.  In  theory  at  least,  it  would  be  avail- 
able, end-to-end,  24  hours  per  day.  365  days  per  year— in 
exchange  for  hefty  lease  charges.  The  lesson  was  clear: 
dedicating  physical  resources  to  a  single  customer  was 
an  expensive  proposition. 

Corporate  networks  and  shared  networks  converged  with 
the  introduction  of  X.25  networks  in  the  '70s,  and  public 
frame  relay  services  in  the  '90s.  When  migrating  to  pub- 
lic frame  relay,  network  managers  delegated  responsibil- 
ity for  bandwidth  management  and.  ultimately,  end-user 
response  time  to  the  service  provider.  What  necessarily 
followed  was  the  development  of  ways  to  make  the  ser- 
vice provider  accountable  for  delivering  on  the  promised 
service.  The  proliferation  of  frame  relay  monitoring 
tools  is  a  direct  response  to  this  need. 

VPNs  are  now  evolving  into  the  Internet  era.  and  the 
global  Internet  becomes  the  shared-resource  enabling 
highly  cost-effective  corporate  networking.  As  more  of 
the  network  is  outsourced  to  a  third-party,  network 
managers  will  need  to  shift  their  effort  to  managing  ISPs 
—  devising  and  monitoring  service-level  agreements 
to  succeed. 
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By  Thomas  Sowell 


Bundled  up 


"Bundling" 
is  a  naughty 
word  among 
antitrust  cru- 
saders. Maybe 
the  crusaders 
should 
talk  with 
consumers. 


Former  Antitrust  Division  chief  William 
Baxter  will  always  be  remembered  as  the 
man  who  broke  up  AT&T.  Once,  at  a  social 
gathering,  I  asked  him  how  many  heartfelt 
letters  of  thanks  he  had  received  from  con- 
sumers for  having  done  so.  His  wry  smile 
suggested  to  me  that  there  were  not  many. 
However,  he  seemed  sure  that  this  was  not 
the  relevant  criterion. 

The  breakup  of  AT&T  always  comes  to 
mind  whenever  I  am  going  through  my 
storage  space  and  see  all  the  unused  tele- 
phones that  are  little  monuments  to  my 
vain  efforts  to  get  a  properly  functioning 
phone  system  in  my  home.  Whenever  I  call 
the  telephone  manufacturer  with  my  prob- 
lem, the  technician  assures  me  that  the 
problem  must  be  in  the  way  my  house  is 
wired  or  otherwise  serviced  by  the  local 
phone  company.  And  when  I  call  the  local 
phone  company,  they  are  equally  certain 
that  the  problem  must  be  in  the  phone  that 
I  bought. 

Back  in  the  days  when  AT&T  ran  the 
whole  show,  this  kind  of  game  could  not 
be  played.  It  was  all  one  integrated  phone 
system,  with  at&t  manufacturing  its 
own  phones,  operating  the  local  phone 
company  and  doing  everything  else  that 
needed  doing. 

In  short,  the  consumer  didn't  buy  isolated 
pieces  of  the  total  product  he  wanted — tele- 
phone service — and  then  try  to  put  them 
together  himself.  Instead,  the  producer  put 
everything  together  and  sold  them  as  a 
bundle  for  which  the  producer  was  responsi- 
ble. Unfortunately,  "bundling"  is  a  naughty 
word  among  antitrust  crusaders.  They  didn't 
like  it  when  AT&T  did  it  and  they  don't  like 
it  when  Microsoft  does  it  today. 

Since  different  parts  of  a  computer  oper- 
ating system  could  be  sold  separately,  it 
looks  suspicious  to  the  Justice  Department 
when  Microsoft  sells  the  basic  operating 
system,  an  Internet  browser,  word-process- 
ing software  and  other  features  all  bundled 
together  as  Windows  95  or  Windows  98. 
There  are  imaginative  theories  as  to  why  it 
would  be  so  much  better  if  each  part  of  the 
system  were  sold  in  a  textbook  model  of  a 
competitive  market.  That  way,  Netscape, 
Novell  and  other  software  manufacturers 


could  compete  "on  a  level  playing  field" 
with  Microsoft,  without  the  latter's  great 
advantage  of  having  its  own  operating 
system  in  which  to  bundle  the  components. 

Bundling  is  neither  good  nor  bad  cate- 
gorically. People  who  buy  point-and-shoot 
cameras  automatically  get  a  lens  with  the 
camera,  but  people  who  buy  high-end 
cameras  like  a  Sinar  or  a  Linhof  are  consid- 
ered to  be  sophisticated  enough  to  select 
their  own  lenses  for  their  own  respective 
purposes.  Sinars  and  Linhofs  don't  even 
come  with  a  place  for  you  to  put  the  film 
because  there  are  a  variety  of  possible  film- 
holders  for  different  purposes  and  the 
manufacturers  do  not  want  to  alienate  pro- 
fessional photographers  by  pre-empting 
their  choices. 

Most  of  us  do  not  want  to  become  tele- 
phone experts.  Still  less  do  we  want  it 
demonstrated  how  unexpert  we  are  when 
we  try  to  put  together  a  phone  system. 
Whenever  the  "success"  of  the  breakup  of 
AT&T  is  discussed,  there  are  no  statistics  on 
how  many  people  like  me  have  bought  how 
many  phones  they  couldn't  use  or  spent 
how  many  hours  or  how  much  time  strug- 
gling with  something  that  we  could  once 
take  for  granted. 

There  is  no  reason  to  doubt  that  a  suit- 
ably trained  engineer  could  put  together  all 
the  components  of  a  telephone  system  or  of 
a  computer  operating  system  at  lower  cost 
by  buying  the  separate  components  and 
bundling  them  together  himself. 

However,  for  the  rest  of  the  population 
that  has  not  gone  to  M.I.T.  or  Cal  Tech  the 
value  of  bundling  can  be  considerable.  No 
doubt,  in  the  process  of  bundling,  Bill 
Gates  may  well  give  more  thought  to  how 
this  will  benefit  Microsoft  than  how  it  will 
benefit  Netscape  or  Novell. 

Enter  the  government  rescuers  and 
saviors,  who  want  to  make  everything 
"fair"  by  banning  "advantages."  Very  few 
of  us  are  apostles  of  unfairness  or  privilege. 
But  some  of  us  do  ask  what  the  cost  is  of 
trying  to  make  the  cosmos  the  way  it 
should  be  ideally. 

As  with  most  other  attempts  to  make  the 
real  world  fit  a  model,  the  costs  can  be  con- 
siderable, even  if  they  are  not  considered. 
Just  getting  a  fast-moving  industry  like 
computers  bogged  down  in  a  slow-moving 
process  like  antitrust  cases  can  cost  the 
economy  more  than  any  realistically  con- 
ceivable gain.  HM 


Dr.  Thomas  Sowell  is  an  economist  and  a  senior  fellow  at  the  Hoover  Institution  in  Stanford,  Calif. 
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■  BTiJI5ie  ntrepreneurs 

►  up  &  COMERS 

There's  no  shortage  of  Italian 
restaurants  in  the  U.S.  II  Fornaio's 
chain  is  growing  because  it  knows 
how  to  mix  buzz  in  with  the 
spaghetti  sauce. 

Baking 
with  buzz 

By  Carleen  Hawn 

The  first  person  to  set  foot  inside 
II  Fornaio  Corp.'s  new  restaurant  in 
Burlingame,  Calif,  wasn't  a  health 
inspector.  It  was  a  Catholic  priest  who 
came  to  bless  the  ovens.  Over  the  next  four  days 
II  Fornaio  offered  free  breakfast  to  area  residents 
and  shopowners,  hosted  fundraiser  luncheons 
for  nonprofits  and  entertained  local  government 
officials  and  business  leaders  with  a  black- tie  ban- 
quet. Total  cost  for  the  Corte  Madera,  Calif. - 
based  chain:  SI 35,000.  But  the  promotion  was 
worth  it.  During  the  first  week  of  business  cus- 
tomers queued  out  the  door  every  day. 

Gone  are  the  days  when  you  just  opened  your 
restaurant  and  waited  for  the  customers  to  find 
you.  Today  smart  promotion  counts  for  as  much 
as — or  more  than — good  food. 

"It's  our  way  of  getting  to  know  our  cus- 
tomers, of  letting  them  know  we're  here,"  says 
II  Fornaio  Chairman  Laurence  Mindel,  a  60- 
year-old  Ohio  native  who  got  his  start  in  the 
coffee  business.  It  is  also  highly  cost-efficient. 
The  favorable  buzz  enables  Mindel  to  dispense 
with  costly  TV  and  print  advertising,  whose  slick- 
ness  sometimes  turns  customers  off.  He  offers 

►  follow  the  money  /  VENTURE  CAPITAL 

Greed  kills 

Venture  capital  is  a  mixed  blessing  for  entrepreneurs.  The 
badly  needed  money  it  brings  them  is  often  paid  for  by  loss 
of  control  and  by  bringing  in  kibitzers  whose  interests  are 
not  always  identical  with  those  of  the  founders. 

These  days  entrepreneurs  face  additional  pressures 
to  grow  as  quickly — if  not  as  prudently — as  possible.  The  a 
problem  is  that  investors,  mesmerized  by  the  bull  market,  | 
have  gotten  greedy.  They're  pressuring  venture  capitalists  £ 
for  quick  returns,  forcing  the  venture  people  to  push  for 
the  earliest  possible  IPO.  A  decade  ago  insurance  companies  sought 
investments  in  funds  they  hoped,  say,  would  turn  $1  million  into  $7 
million  over  ten  years — an  internal  rate  of  return  oi  21%.  Now,  how- 


ever, the  majority  of  investors  are  pension  funds, 
which  expect  yearly — or  even  quarterly — gains  on 
paper.  There  are  services — from  newsletters  to  orga- 
nizations like  Cambridge  Associates — that  rate  ven- 
ture capitalists  strictly  according  to  internal  rates  of 
return  (IRR),  which  leads  to  a  fair  amount  of  fiddling 
("LBO  Madness."  Mar.  9). 

Since  the  final  return  isn't  known  until  the  investment 
is  cashed  in,  either  through  a  sale  of  the  company  or  an 
IPO,  venture  capitalists  feel  forced  to  push  their  invest- 
ments along  quickly.  "We  need  to  show  results,  and  companies  need  to 
move  quickly  to  get  their  products  to  market  or  technology  established 
or  to  dominate  a  space,"  concedes  Nancy  Dorman,  administrative  gen- 
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what  he  calls  "an  authentic  Italian  experi- 
ence," and  the  priest  and  the  free  breakfast 
create  that  necessary  warm  and  fuzzy  feeling. 

II  Fornaio  (the  baker)  goes  to  great 
lengths,  too,  to  persuade  people  that  it  is 
authentically  Italian.  It  emphasizes  that  it 
serves  bread  made  daily  by  bakers  trained  at 
its  own  school,  the  Academia,  and  has  its  own 
label  of  Tuscan  wines.  Its  15  locations  sell 
olive  oils,  pastries  and  take-out  foods.  Nearly 
all  its  chefs  are  Italian-born. 

Those  chefs  are  part  of  the  show.  Every 
two  weeks  one  of  them  drafts  a  complete 
menu — from  anripasri  to  desserts — of  region- 
al foods  from  his  hometown,  a  practice 
known  as  Festa  Regionale.  The  menu  is  cir- 
culated to  all  II  Fornaio  restaurants  and  pro- 
moted through  direct  mail.  There  are  incen- 
tives, of  course.  Attend  six  Festa  Regionales 
in  six  months  and  you  can  enter  a  raffle  to 
win  a  week- long  trip  to  Italy.  Mindel  says 
these  events  produce  return  visits.  He  says  his 
average  patron  visits  II  Fornaio  16  times  a 
year.  "That's  very  high,  compared  to  its 
peers,  and  is  the  base  for  II  Fornaio's  high 
unit  sales  volume,"  say  Montgomery  Securi- 
ties' Michael  Mueller.  II  Fornaio  restaurants 
average  $4.6  million  in  annual  sales;  its  peers, 
just  $2.5  million. 

Mindel  had  years  of  practice  to  get  it  right. 
He  and  a  partner  tinkered  with  different  res- 
taurant ideas  when  they  ran  Spectrum  Foods 
between  1970  and  1983,  introducing 
Harry's  Bar  &  American  Grill  to  Los  Ange- 
les and  Chicago-style  baby- back  ribs  to  San 
Francisco.  They  sold  out  to  Saga  Corp.,  the 
institutional  food  giant,  in  1984.  Mindel 
stayed  on  for  three  years,  but  grew  restless, 
looking  to  get  out  on  his  own  again. 

In  1986  he  was  approached  by  Howard 
Lester,  chairman  of  Williams-Sonoma,  who 
was  preparing  to  sell  eight  moneylosing  bak- 
eries licensed  from  a  Milanese  company 
under  the  name  II  Fornaio.  Mindel  raised 


$2.5  million  in  venture  capital  and  invested 
$200,000  of  his  own.  He  got  rid  of  the 
licensees  by  giving  them  5%  of  his  new  com- 
pany. He  recruited  a  handful  of  chefs  from 
Italy,  offering  them  stock  options  and  tying 
their  bonuses  to  the  performance  of  their 
kitchens.  By  1995  II  Fornaio  had  11  sites  on 
the  West  Coast.  Growth,  initially  steep,  lev- 
eled off.  Mindel  had  no  trouble  attracting 
first-time  customers;  they  just  weren't 
coming  back. 

That's  when  II  Fornaio's  promotions 
turned  into  a  religion.  Mindel  tapped 
Michael  Hislop,  who  had  run  Chevy's,  a 
chain  of  Mexican  restaurants,  and  hired  him 
as  chief  operating  officer.  Hislop  does  not 
belong  to  the  give-them-a-good-product- 
and-they-will-come  school.  "If  you're  making 
bread  fresh  daily  on  the  premises,  you  have  to 
tell  people  about  it,"  he  says.  Hislop  made 
sure  baskets  of  hot  bread  were  prominently 
displayed.  The  direct-mail  database  for  Festa 
Regionale  became  a  powerful  marketing  tool; 
and  a  distinctive  Web  site  was  developed  to 
post  company  news.  Since  1996  II  Fornaio's 
same-store  sales  have  increased  by  an  average 
of  5.6%  for  ten  straight  quarters.  Each  restau- 
rant averages  a  healthy  $4.6  million  in  annual 
revenue.  Last  year  II  Fornaio  earned  $2.6 
million  on  $72  million  in  total  sales. 

II  Fornaio  went  public  in  September  1997 
(Nasdaq:  ii.ho),  netting  $11.3  million  for 
21%  of  the  company.  Mindel  used  the  pro- 
ceeds to  open  three  additional  restaurants.  So 
far,  the  public  investors  haven't  shared  in 
Mindel's  success:  Stock  they  bought  at  $11 
on  the  IPO  recently  sold  at  around  $10,  19 
times  prospective  1998  earnings.  But  Mindel 
has  more  promotions  up  his  sleeve.  His 
newest  site,  in  Seattle,  will  include  a  3,000- 
square-foot  cafe  specializing  in  risotto,  a 
pasta-like  dish  made  from  rice.  "We  think  it 
could  be  the  next  great  American  comfort 
food,"  he  says.  WM 


eral  partner  at  Menlo  Park,  California-based  New  Enterprise  Associates. 

To  some  extent  the  rage  for  IRRs  is  just  an  accounting  game — a 
one-upmanship  of  paper  returns.  Traditionally  investors  have  made 
their  money  in  one  of  two  ways:  when  a  startup  goes  public,  or  when 
it  gets  acquired.  Now  they're  also  looking  to  see  whether  a  company 
is  valued  at  a  higher  rate  each  time  it  gets  a  new  round  of  venture 
financing.  This  encourages  the  venture  people  to  keep  bringing  in 
fresh  money  and,  in  the  process,  dilutes  the  original  owner. 

Here's  how  it  works:  Say  an  investor  pays  $1  million  for  20%  of 
XYZ  Corp.  in  the  first  round,  valuing  it  at  $5  million.  Next  time,  XYZ 
raises  another  $1  million,  but  gives  up  only  10%  of  the  company, 
essentially  doubling  in  value.  No  payouts  are  made  and  there's  still 
no  liquidity  in  the  stock,  but  clients  feel  good,  and  it  helps  when  rais- 


ing additional  money — for  XYZ  and  other  deals. 

Guess  who  loses?  Entrepreneurs,  of  course.  Not  only  are  they 
pressured  to  move  faster  than  they  might  prefer,  they're  also  facing 
additional  dilution.  "I  don't  think  companies  that  would  have  gotten 
funded  before  aren't  being  funded  now,"  says  Gill  Cogan,  managing 
general  partner  at  Weiss,  Peck  &  Greer,  a  venture  capital  firm  in  San 
Francisco.  "But  [in  the  first  round  of  funding]  it  does  drive  down  their 
valuations."  Reason:  If  investors  believe  a  startup  is  years  away 
from  going  public  or  being  bought  out,  they  will  either  insist  on  pay- 
ing a  lower  price  or  demand  more  equity.  In  any  case,  entrepreneurs 
are  often  left  with  a  smaller  slice  of  the  pie. 

Yes,  there's  plenty  of  money  around  these  days,  but  it  often 
comes  at  a  high  price.  -Rita  Koselka 
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loTuHle  ntrepreneurs 

Instead  of  depending  upon  government,  business  leaders  in  the  Granite  State 
have  taken  it  upon  themselves  to  haul  the  poorest  region  out  of  a  long  depression. 


Local  heroes 


By  Tom  Post 

Hunkered  down  in  the  hills  just  10  miles  south 
of  the  Canadian  border,  Colebrook,  N.H. 
(pop.  2,600)  looks  more  like  a  frontier  post 
in  Alaska  than  a  town  in  New  England.  Resi- 
dents still  leave  their  front  doors  unlocked 
and  their  keys  dangling  inside  their  pickup  trucks.  But 
those  tokens  of  intimacy  and  trust  hide  a  lot  of  scars.  A  res- 
ident used  a  gun  last  summer  to  settle  a  long-running  feud 
about  property  taxes,  killing  two  local  state  troopers,  a 
woman  judge  and  the  town's  newspaper  editor. 

Colebrook  was  hurting  long  before  the  attack.  Once  a 
community  that  thrived  on  timber,  hunting  and  fishing,  the 
town  lost  hundreds  of  high-wage  jobs  in  the  1980s,  when 


paper  and  lumber  mills  reorganized  and  shrank.  Median 
household  income  plunged  12%  between  1980  and  1990, 
to  an  inflation  adjusted  $22,000 — and  hasn't  fully  recov- 
ered. Despite  low  unemployment  (4.9%),  one  in  eight 
people  is  below  the  poverty  line;  many  hold  down  two  or 
three  jobs.  Kids  grow  up  and  move  out  because  there  are 
so  few  opportunities  to  keep  them. 

Multiply  that  predicament  some  fiftyfold  and  you 
have  a  fair  sense  of  New  Hampshire's  North  Country — 
a  largely  forested  region  with  about  one-third  of  the 
state's  real  estate,  12%  of  its  population  and  a  small 
fraction  of  New  Hampshire's  $34  billion  1996  gross 
state  product. 

While  southern  New 

Hampshire  has  pros- 
pered from  the  spread 
of  the  high-tech  boom 
in  Massachusetts,  the 
north  has  lagged  far 
behind. 

The  bright  spot  in  all 
this  is  that  local  busi- 
nesspeople  have  found 
creative  ways  to  come 
up  with  jobs,  support 
for  education — and  a 
fresh  outlook  on  eco- 
nomic opportunity: 

■  As  head  of  the 
Littieton  Industrial 
Development  Corp., 
Paul  McGoldrick,  an 
insurance  salesman,  has 
spent  25  years  creating 
an  industrial  park 
whose  ten  businesses 
now  employ  650  peo- 
ple in  Littleton,  a  town 
of  6,000. 

■  Joel  and  Catherine 
Bedor,  husband  and 
wife,  brought  the 
96-year-old  Mount 
Washington  Hotel  & 
Resort  in  Bretton 
Woods  out  of  re- 
ceivership and  now 
employ  500  people  (see 
box,  p.  78). 

■  Under  ski  resort  op- 
erators  Philip   Gravink 
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Equipment  financing  &  leasing  •  Asset  based  financing  •  Vendor  sales  financing  •  Small  business  financing  •  International  financing  •  Factoring  &  working  capital  loans 

Borrowing  money  doesn't  have  to  be 
traumatic.  Let  us  find  solutions  for 
your  small  or  mid-sized  company  that 
are  not  only  smart,  but  hassle-free. 
888.774.6511  www.hellerfin.com 

Heller  Financial 

Straight  talk.  Smart  deaK 


SOMEONE'S  GIVING  YOU  MONEY. 

THIS  SHOULD  BE  A  HAPPY  TIME 


BTiiI&l  e  ntrepreneurs 


and  then,  later,  Rick  Kelley,  the  old  paper  town  of  Lincoln 
(pop.  1,400)  has  been  reborn  as  a  thriving  vacation  spot.. 
■  Wendell  Jesseman,  president  of  New  England  Electric 
Wire  Corp.,  provides  370  highly  skilled  jobs  in  Lisbon 
(pop.  1,700)  and  has  helped  rebuild  the  school  system. 
The  comeback  trail  has  not  been  smooth.  The  spectac- 


ular White  Mountains  crisscross  the  North  Country,  dividl 
ing  many  of  the  50  or  so  towns  from  one  another.  Mental 
boundaries  developed  between  neighboring  communities 
creating  deep  mutual  suspicions.  Many  nearby  villages  hacl 
different  post  offices,  fire  and  police  departments,  water! 
sewage  and  electricity  systems — sometimes  even  school  disf 


Last  resort 


The  resurrection  of  the  Mount  Washington 
Hotel  &  Resort  in  Bretton  Woods,  N.H.  is 
one  of  the  North  Country's  great  success 
stories.  Built  in  1902,  the  197-room 
behemoth  is  one  of  only  2  surviving 
"grand  hotels"  in  the  area  (there  were 
once  15)  that  used  to  lodge  the  rich  and 
famous  from  Boston,  New  York,  Philadel- 
phia and  Washington,  D.C.  for  the 
summer.  From  its  900-foot  wraparound 
veranda  the  hotel  offers  a  heart-stopping 
view  of  the  Presidential  Range — a  big 
draw  for  the  world's  finance  ministers  who 
gathered  there  in  1944  at  the  conference 
that  created  the  World  Bank  and  the  Inter- 
national Monetary  Fund. 

But  by  1991  the  hotel  was  falling 
apart — physically  and  financially.  A  local 
developer  had  bought  it  in  1988.  He 
failed  two  years  later,  and  the  resort, 
which  was  losing  $2  million  a  year,  was 
seized  by  the  FDIC  in  a  mortgage  fore- 
closure. The  hotel  looked  like  a  candidate 
for  the  bulldozer. 

Into  the  mess  stepped  Joel  and  Cather- 
ine Bedor,  a  husband-and-wife  team  from 
Littleton,  N.H.  and  a  couple  of  investors. 
They  knew  something  about  historic  reno- 
vation because  they'd  taken  over  the 
nearby  Cog  Railway — steam-powered  loco- 
motives and  tracks  laid  in  1869  to  take 
tourists  6,200  feet  up  to  the  top  of  Mount 
Washington. 

The  Bedors  offered  $2  million.  "That's 
all  it  was  worth,"  says  Joel,  considering 
the  sorry  state  of  the  foundation,  the 
roof,  plumbing  and  electrical  systems. 
The  feds,  who  had  put  in  $2  million  worth 
of  cosmetic  improvements,  thought  they 
could  get  a  better  price  at  auction. 

On  the  day  of  the  auction,  June  26, 
1991,  the  Bedors,  backed  only  with  a 
promise  of  a  loan  from  a  local  bank, 
walked  into  the  hotel's  massive  conserva- 
tory and  put  up  a  nonrefundable 
$250,000.  The  bidding  started  at  $1  mil- 
lion and  went  up  in  increments  of 
$250,000,  then  $100,000.  A  developer 
pushed  the  price  up  to  $3.1  million,  when 
the  Bedors'  partner,  a  34-year-old  lawyer, 
bid  another  $50,000.  "You're  not  serious 
about  that  $50,000  are  you?"  the  auc- 
tioneer shot  at  him.  He  held  his  ground. 
"This  is  not  an  adequate  bid,"  said  the 
auctioneer,  who  took  a  half-hour  break  to 
deliberate  with  FDIC  officials.  When  they 
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came  back,  he  told  the  crowd,  "We  are 
selling  this  hotel  today."  He  asked  for  fur- 
ther bids;  there  were  none.  The  Bedors 
had  the  Mount  Washington. 

Not  quite.  The  bank  they'd  been  deal- 
ing with  was  on  shaky  grounds,  and  there 
were  rumors  of  a  takeover  by  Bank  of  Ire- 
land. Now  the  bank  president  wanted  new 
assurances  that  they  could  handle  the 
debt  service  on  a  promised  $1.6  million 
loan.  The  Bedors  showed  him  the 
books — there  was  sufficient  cash  flow 
between  the  hotel,  which  had  only  30% 
occupancy,  and  the  other  properties  (a 


turn  around  the  business  and  get  a  bigger 
cut  of  profits.  No  way,  said  the  firm,  and 
took  off.  A  new  general  manager,  over- 
whelmed by  the  hotel's  problems,  lasted 
a  month.  The  Bedors  decided  to  run  the 
place  themselves. 

The  hotel  turned  a  slight  profit  that  first 
season  and  hasn't  lost  its  momentum 
since.  The  Bedors  decided  to  renovate 
slowly,  financing  repairs  out  of  profits,  not 
debt.  First  came  the  bathrooms,  then 
plumbing,  electrical  and  sprinkler  sys- 
tems; afterwards,  the  rugs,  elevator  and 
plaster  work  of  the  Corinthian  columns 


Saving  a  whale  of  a  place:  The  Bedors  and  the  Mount  Washington  Hotel. 


motel,  and  an  inn  built  in  1896).  The  bank 
still  wouldn't  commit. 

A  day  before  the  deadline,  when  the 
Bedors  risked  losing  their  deposit  and 
their  investors,  Joel  called  the  bank  presi- 
dent, who  was  on  vacation,  and  reminded 
him  of  his  promise.  "We  told  him,  'With- 
out that  commitment  letter,  don't  bother 
to  come  back  to  town.'"  says  Cathy.  It 
arrived  the  next  day  by  fax;  the  deal  with 
the  FDIC  closed  at  midnight. 

Then  the  real  work  began.  First  up — 
dealing  with  the  Texas  management  firm 
the  FDIC  had  installed.  The  Bedors 
offered  a  new  contract:  Forget  your  fee; 


that  line  the  lobby;  next  up,  the  veranda 
and  the  Tiffany  glass  in  the  main  dining 
room  and  ballroom — all  told  some  $30 
million  in  improvements.  The  Bedors  also 
bought  back  the  golf  course  and  ski 
resort  that  were  sold  off  years  ago. 
They're  now  sitting  on  a  valuable  property. 
For  the  first  time,  the  hotel  will  remain 
open  year-round  in  1999 — a  strategy  to 
nudge  annual  revenues  to  $20  million. 
The  biggest  challenge:  whether  to  put  in 
air  conditioning  and  television.  "People 
want  their  CNN  in  the  morning,"  Joel 
says.  A  view  of  the  mountains  in  itself  is 
apparently  no  longer  enough.  -T.P. 
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Phe  Range  Rover:  1  part  croquet  player,  1  part  rugby  thug. 

OCORE  one  for  the  Brits.  For  creating  a  most  unique  vehicle  by  combining  refined  elegance  and  brute 
strength.     The  Range  Rover's  permanent  four-wheel  drive  and  electronic  air  suspension  make 
obstacles  like  a  storm  front  as  surmountable  as  a  Sunday  in  the  park.  And  its  14-gauge  steel  chassis 
helps  make  a  defiant  road  obey.      Score  another  for  the  Range  Rover's  interior.  Its  12-speaker  audio 
■stem  encompasses  you  in  wondrous  sound.  And  its  leather  upholstery  and  dual  climate  controls  transcend 
SUV  standards,  leading  you  to  believe  you  might  actually  be  in  your  drawing  room  instead  RANGE  ROVER 

of  a  far  corner  of  the  earth.  At  856,925,*  you  should  expect  such  splendor.  And  by 
calling  1-800-FINE  4WD  and  coming  in  for  a  test  drive,  you  can  experience  it.  Creating 
an  extraordinary  4x4  like  the  Range  Rover  wasn't  an  easy  task.     But  who's  keeping  score? 


"We  don't  much  like  change  around  here":  Banker  Bromage  and  local  clients 


tricts.  The  duplication  was  wasteful  of  tax  money  and  a  fur- 
ther burden  on  the  area. 

"A  few  years  ago  we  decided  to  unify  the  school  sys- 
tems," says  Glenn  English,  Haverhill's  first-ever  town  man- 
ager. "There  was  blood  on  the  table.  People  were  scream- 
ing at  each  other."  But  the  consolidation  went  through  and 
led  to  cooperative  efforts  in  local  policing,  recreation  and 
business  development.  Members  of  several  villages,  which 
make  up  the  town  of  Haverhill,  recently  got  together  to 
help  raise  a  total  of  $900,000  in  federal  funds  to  rebuild 
the  oldest  covered  bridge  in  America. 

They  don't  call  it  the  Granite  State  for  nothing — and 
that  refers  to  more  than  just  boulders.  "We  don't  much  like 
change  around  here,"  says  Willard  Bromage,  president  and 
chief  executive  of  First  Colebrook  Bank.  Just  ask  Paul 
McGoldrick.  In  1973  he  proposed  a  $15,000 
feasibility  study  for  an  industrial  park  in  Littleton, 
which  was  losing  two  large  shoe  manufacturers — 
and  700  jobs — to  foreign  competition.  The  study 
was  put  to  a  voice  vote  among  the  town  leaders. 
It  failed.  McGoldrick  asked  for  a  standing  vote. 
Shot  down  again.  Finally,  someone  demanded  a 
secret  ballot — and  it  passed  by  one  vote.  "They 
thought  that  we  were  hopeless  do-gooders  at 
best,"  he  recalls.  "Socialists  at  worst." 

That  was  only  the  beginning  of  the  struggle. 
McGoldrick,  who  works  on  a  strictly  voluntary 
basis,  had  to  find  and  buy  the  land,  entice  busi- 


"They  thought 
that  we  were 
hopeless  do- 
gooders  at 
best,"  says  a 
businessman. 
"Socialists 
at  v%  rst." 


nesses,  build  roads  and  improve  th< 
sewer,  power  and  water  systems.  Al 
this  cost  money — and  the  town  didn' 
want  to  cough  it  up.  So  McGoldricl 
turned  to  the  North  Country  Counci 
(ncc) — a  nonprofit  group  that  helpe 
win  some  $2.5   million  in  federa 
grants — to  finance  the  improvements 
All  told,  Littleton  had  to  put  up 
just  over  $1  million— but  has  gotten 
back  nearly  $3  million  in  property 
taxes  from  the  new  businesses,  as  well 
as  a  $17  million  annual  payroll.  "The 
community  came  through  in  the 
end,"  says  NCC  Executive  Director 
Preston  Gilbert.  "They  just  made  it 
more  of  a  struggle  than  it  needed  to 
be."  Today  Littleton  is  still  strug- 
gling— per   capita  income   is   23% 
below  the  state  average.  But  things 
are  definitely  on  the  upswing,  and  the 
town's  major  issue  is  how  to  manage 
growth — and  rising  traffic. 

The  town  of  Lincoln  struggled  with 
a  different  sort  of  obstacle  to  progress. 
After  the  town's  paper  mill  failed  in 
the  1960s,  a  group  of  local  investors 
led  by  Sherman  Adams,  one-time  aide 
to  President  Eisenhower,  developed  a 
ski  resort  on  Loon  Mountain  and 
turned  Lincoln  into  a  year-round 
recreation  center.  The  resort  later 
became  a  favorite  target  of  environmentalists.  It's  still  trying 
to  resolve  its  problems  by  regulating  water  taken  from 
streams  for  snowmaking,  and  by  buying  nearby  land,  which 
it  set  aside  for  bear  and  deer. 

In  the  1980s,  all  hell  broke  loose.  Developers  from 
Boston  started  purchasing  local  real  estate  for  weekend 
homes.  When  a  Florida  developer  cut  down  all  the  trees 
around  what  used  to  be  a  baseball  field  and  started 
putting  up  condos — "more  of  those  damned  chicken 
coops,"  says  Rick  Kelley,  Loon  Mountain's  general  man- 
ager— the  town  said,  Enough.  Local  business  leaders, 
including  ski  resort  executives,  established  task  forces  to 
deal  with  land  use  and  traffic.  Some  of  the  damage  was 
done.  But  new  zoning  laws  and  building  guidelines  have 
slowed  growth  considerably. 

Like  all  municipalities  in  New  Hampshire, 
Lincoln  funds  its  own  school  system  through 
local  property  taxes.  That  keeps  control  in  the 
hands  of  the  community  but  makes  the  cost  of 
the  public  schools  highly  visible  and  painful. 
Right  now  the  governor  and  state  lawmakers  are 
deadlocked  over  how  to  increase  education 


spending  while  avoiding  a  redistribution  of  funds 
from  wealthier  to  poorer  districts. 

Leave  it  to  an  entrepreneur  to  find  a  way  to 
help.  Phil  Gravink  is  managing  director  of  Atti- 
tash  Bear  Peak,  a  ski  resort  45  miles  away  in 
Bartlett.  With  prodding  from  Gra\ink,  the  resort 
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Bjltf£l  entrepreneurs 


is  putting  up  $15,000  a  year  in  what  amounts  to 
an  education  IRA  for  every  fourth-grader. 

Kids  have  to  sign  up  for  it  every  fall  and  agree 
to  participate  in  a  couple  of  civic  activities 
(making  a  bike  trail,  for  instance,  or  visiting  a 
local  industry).  They  also  have  to  stay  in  the 
Bardett  school  through  eighth  grade  and  keep 
out  of  trouble  with  the  law.  "By  then,"  says 
Gravink,  "each  student  will  have  up  to  $2,000 
to  use  for  Harvard  or  hairdressing  school." 

No  business  has  invested  more  money — or 
creativity— in  education  than  New  England  Elec- 
tric Wire  Corp.  The  largest  employer  in  Lisbon, 
the  company  started  out  100  years  ago  making  silk-insu- 
lated wires  for  telephones.  Today,  with  Wendell  Jesseman 
as  president,  it's  churning  out  $38  million  a  year  worth  of 
products  for  the  telecommunications,  aerospace,  automo- 
tive and  medical  electronics  industries.  "We  have  a  definite 


"We  feel 
strongly  about 
improving  the 
livelihood  of 
everyone  in 
the  area," 
says  one 
entrepreneur. 


"A  definite  social  contract":  Jesseman  is  bringing  corporations  and  schools  together. 

social  contract  with  the  community,"  says  Jesseman,  who 
acquired  the  company  in  1985  and  created  an  ES<  P.  "Many 
of  us  arc  natives,  and  we  feel  strongly  about  improving  the 
livelihood  of  everyone  in  the  area." 

Six  years  ago,  when  the  new  high  school  was  being  built, 
Jessemar  found  out  that  the  proposed  gym  had  been 
downsize       >  reduce  costs.  He  offered  to  put  up  $25,000 


and  dared  Lisbon  to  match  him.  It  did.  Simil 
challenges  have  resulted  in  the  construction 
town  baseball  and  soccer  fields,  tennis  courts  a 
a  park. 

Jesseman  is  making  his  biggest  mark  this  fall- 
a  $1Q0,000  investment  in  video-based  "distani 
learning."  Teaming  up  with  Bell  Atlantic  and 
leges  in  New  Hampshire  and  Vermont,  Ne 
England  Wire  is  offering  college -level  classes  t 
high  school  kids,  and  electrical  engineering  an 
M.B.A.  courses  to  its  employees  via  interactivl 
television.  "We  needed  to  attract  good  technid 
people  to  our  area,"  says  Jesseman.  "The  univ 
sity  is  120  miles  from  us;  it's  a  formidable  challenge  : 
people  to  take  courses  while  they're  continuing  to  work 
So  we're  bringing  the  classes  to  them." 

Small  towns  in  isolated  areas  like  this  sometimes  look  t< 
fiber  optics  for  salvation.  With  modern  technology,  knowl 

edge  workers  and  knowledge 
businesses  can  escape  urbai 
congestion  and  the  high  cos 
of  living  by  moving  to  the 
open  spaces. 

Yes,  the  fiber-optic  infra 
structure  is  finally  in  place  tc 
wire  the  North  Country  tc 
the  latest  technologies.  Bu 
in  such  a  sparsely  populated 
area  the  access  costs  for  high-; 
speed  data  services  are  still! 
way  too  prohibitive  for  most 
small  businesses,  to  say  noth- 
ing of  individuals.  It  can  cost 
as  much  as  $12,300  a  month 
in  a  northern  town  like  Lit- 
tleton (versus  $2,380  in  a 
southern  city  like  Manches 
ter)  to  get  the  kind  of  band- 
width an  architectural  firm  or 
a  high-end  software  develop- 
er might  need. 

Frank  Windsor,  director  of 
educational  telecommunica- 
tions  at   New   Hampshire 
Public  Tele\ision  in  Durham, 
is  working  on  the  problem. 
He's     collaborated     with 
Northern  Telecom,  bringing 
different      town      officials 
together   to    discuss   their 
common  high-tech  needs. 
But    Bell    Atlantic,    which 
recently    offered    all    state 
schools  and  libraries  the  means  to  connect  to  the  Internet 
for  two  years,  is  quite  understandably  spending  most  of  its 
capital  dollars  in  the  southeast  corner,  which  accounts  for 
75%  of  the  state's  population  and  revenues. 

The  North  Country  has  by  no  means  solved  its  eco- 
nomic problems,  but  at  least  it  is  showing  the  way  for  other 
depressed  areas  to  better  themselves.  ■■ 
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This  Is  Either  A  Portrait  Of 
A  Fannie  Mae  Homeowner 
Or  A  Fannie  Mae  Investor. 


hen  families  have  needed 

dp  in  becoming  homeowners,  we've 

left  them  smiling.  And  when  investors 

have  eome  to  us  lor  outstanding  returns. 

done  the  same. 

At  rannie  Mac.  we  ve  helped  over 
30  million  families  allord  homes.  We've 
also  achieved  more  than  a  decade  ol 
steadv  earnings  v;a>wth  in  a  wide  variety 
ot  interest  rate  environments.  Over  the 
last  ten  years,  our  stock's  total  rate 
ol  return  to  investors  stands  at  an 
impressive  59.5  percent  per  year.  You'll 
find  Fannie  Mae  common  stock  actively 
traded  on  the  New  York  Stock  Exchange 
under  the  ticker  symbol  FNM. 

Call  us  at  1-800-368-7092  for  a 
oopy  of  our  annual  report.  Or  visit  our 
Web  site  at  www.lanniemae.com  for  more 
inlormation.  Either  way.  what  you'll  see 
will  leave  you  smiling. 


01  FannieMae 


Despite  squawks  from  unions,  a  lot  of  states  are  letting 
inmates  take  private-sector  jobs  inside  prison  walls. 

Up  from  license  plates 


By  Michelle  Conlin 

Trolling  the  Bahamas 
in  his  Hatteras  yacht 
four  years  ago,  Min- 
neapolis moneyman 
Irwin  Jacobs  flipped  on 
the  TV  and  had  an  inspi- 
ration. On  the  screen 
flashed  a  news  report 
about  prisoners  loafing 
around  with  nothing  to 
do.  Hey,  why  not  put 
some  of  these  jailbirds 
to  work? 

Two  years  later 
Jacobs  Trading  had 
hired  100  inmates  from 
the  Prairie  Correctional 
Facility  in  Appleton, 
Minn,  to  remanufacture 
returned  goods  like 
Prego  strollers  and 
Regal  crockware  for 
resale.  The  plant  sits 
inside  the  prison's  razor 
ribbon  walls  and  comes 
with  a  loading  dock 
secured  with  motion- 
sensitive  fencing. 

One  of  Jacobs' 
recruits  is  Floyd 
Leonard,  51,  a  former 
drug  addict  and  robber 
who  now  earns  $5.15 
an  hour  as  an  inventory 
clerk.  "I'd  rather  spend 
20  hours  at  my  job  than 
10  hours  inside  that 
prison,"  he  blurts. 

Unions  don't  like  the  idea,  but  in 
a  full-employment  economy  they 
aren't  screaming  as  loudly  in  some 
states.  Still,  gainful  employment 
among  the  striped-suit  set  is  small: 
2,539  of  1.8  million  prisoners  are 
working  for  private  businesses,  as 
authorized  by  a  federal  law.  But  that's 
up  31%  in  the  last  two  years. 

Inmates  are  working  as  reservation 
agents  for  twa  in  California,  assem- 
bling  electronic  equipment  cables  for 
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Inmates  discuss  data  layout  for  maps  they've  digitized  at  Liberty  Correctional  Institution  outside  of  Tallahassee 
The  chain  gang  goes  high  tech:  Prisoners  leave  the  slammer  with  a  nest  egg  and  a  resume. 


Escod  Industries  in  South  Carolina 
and  building  circuit  boards  for  U.S. 
Technologies  in  Texas.  Convicts  in 
Nevada  even  restore  antique  motor 
cars  for  the  Imperial  Palace  Hotel  & 
Casino's  museum  in  Vegas. 

In  the  19th  century  two-thirds  of 
prisoners  were  contracted  to  private 
entrepreneurs  to  farm  crops  and  pro- 
duce household  goods.  Under  this 
system,  many  prisons,  such  as  Sing 
Sing  and  Newgate  in  Now  York, 
posted  surpluses.  Taxpayers  didn't 


pay  a  penny.  But  complaints  from 
social  reformers  and  union  leaders 
forced  lawmakers  to  restrict  private 
industry's  ability  to  hire  prisoners.  By 
the  end  of  World  War  II  convicts 
were  only  allowed  to  produce 
goods — such  as  license  plates  and  fur- 
niture— for  government  agencies. 

The  tide  turned  in  1979,  when 
Congress  passed  legislation  to  again 
allow  private  businesses  to  employ 
state  and  local  inmates — as  long  as 
the  companies  don't  eject  nonprison- 
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ers  from  jobs  and  pay 
prevailing  wages  in  the 
area,  as  determined  by 
state  authorities.  Pro- 
ductivity behind  bars  is 
better  than  you  might 
think,  since  employers 
are  permitted  to  be 
picky  about  their  hires. 
A  prison  factory  at 
Evans  Correctional 
Institution  in  South 
Carolina  even  received 
an  award  from  IBM 
given  to  only  10  of  500 
plants  for  churning  out 
25,000  cables  with  zero 
defects. 

There's  no  lack  of 
job    applicants,    since      mHI 
state  and  federal  make- 
work  programs  pay  as  little  as  20 
cents  an  hour,  while  the  private  gigs 
pay  at  least  minimum  wage — and 
sometimes  more. 

"On  the  outside,  you'd  have  to 
interview  1,000  people  to  get  50 
minimum  wage  workers,  and  in  30 
days  most  of  them  would  be  gone," 
drawls  Kenneth  Smith,  chief  execu- 
tive of  U.S.  Technologies,  which  has 
100  inmates  making  circuit  boards 
for  Motorola,  IBM  and  Dell.  Smith 
says  his  company  has  already  brought 
back  about  60  jobs  from  Canada, 
Mexico  and  Haiti  by  promising  to 
save  his  clients  at  least  10%  of  the 
costs  they  pay  offshore. 

The  private  employers  usually 
don't  have  to  pay  for  health  care, 
pensions  or  vacation  and  sick  leave. 
Often  they  are  given  free  facilities  and 
even  capital  equipment.  Taxpayers 
get  a  break,  too,  since  up  to  80%  of 
inmates'  wages  are  used  to  pay  room 
and  board,  victims'  restitution,  child 
support,  alimony  and  court,  fees. 

Kenneth  Mellem,  chief  executive  of 
St.  Petersburg,  Fla. -based  Geonex, 
was  all  set  to  hire  workers  in  India 
and  Malaysia  to  digitize  the  maps  of 
his  utility  company  customers.  But  he 
was  lured  at  the  last  minute  by  a 
Florida  prison  nonprofit  executive 
who  wanted  him  to  give  200  inmates 
a  try.  Since  his  is  a  service  business, 
Mellem's  not  required  to  dole  out 
prevailing  wages.  Instead  he  pays  a 
lived  rate  based  on  the  amount  of 
work  completed. 


Jacobs  Management  Corp.  President  Irwin  Jacobs 
Behind  bars?  This  man  may  have  a  job  for  you. 


Usually  ex-cons  get  $100,  a  bul 
ticket  and  a  pat  on  the  back  one! 
they  are  sprung.  But  many  of  th| 
inmates  working  for  private  industry 
are  offered  jobs  by  the  companieJ 
who  employed  them  on  the  insidel 
Karen  Smith  left  Iowa's  Correctional 
Institute  for  Women  with  $1,800  anc 
a  job  as  a  packer  for  her  prison 
employer,  Diamond  Crystal  Foods 
"Without  that  job,"  Smith  says,  "! 
might  have  gone  back  to  writing  bac 
checks." 


Prairie  Correctional  prisoner  Floyd  Leonard 
He  loves  spreadsheets  and  databases. 


Forbes 


\Dtember21,  1998 


Here's  one  merger  that  really  makes  sense: 
Amoco  and  BP's  strengths  and  weaknesses 
neatly  complement  each  other. 

A  good  match 
in  the  oil  patch 


By  Christopher  Palmeri 

At  a  different  time,  the  $53  billion 
mid-August  merger  of  the  British 
Petroleum  Co.  and  Amoco  Corp. 
would  have  created  quite  a  furor,  but 
11 -digit  deals  are  almost  common- 
place these  days.  Whatever  one  can  say 
of  many  of  today's  megadeals,  this  one 
definitely  makes  sense.  BP  Chief  Exec- 
utive Sir  John  Browne  called  it  "an 
alliance  of  equals." 

Browne  will  be  chief  executive  of 
the  merged  company,  BP  Amoco  Pic. 
The  two  giants  are  certainly  not  equal 
in  their  strengths  and  weaknesses — and 
that's  why  the  merger  makes  so  much 
sense.  Amoco's  return  on  capital  last 
year  was  13%,  against  bp's  17%.  But 
while  BP,  with  its  strong  positions  in 
the  North  Sea  and  Alaska,  has  been  the 
more  profitable  of  the  two,  Amoco  has 
a  lot  going  for  it  looking  forward. 

Take  international  operations.  Some 
of  BP's  exploration  projects,  like  those 
in  Colombia  and  Vietnam,  have  been 
disappointing,  bp's  three-year  average 
cost  of  finding  oil  and  gas  internation- 
ally has  climbed  to  $6.09  per  barrel, 
according  to  a  recent  report  from 
Deutsche  Bank  Securities.  That  was 
the  worst  performance  among  big  oil 
companies. 

Where  bp  was  slipping,  Amoco  was 
sprinting.  Under  Laurance  Fuller,  the 
chemical  engineer  and  longtime 
Amoco  employee  who  took  over  as 
chief  executive  in  1991,  Amoco  cut  its 
cost  of  finding  oil  and  gas  internation- 
ally to  just  $2.14  per  barrel,  putting  ii 
at  the  head  of  the  pack  in  this  measure 
of  efficiency.  Amoco  also  led  in  the 
amount  of  production  it  replaced  with 
new  discoveries. 

But  given  the  long  lead  times  that 
developing  big  new    fields  entai 
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Amoco's  chief,  Laurance  Fuller, 
and  BP's  Sir  John  Browne  (right) 
Browne  saw  opportunity  where 
others  just  saw  problems. 


Amoco's  success  in  finding 
reserves  had  yet  to  turn  into 
increased  production  and  earn- 
ings. Thus  Amoco's  produc- 
tion decreased  slightly  in  the 
1990s.  Its  stock  was  the  worst 
performer  among  the  big  oil 
companies  over  the  last  five  years. 

But  look  ahead  and  you  see  a  dif- 
ferent picture.  BP's  John  Browne  calls 
Amoco's  Trinidad  operation  "a 
crown  jewel."  Its  gas  production  is 
expected  to  nearly  quadruple  by  the 
year  2001,  to  1.4  billion  cubic  feet 
per  day.  That  amount  represents  25% 
of  the  1997  combined  gas  produc- 
tion of  bp  and  Amoco. 


John  Browne  believes  that  nati 
gas  will  play  a  much  greater  role  in 
oil  industry's  future.  BP  got  just  1 
of  its  production  from  natural  gas 
year;  at  Amoco,  natural  gas  accouni 
for  more  than  half  of  total  producti' 
"The  prices  of  oil  and  gas  are  se- 
rating,"  Browne  says.  "Gas  demanc 
growing  50%  faster  than  oil  demai 
It's  an  important  product." 

Amoco  complements  BP  in  otl 
ways.  In  chemicals,  Amoco  had  no  pc 
ethylene  production  but  was  numt 
three   worldwide   in  polypropylei 
both  important  building  blocks  of 
things  plastic.  BP  v 
in  the  opposite  po 
tion.  Combined,  t 
two  companies  w 
have  nearly  $13  b 
lion  in  chemical  salt 
BP  has  had  a  dif 
cult  time  with  its  U 
refining  and  gasol 
retailing  operatior 
In  terms  of  gasolii 
sales,  it  has  a  numb 
one  position  in  on: 
one  state,  Georgi. 
Amoco,  by  contras 
has  a  strong  rets 
position  throughoi 
the  Midwest. 

"We'll  be  able  t 
spread  our  cost 
across  a  much  large 
base,"  Browne  say 
of  his  new  U.S.  refit 
ing  assets.  Overall,  B 
and  Amoco  hav 
identified  $2  billio; 
worth  of  efficiencies 
that  managemen 
says  it  can  woing  ou 
of  the  business  b' 
the  year  2000. 

Richard  Gordon 
an  oil  industry  ana 
lyst  and  senior  via 
president  at  John  S 
Herold  Inc.,  who  has  studied  botl 
companies  in  depth,  sums  it  up  thi: 
wav:  "Amoco  had  done  a  lot  of  gooc 
tilings.  Nobody  but  bp  noticed  them.'' 
With  combined  revenues  of  $108 
billion  and  combined  earnings  of  $7.3 
billion,  bp  Amoco  Pic.  will  be  the 
world's  third-largest  oil  company.  By 
any  standard,  it  will  be  a  potent  com- 
petitor. 
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fith  the  whole  nation  popping  vitamin  pills  and  swallowing  herbal  remedies, 
Irug  firms  are  moving  into  what  had  been  a  backwater. 

healthy  business 


iv  Paul  Klebnikov  and  Zina  Moukheiber 

IO  days  after  announc- 
lg  its  merger  with  Mon- 

lto  Co.  in  June,  Amer- 
Home     Products 

irp.  quietly  purchased 

>lgar  Vitamin  &  Herb 

).  It  apparendy  paid  an 

lpressive    price:    S425 
ion  for  a  New  Jersey  - 
based  company  with  rev- 
enues estimated  at  just 
SI 00  million.  Solgar  is 
•  one  of  the  premier  pro- 
ducers of  dietary  supple- 
ments. As  the  high  price 
:  indicates,      the      giant 
American  Home  Prod- 
ucts (  1998  sales,  est  1 
mated  $15  billion)  has 
big  expectations  for  the 
business. 

The  market  in  dietary 
supplements  is  booming. 
Total  sales  were  about  $9 
billion  in  1997,  double 
that  of  five  years  ago. 
According  to  a  poll  con- 
ducted by  Multi-  Sponsor 
Surveys,  43%  of  American 
adults  took  some  kind  of 
vitamin  or  mineral  last 
year,  compared  with  33% 
in  1991.  But  dietary  sup- 
plements also  include 
herbal  remedies:  Ameri- 
cans spent  S600  million 
on  such  products  last  year. 

Hypochondriacs  that  ^^B 
so  many  of  us  are,  Ameri- 
cans are  easily  persuaded  that  we  can 
improve  our  sex  lives,  avoid  cancer  and 
live  longer  by  swallowing  pills  or  nib- 
bling on  herbs.  To  clothe  these  largely 
unproved  remedies  in  respectability, 
the  sellers  have  come  up  with  scientif- 
ic-sounding terms  for  their  nostrums: 
nutraceuticals  or  phytonutrients. 
Mildly  depressed?  Try  St.  John's  wort. 
Memory  slipping?  Ginkgo  biloba  is  for 
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Wild  Oats  store,  Santa  Fe 
Good-bye  mom-and-pop 
shops.  Hello  mass- 
market  chains. 


you.  Worried  about  your 

prostate?  Take  a  dose  of 

saw  palmetto.  Americans 

bought     $100     million 

worth  of  St.  John's  wort 

last  year,  according  to  the  American 

Botanical  Council,  and  $126  million 

worth  of  ginkgo  biloba. 

In  1994  Congress  passed  the 
Dietary  Supplements,  Health  and 
Education  Act.  The  Food  &  Drug 
Administration  had  been  reaching  out 
to  regulate  dietary  supplements.  Con- 
gress intervened,  and,  as  a  result,  while 
becoming  subject  to  a  certain  amount 


of  regulation,  dietary  supplement  ven- 
dors can  legally  make  some  claims 
without  clinical  trials.  They  can,  for 
example,  claim  that  calcium  helps 
strengthen  bones,  but  not  that  it  pre- 
vents osteoporosis. 

"The  passage  of  that  one  act  created 
a  basis  for  commerce  in  the  U.S.,  and 
the  industry  has  just  exploded  as  a 
result,"  says  Warner-Lambert  Co.'s 
head  of  complementary  medicines, 
Barry  Turner. 

General  Nutrition  Cos.  is  America's 
biggest  dietary  supplements  company 
(1997  sales,  $1.2  billion).  In  the  four 
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years  since  dshea  was  passed,  it  has 
doubled  the  number  of  its  GNC  stores 
in  the  U.S.  and  abroad,  to  3,732.  It 
plans  to  double  the  number  of  its 
stores  again  by  2002.  GNC  now  pro- 
motes itself  on  prime-time  TV. 

With  health  food  store  sales  rising 
some  15%  a  year,  other  entrepreneurs 
are  following  in  gnc's  footprints,  with 
national  outfits  like  Wild  Oats  Com- 
munity Market  and  Whole  Foods 
Market  gobbling  up  small  independent 
shops  and  opening  their  own. 

The  business  has  gone  mainstream. 


Wal-Mart  vastly  expanded  the  shelf 
space  it  gives  to  dietary  supplements  in 
the  last  two  years,  creating  special 
OneSource  Nutrition  Centers  inside  its 
stores,  with  trained  staff  to  talk  to  cus- 
tomers about  the  benefits  of  herbs  and 
vitamins.  Wal-Mart  alone  sold  more 
than  $500  million  worth  of  the  stuff 
last  year. 

Much  of  the  medical  community 
remains  deeply  skeptical,  but  its  oppo- 
sition is  by  no  means  monolithic.  One 
recent  survey  shows  that  doctors'  rec- 
ommendations are  now  the  leading 


1  Solgar's  Allan  Skolnick  and  his  son,  Rand 
§   "Snake  oil  salesmen"  vindicated. 


cause  of  people  turning  to  dietary  sup. 
plements.  HMOs,  such  as  Oxford 
Health  Plans,  are  paying  for  herba' 
remedies.  Dr.  Sidney  Bogardus,  a  spe 
cialist  in  geriatrics  at  the  Yale  School  o 
Medicine,  sees  the  boom  as  more  tharl 
a  fad.  Says  he:  "It  is  an  alternative  to  : 
highly  technological  Western  medicinti 
that  seems  to  people  expensive,  remot< 
and  doesn't  always  deliver." 

The  big  drug  and  consumer  prod 
ucts  companies  now  see  dietary  sup-i 
plements  as  a  potent  competitor  oi 
their  over-the-counter  nostrums.  Lastl 
year  Warner-Lambert  teamed  with  a 
Colorado-based   herbal   tea   outfit. 
Celestial  Seasonings,  to  bring  out  a  line 
of  herbal  cough  drops  reinforced  with 
echinacea,  an  extract  of  purple  cone 
flowers  that  is  supposed  to  stimulate: 
the  immune  system.  Says  Warner- Lam- 
bert's Barry  Turner:   "We  have  to< 
expand     beyond     synthetic     med 
ications — the  consumer  clearly  wants] 
alternatives." 

Warner-Lambert  says  it  will  make  a 
big  acquisition  to  jump -start  its  drive 
into  the  herbal  market. 

"The  drug  companies  are  saying 
'this  pesky  little  health  food  business 
selling  snake  oil  has  been  around  too 
long,  and  it's  getting  too  many  con- 
verts— we'd  better  start  looking  at  it,'" 
gloats  Allan  Skolnick,  until  recently 
president  of  Solgar. 

Bolstered  by  its  acquisition  of 
Solgar,  American  Home  Products  will 
launch  a  line  of  herbal  remedies  by  the 


The  art 
of  medicine 

Proving  the  effectiveness 
of  herbs  in  a  clinical  study 
is  not  easy.  "You're  work- 
ing with  a  complex  mix- 
ture of  compounds," 
explains  Dr.  J.J.  Kim 
Wright,  head  of  the 
chemistry  division  in 
Wallingford,  Conn,  for 
Bristol-Myers  Squibb  Co. 
"In  most  cases  you  don't 
know  exactly  what's  in 


each  preparation." 

So  how  does  one  find 
out  whether  St.  John's 
wort  is  as  effective  as 
Prozac,  or  whether  kava  is 
as  effective  as  Valium? 
To  help  coordinate 
research  in  these  fields, 
the  National  Institutes  of 
Health  set  up  an  office  of 
alternative  medicines  in 
1992  and  an  office  of 
dietary  supplements  in 
1995.  Last  \\  .     mih 
launched  a  cln   cal  study 


of  St.  John's  wort. 

The  best  research  on 
herbal  remedies  is  being 
done  in  Germanv.  In 
1978  the  Federal  Health 
Agency  there  established 
the  so-called  Commission 
E,  which  evaluates  clinical 
trials,  field  studies  and 
case  literature  on  some 
300  herbal  remedies.  The 
aim  is  to  make  a  judg- 
ment of  "reasonable  cer- 
tainty" that  an  herb  is 
effective  and  safe.  About 


two-thirds  of  the  commis- 
sion's conclusions  have 
been  positive.  Of  course, 
"reasonable  certainty"  is  a 
weaker  judgment  than  the 
"absolute  certainty"  the 
FDA  demands  of  drugs  in 
the  U.S. 

"We're  just  being  born 
in  this  industry,"  argues 
Bill  Arthur,  Solgar's  mar- 
keting director.  "The  real 
nutritional  science  hasn't 
even  come  out  yet." 

-P.K.  andZ.M.   M 
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When  it  better  we  make  it  work  better. 

Announcing  Cordant  Technologies. 


_■■••••  • 

Now,  three  leading  businesses  have  united  with  a  new  name  and  a  new  vision:  Cordant  Technologies  Inc. 

Combining  Thiokol  Propulsion,  world's  toremost  provider  of  solid  rocket  technology;  Howmet 

International,  the  leader  in  investment  cast  parts  for  jet  engines  and  industrial  gas 

turbines;  and  Huck  International,  a  prime  resource  for  aerospace  and  industrial 

fastening  system  solutions.  Strategically  positioned  for  continued  growth. 

Now  we're  Cordant  Technologies  Inc.  And  that's  the  good  word. 


1 .888.977.6397/www.cordanttech.com 
CDD 
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.v:g:v.   Cordant 

Technologies 

Thiokol  •  Howmet  •  Huck 


When  it  better  work, 
we  make  it  work  better. 


end  of  this  year.  SmithKline  Beecham 
test-marketed  four  herbal  remedies  in 
the  U.S.  The  German  drug  company 
Bayer  has  hit  the  U.S.  herbal  market  in 
a  big  way.  Bayer  already  sells  One-A- 
Day  vitamins.  In  August  it  launched  a 
line  of  One-A-Day  herbal  supple- 
ments, including  Tension  &  Mood  (St. 
John's  wort,  kava  and  B  vitamins); 
Memory  &  Concentration  (gingko 
biloba  and  B  vitamins);  and  Prostate 
Health  (saw  palmetto  and  zinc).  Aver- 
age price:  less  dian  $10. 

Bayer  is  an  early  leader  in  the  busi- 
ness, in  good  part  because  the  nos- 
trums went  mainstream  in  Germany 
before  they  did  in  the  U.S.  Germany 
accounts  for  about  half  of  Europe's  $6 
billion  consumption  of  herbal  reme- 
dies. German  doctors  frequently  pre- 
scribe herbs:  St.  John's  wort  outsells 
Prozac  4-to-l. 

In  America  the  vitamin-and-herb 
market  is  still  highly  fragmented,  with 
some  800  mostly  family-owned  firms 
vying  for  shelf  space. 

Quality  varies  widely.  Some  of  the 
mom-and-pop  outfits  get  away  with 


The  Garden  of  Eden 

Americans  are  turning  increasingly  to  herbal  remedies, 
but  clinical  research  into  their  effects  is  still  in  its  infancy. 


Herbal  remedy 

Traditional 

Effect 

Scientific  evidence 

origins 

(inconclusive;  some;  conclusive)* 

Ginkgo  biloba 

China 

combats  memory  loss 

some 

St  John's  wort 

Europe 

treats  mild  depression 

some 

Garlic 

Central  Asia 

lowers  cholesterol,  fights  infection              some 

Valerian 

Europe 

sedative  and  sleep  aid 

inconclusive 

Ginseng 

Asia 

general  body  tonic 

inconclusive 

Echinacea 

American  Indian 

stimulates  the  immune  system 

inconclusive 

Saw  palmetto 

American  Indian 

treats  prostate  disease 

inconclusive 

Kava 

Polynesia 

helps  in  relaxation 

inconclusive 

*The  qualitative  judgments  ot  the  scientific  evi 

dence  are  Forbes'  own. 

Source:  American  Botanical  Council. 

selling  products  that  contain  only  40% 
to  50%  of  the  dosage  claimed  on  their 
labels.  A  standardized  500  milligram 
tablet  of  St.  John's  wort  may  be  rich  in 
hypericin  (one  of  the  plant's  main 
chemical  compounds),  or  it  may  just 
be  500  milligrams  of  raw  herb.  What's 
the  hapless  consumer  to  do?  He  can 
trust  a  respected  brand  name. 

Investors      seeking      overlooked 


growth  stocks  here  may  be  too  late: 
Stocks  of  companies  with  well  estab- 
lished brand  names  already  command 
big  premiums,  nbty,  with  the  Nature's' 
Bounty  brand,  trades  at  29  times  trail 
ing  earnings,  Rexall  Sundown  32  times' 
and  Twin  Laboratories  36  times.  Om 
the  other  hand,  with  the  big  compa- 
nies on  the  prowl,  the  premiums  could, 
get  even  bigger.  ■■! 
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50   states. 

50   sets   of  regulations. 
50   reasons   why  you 
don't  want   beginners 
structuring   your   lease. 


When  an  equipment  lease  isn't  written  by  an 
expert,  there's  no  telling  how  much  it  might  cost 
you  in  taxes.  At  KeyCorp  Leasing,  we're  one  of  the 
nation's  largest  bank-affiliated  leasing  companies. 
We  know  the  relevant  tax  laws  in  every  state. 
If  there's  a  tax  break  out  there,  we  have  the 
know-how  to  find  it. 


Contact  us  at  1-800-888-1025 

www.Key.com/bizlease 


HELP        AT         EVERY        TURN 


KeyCorp      Leasing 


Women  are  from  Venus  ifl 


ve  vice  president  of 
women.com,  the  second-largest 
Web  site  targeted  to  women,  with 
30  million  page  views  a  month. 

Reached  on  her  cell  as  she  pounds  M 
the  streets  of  Detroit  sellifcg  auto- 
motive advertisers  on  woirfcn.com. 

Garrubbo  explains  how  she  trans-  '  ]ta 

formed  herself  from  a  financial  igno-  ic 

ramus  into  a  savvy  investor.  a 

THEN:  Married  at  28,  Garrubbo  says  [   a 

she  was  S8.000  in  credit  card  debt,  4 

even  though  she  was  making  in  the  '  69 

low  six  figures  in  a  national  television  I 

sales  job.  Her  husband  minded  the  '  i 

assets  while  she  worked  and  spent:  HIM 
"I  wasn't  focused  on  finance." 

NOW:   Garrubbo  picks   her  own  ■ 

stock  and  is  diversified  heavily  into  I 

real    estate.    Rental    properties:    a  n 

condo  in  Florida  and  a  co-op  apart-  I 

ment  in  Brooklyn  Heights,  N.Y.  I 

Two  homes  in  Rye,  X.Y.,  purchased  IE 

three    and    four    years    ago    for  I 

$200,000  apiece,  are  now   worth  V 


.. 
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unen  are  from  Wall  Street 


What  can  brokerage  firms  learn  from  gynecologists? 
I  A  lot  when  it  comes  to  wooing  female  clients. 


350,000  each.  Garrubbo  picks 
ocks  in  the  media  <miA  technology 
ichistrics  she  knows:  Microsoft, 

—  aramount,  3Com.  Also,  News 
'  a  orp..  Sun  and  Cisco.  Losers:  She 
tar  -W)k  baths  in  Zenith,  Cendant  and 
,y&  )xford  Health.  "I  love  it.  It's  like 
•      port." 

r<  VHAT  CHANGED:  After  a  divorce 

I  our  years  ago,  Garrubbo  decided  to 

J  t,et  real.  She  called  her  77-year  old 

-  ■>  repfather,  Bryan  Wilson.  The 
jp   brmer  treasurer  at  Prudential  took 

i  weekend  to  lay  out  the  basics  of 

Eh  nvesting  for  her.  "I  call  him  'the 

E  foach.'" 

SSET  MIX:  Her  current  asset  mix 
>:  stocks,  80%;  bonds,  10%;  cash, 

-    10%  t  excluding  real  estate  ). 

|  BONUS:  In  July,  for  her  bin 
she  bought  herself  a  four-seate 
Mercedes  convertible  (price  tag: 
$60,000 )  with  some  of  last  year's 
profits.  Garrubbo's  stepdad  signed 
off  on  it.  "He  said,  'Have  fun. 
Lighten  up/" 

.LESSON:  "If  women  were  ballsy 
.and  trusted  their  instincts,  they'd 
do  better."  -A.M. 
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By  Ann  Marsh 

Think  about  an  ob/gyn," 
muses  Jamie  Dimon,  Salo- 
mon Smith  Barney  co-chief 
executive,  in  his  Noo  Yawk 
accent.  "I  don't  have  a  friend  who 
goes  to  a  man  anymore."  What  does 
gynecology  have  to  do  with  invest- 
ing? Replies  Gail  Wickes,  a  senior  vice 
president  at  Paine-Webber:  "There 
arc  women  who  prefer  women  bro- 
kers just  like  some  women  prefer 
female  gynecologists." 

The  Street  is  trying  to  keep  up 
with  demographics,  in  part  by  hiring 
more  female  brokers.  For  the  first 
time,  large  numbers  of  working 
women  are  coming  into  retirement 
age.  Brokers  want  their  money  and 
that  of  younger  women,  who  are 
making  more  than  ever.  Smith 
Barney  claims  the  biggest  jump  in  its 
client  base,  having  increased  the 
number  of  women  to  40%  last  year, 
from  28%  in  1995. 

The  numbers  explain  why:  Women 
own  nearly  8  million  U.S.  business- 
es, a  third  of  the  total,  and  the 
number  of  female-owned  firms  is 
growing  faster  than  male-owned 
firms.  And  how's  this  for  a  number: 
More  than  40%  of  households  with 
assets  of  $600,000  or  more  are 
headed  by  women.  Investment 
clubs?  Of  the  38,000  registered 
investment  clubs,  close  to  two-thirds 
consist  of  women. 

Though  a  recent  sex  harassment 
suit  cost  Salomon  Smith  Barney  a  lot 
of  money  and  got  it  a  lot  of  bad  pub- 
licity, affirmative  action  isn't  the  only 
reason  the  firm  has  stepped  up  its 
recruitment  of  female  brokers, 
tripling  the  number  of  women  in  its 
broker  trainee  programs  to  35%  of 
the  total  in  the  past  three  years.  Bro- 
kerage firms  prefer  midcareer  profes- 
sional women  with  lots  of  contacts  in 
their  community.  The  average  age  of 


new  female  recruits  is  36.  "Being  an 
investment  adviser  is  a  wonderful 
career,"  Wickes  says.  Addressing  this 
writer,  she  asks:"Have  you  thought  of 
it  yourself?" 

Similar  efforts  to  recruit  women 
are  under  way  at  Merrill  Lynch, 
Morgan  Stanley  Dean  Witter,  Paine- 
Webber  and  elsewhere.  To  under- 
stand why,  you  need  only  consult  a 
list  of  bestselling  books:  Bookstore 
shelves  are  crammed  with  new  titles 
that  promise  to  teach  women  to 
become  money  savvy. 

Judy  Resnick,  money  manager  and 
grandmother,  wrote  I've  Been  Rich. 
I've  Been  Poor.  Rich  is  Better.  Resnick 
spent  a  recent  national  book  tour  lis- 
tening to  women  woefully  confide 
their  sins  of  financial  management  or, 
more  typically,  nonmanagement.  Her 
response  was:  Wake  up!  "Men  can't 
give  this  to  us.  Stop  blaming." 

But  even  Resnick  must  concede 
that  it  isn't  easy  for  working  women 
to  take  that  advice.  Consider  Dixie 
Richards,  a  busy  dermatologist  in 
Brentwood,  Calif,  and  mother  of  two 
kids,  with  a  third  on  the  way. 
Between  her  kids  and  her  practice, 
Richards  doesn't  have  a  lot  of  time  to 
study  finance.  "It's  like  a  foreign  lan- 
guage to  me,"  she  says.  "I  don't 
think  that's  good,  but  it's  the  way  it 
is."  She  leaves  the  money  decisions  to 
her  physician  husband. 

That's  a  psychology  investment 
houses  have  to  overcome  to  attract 
women  clients.  Last  year  PaineWebber 
completed  its  first  study  of  women 
and  investing,  surveying  more  than 
6,000  people.  It  showed  that  54%  of 
women — compared  with  only  a  third 
of  men — feel  they  don't  understand 
finance.  When  they  do  invest,  it  is 
often  without  a  plan  or  goal. 

Which  means  that  brokers — male 
or     female — who     target     female 
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investors  must  often  be  prepared  to 
invest  time  and  patience  in  educating 
their  clients.  Mindy  Ross,  director  of 
target  marketing  at  Smith  Barney, 
says  her  firm's  broker  trainees  are 
encouraged  to  use  a  "consultative" 
strategy:  "We  clearly  do  not  talk  to 
women  as  prospects,"  she  explains. 
"We  talk  to  women  as  physical,  social 
and  financial  beings." 
What,  exactly,  does  that  mean?  It 


means  that  women  investors  prefer 
doing  business  with  someone  they 
can  regard  as  a  friendly  counselor 
rather  than  just  a  person  with  finan- 
cial expertise. 

Some  brokers  go  a  little  overboard. 
Smith  Barney  financial  consultant 
Joel  Lansat  of  Palm  Beach,  Fla.  caters 
to  widows  and  divorcees.  "I  am 
elated  to  work  with  you,"  he  says  at 
the  outset  of  a  Forbes  interview. 


"You'll  laugh.  You'll  cry.  You  and 
are  going  to  have  a  lot  of  fun  togethl 
er."  Then  a  quick  aside:  "I  got  a  greaj 
company  in  Phoenix.  They  manufac 
ture  brownies."  Short  pause.  "You\ 
never  met  anyone  like  me." 

One  reason  that  it's  important  t(j 
establish  a  personal  relationship  witll 
women  clients  is  that  more  womer  I 
than  men  are  afraid  to  ask  simpk 
questions  for  fear  of  seeming  dumbi 


"I  don't  ever  want  to  be  owned  again." 

Pamela  Mullin,  55 


Mother  of  four,  going  through  a 
divorce  expected  to  produce  a  settle- 
ment in  the  high  double-digit  mil- 
lions from  ex-husband's  insurance 
^  company.    Lives    between    a 

home  in  southern  Califor- 
nia, rural  land  in  Wash- 
L  ington  State  and  a  two- 

bedroom  apartment 
in  Manhattan. 
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Typically  clad  in  Armani  suits,  the 
postdivorce  Mullin  has  found  she 
prefers  to  be  out  in  the  Washington 
woods  with  a  chain  saw. 
THEN:  Married  for  27  years,  Mullin 
raised  the  kids.  "For  many  years  I  was 
very  happy  being  Mrs.  So-and-so." 
Eventually  the  two  grew  apart  and 
Mullin  left.  "None  [of  the  children] 
would  talk  to  me.  It  was  hell.  I  never 
want  to  go  through  that  again." 
NOW:  Keeps  her  newly  separate 
money  with  a  financial  manager  she 
regards  as  a  close  personal  friend — 
Judy  Resnick,  author  of  Vvt  Been 
Rich.  I've  Been  Poor.  Rich  is  Better. 
"Through  it  all  Judy  has  been  sup- 
portive and  listened  to  my  dreams." 
WHAT  CHANGED:  Resnick  pushed 
Mullin  to  make  hard  decisions  like 
selling  the  Santa  Barbara  beach  house 
that  Mullin  never  visited  and  kept 
mainly  to  compete  with  her  ex,  who 
had  a  place  in  Big  Sur.  "I  said,  T  love 
it.  I  adore  it.'  Judy  said,  'Sell  it.'"  The 
sale  freed  up  nearly  SI. 2  i 
Mullin  invested  in  the  Manhattan 
apartment,  which  has  appreciated 
greatly.  She  also  picked  up  the  farm  in 
Washington.  Now  her  kids  look  at  her 
and  sav,  "You're  so  happy." 
ASSET  MIX:  Stock,  60%;  bonds,  30%; 
cash,  10%  (excluding  real  estate  and 
future  settlement  proceeds). 
BONUS:  New  revelation:  "It's  not 
other  people's  power  we're  afraid  of. 
It's  our  own  power." 
LESSON:  "Bottom  line  is,  I'm  lucky  I 
can  let  go  of  things."  -A.M. 
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COMMAND 

and  Control 

Prudential  Securities  COMMAND™  Account  - 
The  Ultimate  Way  to  Manage  Your  Assets 


■la 

Disco  vi 
advantages  of 
f':        personalized 


w 


If  there's  a  downside  to  being  a  successful  investor,  it's  this:  The  more  money  you  make, 
the  more  difficult  it  is  to  manage.  Which  is  precisely  why  you  should  become  a  Prudential 
Securities  client.  Only  Prudential  Securities  offers  sound  advice,  high  quality  products, 
plus  the  COMMAND"*'  Account — one  of  today's  most  powerful  asset  management  tools. 


As  a  client  of 

Prudential 

Securities,  you'll 

benefit  from  a 

one-to-one 

relationship  with 

a  knowledgeable 

Financial  Advisor 

who  can  offer 

objective 

investment  ideas, 

timely  research 

and  analysis,  and 

long-term 

planning. 


Get  to  know  the  benefits  of  investing 
the  Prudential  Securities  way. 

Make  your  money  work  harder. 

With  automatic  daily  investment  sweeps, 
you'll  never  have  idle  cash.  Interest, 
dividends,  and  other  cash  credits  are 
swept  automatically  into  a  fund  of 
your  choice. 

Access  your  account  where  and 
when  you  want.  You  can  find  it  all 
right  on  your  computer  with  our  free 
Prudential  Online1  service.  Or,  call  our 
world-class  customer  service  desk — 
24  hours  a  day,  7  days  a  week. 

Enjoy  free  ATM  withdrawals 
and  more.  A  complimentary  Visa   Gold 
Debit  Card,  unlimited  check  writing — 
plus  no-fee  ATM  withdrawals — give  you 
total  control  over  your  cash.  You  can  also 
pay  bills  and  transfer 
money  between  accounts 
automatically. 


COMMAND  clients  benefit  from  free 
ATM  access  and  other  privileges. 


Track  your  assets  on  state-of-the- 
art  statements.  Finally,  a  statement 
you  can  read  and  understand  with  ease. 
Handy  pie  charts  and  tables  show  you 
your  asset  composition,  realized  and 
unrealized  gains  and  losses,  and  expense 
summaries,  at  a  glance. 

Expand  your  borrowing  power. 

COMMAND  Margin  gives  you  easy, 
low-interest  access  to  your  equity. 
There  are  no  complicated  applications 
or  waiting  periods.  Just  write  a  check 
or  use  your  Visa  Gold  debit  card. 

Simplify  your  tax  preparation. 

Customized  expense  codes  make  it  easy 
to  categorize  your  expenses.  And,  your 
year-end  "Instant  Replay"  statement 
provides  a  neat  summary  of  your 
earnings,  dividends  and  spending. 
Just  give  it  to  your  tax  professional. 

Take  COMMAND  of  your  money. 
Call  today. 

1-800-THE-ROCK 

ext.  2339 
www.prudential.com 

ir  Prudential 

Securities 


For  more  complete  information  on  COMMAND  Money  Market  Funds  including  charges  and  expenses,  obtain  a  prospectus 
calling  the  number  above.  Please  read  it  carefully  before  you  invest.  Keep  in  mind  that  the  use  of  margin  entails 
•additional  risk.  An  investment  in  the  money  market  fund  is  neither  insured  nor  guaranteed  by  the  U.S.  government,  and  there  is  no 
lassurance  that  the  fund  will  be  able  to  maintain  a  stable  net  asset  value  of  one  dollar.  Prudential  Securities,  1 99  Water  Street,  NY,  NY  1 0292, 
fwww.prusec.com.  Member  SIPC. 


STARTS    AT    829,995- 


: 
- 

1  800  SAAB  USA    www.saabusa.com 


> 


Think  back  to  your  a  Saab  9-5.  The  rigid        tion  when  passing 


child's  first  car  trip.         passenger  area  is 


You  drove  slowly 


surrounded  by  a 


home  from  the  hos-        sturdy  network  of 


or  merging.  Which  is 
just  as  much  about 
safety  as  it  is  about 


pital,  overwhelmed  steel  beams.  And  all         power.  If  you're  a 


by  a  strange  and 


three  rear  seats  have        parent,  the  9-5  is  for 


powerful  instinct  to     s    three-point  seat  belts.        you.  And,  if  you  lis- 
protect.  Now  think  So  why  get  a  turbo-  ten  to  your  instincts, 


about  your  most 


charged  car  when 


recent  car  trip.  A  run       you  have  a  family? 
to  your  child's  activ-        For  quick  accelera- 
ity  du  jour?  If  so,  it 
should  have  been  in 


for  your  children,  too. 
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Thus  the  consultations  can  be  as  del- 
icate as  discussing  Pap  smear  results. 
"Some  women  say,  'Well,  I  might  ask 
a  stupid  question.''  Well,  who  cares) 
It's  your  money,"  says  Smith  Barney 
financial  consultant  Patricia  Johnson. 
Four  years  ago  Johnson  started  work- 
ing with  six  married  women  who 
banded  together  to  form  an  invest- 
ment club.  She  spent  a  year  meeting 
with  them  and  teaching  them  about 


the  market  before  they  invested  a 
cent  with  her.  But  they  have  done 
well,  and  Johnson  has  won  loyal 
clients. 

Ross  uses  seminars  on  issues  like 
breast  cancer  to  pull  in  women.  It'*  a 
way  to  meet  prospective  customers  and 
sometimes  even  prospective  female 
brokers.  "It's  the  softest  sell  you've 
ever  heard  in  your  life,"  Ross  says. 

In  her  book,  Resnick  uses  her  own 


experience  to  relate  to  women  rea 
ers.  A  housewife  until  she  was 
Resnick  claims  that  relying  on  hi 
father  and  her  husband  to  mi 
her  money  nearly  bankrupted  \\i 
Her  message:  Don't  let  that 
to  you.  Take  charge  of  your  oii 
affairs.  "Then,"  she  says,  "when 
have  some  money  you  can  make  dec 
sions — not  based  on  fear,  but  base 
on  what  vou  want." 


My  husband  is  thrilled. 

Tudi  Davidson,  62 


Married  to  Gordon  Daudson,  artistn 

theaters   at   the   Music   Center,   n 

Cofounder  of  publicity  company  Da. 

THEN:  A  publicist  and  a  theater  arris 

son  nor  her  husband  were  interested 

ters.  Raised  with  a  Depression-era  mi 

used  to  fret  she  would  be  wiped  out, 

Davidson  had  taken  a  flier  on  sorri 

found  that  her  broker  would  only  coi 

band.  "•'WTiv?  |  Davidson  would  ask] 
,  T  T  ■   I  ...       .  ■ 

monev.  He  n 

NOW:  Last  y 

awav  from  a  different  bunch  of 


Angeles. 

:  Choy. 

ler  David- 

ncial  mat- 

,  Davidson 

,roung  wife. 


monev  man; 


Davidson  took  ha. 
away  from  a  different  bunch  o: 
s,  who  bought  thrc| 
*atrieia  Johnson,  wb 
ing  her  about  the  markets  and  a 
Davidson  nasi'  watches  the  mone 
ticipatinc  in  all  investment  decisioi 
WHAT  CHANGED:  At  a  regular  gathering  of 
six  friends  four  year-  ago,  one  observed,  "If 
anything  happens  to  our  husbands,  we  don  t 
know  am  thing."  Next  month  one  husband 
died.  The  group  formed  an  investors  club 
and  enlisted  Johnson  of  Salomon  Smith      / 
Barney.  Johnson  spent  a  year  teaching 
them  about  the  markets  before  thev 
invested.  They've  each  tripled  their  ini- 
tial investment  of  S5,000. 
ASSET  MIX:  Stocks,  56%;  bonds, 
34%;   cash,    10%   .  excluding 
real  estate  and  husband's 
retirement  account  | . 
BONUS:  "When  you  go 
to  parties  and   you're 
seated  next  to  some  gentleman 
interested  at  all  in  what  you  do,  s 
about  the  stock  market.  It  works. 
LESSON:  Work  with  someone  yoi 
trust.  "I  never  felt  stupid  asking  her 
[Johnson]  a  question."  -A.M. 
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I  Shareholder  Information  on  the  First  Half-year  1998 


Mannesmann  reports 
strong  earnings 
growth 

I  Results  from  ordinary  activities  up  to  $  634  million 

(previous  year:  $  387  million) 
I  Marked  improvement  in  results  also  expected  for 

the  full  year 
I  Large  growth  in  order  intake  (+12%)  and  sales  (+22%) 


■ 


mannesmann 


Outlook 

Mannesmann  reaffirms  its 
April  forecast  of  improved 
results  for  the  full  year 
1998.  Based  on  the  present 
situation,  the  results  from 
ordinary  activities  will 
improve  significantly  over 
1997. 


Mannesmann  boosted  its  results  from  ordinary  activities  in 
the  first  half-year  to  $  634  million  (previous  year:  $  387 
million).  This  was  an  increase  of  $  247  million  (64%).  All 
four  group  sectors  contributed  to  the  improvement,  in 
particular  Engineering  and  Telecommunications.  At  $  245 
million  (previous  year:  $  172  million),  the  profit  after  taxes 
was  up  by  $  73  million  or  42%. 

Mannesmann  increased  its  order  intake  by  12%.  Safes 
grew  by  22%.  Mannesmann  invested  some  $  1.582  billion 
in  the  first  half-year.  At  the  end  of  June,  the  number  of 
employees  stood  at  about  131,000  (+9%).  The  increase 
•reflects,  above  all,  the  acquisition  of  companies. 


Indicators 

Jan-June 
1998 

Jan-June 
1997 

Change 
absolute       % 

Orders  received 

S  billion 

12.460 

11.125 

1.335 

12 

External  sales 

Domestic  business 
Foreign  business 

$  billion 
$  billion 
$  billion 

11.684 
5.233 
6.451 

9.557 
4.199 
5.358 

2.127 

1.034 
1.093 

22 

25 
20 

Employees  (30.06.) 

131,085 

120,203 

10,882 

9 

Investments 

$  billion 

1.582 

2.101 

-0.519 

-25 

Results  from  ordinary 
activities 

Pre-tax  earnings 
Earnings  after  taxes 

$  billion 
$  billion 
$  billion 

0.634 
0.629 
0.245 

0.387 
0.359 
0.172 

0.247 
0.270 
0.073 

64 
75 

42 

Converted  at  the  official  fixing  rate  as  per  June  30,  1998:  DEM  1  =  USD  0.5529 


Engineering  is  expected  to 
achieve  a  significant  im- 
provement in  earnings. 
At  Automotive  the  positive  development  of  Mannesmann 
Sachs  looks  set  to  boost  profits  well  above  the  1997  level. 
Telecommunications  also  will  remarkably  improve. 
Mannesmann  expects  that  the  increase  in  start-up  costs 
for  the  international  activities  planned  for  this  year  will  be 
more  than  made  up  for  by  an  increased  profit  contribution 
from  Mannesmann  D2.  The  start-up  costs  of  Mannesmann 
Arcor  will  decline  as  scheduled.  Tubes  &  Trading  is  also 
expected  to  improve  on  the  already  good  results  of  the 
previous  year. 

We  will  be  happy  to  send  you  a  copy  of  our  Shareholders' 
Letter  with  the  report  on  the  first  half-year  1998. 

Mannesmann  -  working  for  your  future 


Mannesmann 

Aktiengesellschaft 

D-40027  Dusseldorf,  Germany 

http://www.mannesmann.com 

Mannesmann  Corporation 
450  Park  Avenue,  24th  Floor 
New  York,  NY  10022-2669 
Call  1-800-356-9235 
Fax (212)  826-0074 


mannesmann 


L^jL^JmJLL    Torwaru 

By  Virginia  Postrel 


The  spirit  of  play 


If  glasses  can 
do  the  job, 
why  get 
involved  with 
anything  as 
dangerous  and 
hard  to  fit  as 
contact  lenses? 


In  the  Hollywood  version,  Otto 
Wichterle  would  be  the  villain — an 
obsessed  inventor  who  defied  nature  and 
wouldn't  listen  to  reason,  who  combined 
technological  hubris  with  political  pig- 
headedness.  His  creation  served  vanity,  not 
"vital  needs."  He  pursued  it  out  of  pleasure 
and  pride.  In  the  movies,  he  would  come  to 
no  good  end. 

In  the  real  world,  however,  no  comeup- 
pance put  Dr.  Frankenstein  in  his  place. 
Wichterle,  a  Czech  chemist  who  died  Aug. 
18  at  age  84,  was  not  a  villain  but  a  hero. 
Sure,  they  laughed  at  him  and  called  him 
mad.  A  government  commission  considered 
his  theories  "idle  talk  without  practical 
importance."  Specialists  deemed  his  tech- 
niques "absurd  and  unrealistic"  and  his  goal 
"ridiculous."  But  100  million  people  today 
share  Wichterle's  vision — quite  literally. 

In  1961  Wichterle  invented  soft  contact 
lenses,  one  of  the  most  improbable  tech- 
nologies around.  You  have  to  be  a  little  nuts 
to  think  sticking  plastic  in  someone's  eye  is 
a  good  idea.  And  the  history  of  contact 
lenses  was,  until  recently,  the  story  of  a  few 
obsessed  visionaries.  If  glasses  can  do  the 
job,  why  get  involved  with  anything  as  dan- 
gerous and  hard  to  fit  as  a  lens  right  smack 
on  the  eyeball?  It's  a  crazy  idea. 

Wichterle  wasn't  crazy,  but  he  was  stub- 
born. Stubborn  enough  to  oppose  the  com- 
munist government — his  political  views 
twice  cost  him  his  job  and,  with  it,  his 
research  laboratory — and  stubborn  enough 
to  persevere  with  no  equipment  or  support. 
After  losing  the  post  in  which  he  had 
invented  the  crucial  polymer,  he  developed 
the  lenses  themselves  on  his  kitchen  table, 
using  a  machine  improvised  from  a  phono- 
graph and  an  erector  set.  Experts  scorned 
his  "spun-mold"  casting  technique,  but  it 
worked.  Within  five  months,  Wichterle  and 
his  wife  produced  5,500  lenses,  enough  to 
get  the  Czechoslovakian  government  to 
open  experimental  production  lines. 

Wichterle  made  little,  if  any,  money  from 
his  invention.  (The  government  sold  the 
patent  to  a  far-seeing  Pennsylvania 
optometrist  for  a  mere  $330,000,  and,  after 
an  intermediate  transaction,  Bausch  & 


Lorhb  bought  it  for  $3  million.)  Although 
he  was  recognized  internationally,  Wichter- 
le's politics  cost  him  the  professional  status 
he  might  have  gained  at  home;  only  after 
the  Velvet  Revolution  of  1989  did  he 
receive  the  honors  he  deserved. 

His  achievements,  in  other  words,  don't 
fit  the  conventional  explanations  for  how 
progress  happens.  He  didn't  work  for 
money,  fame,  prestige  or  comfort.  He 
wasn't  doing  his  duty  or  responsibly  provid- 
ing for  his  family.  Nor  is  there  evidence  thati) 
he  had  primarily  humanitarian  motives, 
although  inexpensive,  mass-produced  con- 
tact lenses  were  one  goal  of  his  research. 
Rather,  Wichterle  seemed  driven  by  the  lovej 
of  his  work  and  the  desire  to  prove  his  crit- 
ics wrong — the  purest  of  motives,  and  the 
most  self-centered. 

The  contact  lenses  with  which  Wichterle 
blessed  the  world  are  testimony  to  the 
power  of  play — the  things  we  do  for  their 
own  sake,  for  the  joy,  challenge  and  satis- 
faction they  bring.  Play  is  the  missing 
ingredient  in  the  usual  account  of  progress. 
In  the  grip  of  sociologist  Max  Weber's 
turn-of-the-century  theories,  social  critics 
imagine  that  capitalism  and  technology 
depend  on  stolid  puritan  virtues,  on 
repression  and  self-denial,  on  a  society  of 
obedient,  unquestioning  workers. 

Progress,  in  this  view,  is  purely  rational 
and  predictable.  "The  nature  of  change  in 
the  techno-economic  order  is  linear  in  that 
the  principles  of  utility  and  efficiency  pro- 
vide clear  rules  for  innovation,  displacement 
and  substitution,"  writes  the  sociologist 
Daniel  Bell  in  The  Cultural  Contradictions 
of  Capitalism,  which  has  been  widely  influ- 
ential on  both  the  left  and  the  right.  There 
are  no  obsessed  inventors  in  such  theories — 
only  fear  that  the  pleasures  of  imagination 
will  undermine  the  social  order. 

Bell's  mechanical  view  of  innovation — a 
society  of  orderly  drones — can  create  noth- 
ing new.  Fortunately,  the  spirit  of  play  is  as 
stubborn  as  Otto  Wichterle,  prevailing  even 
in  difficult  circumstances.  To  its  happy 
inspiration — and  the  mad  inventors  under 
its  spell — we  owe  the  wonders  of  our 
civilization.  H 


Virginia  Postrel  is  the  editor  of  Reason  magazine  and  a  columnist  for  Forbes  ASAP.  Her  book,  The  Future  and  its  Enemies,  will  be 
published  in  December  by  the  Free  Press.  E-mail:  vpostrel@reason.com 
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HOW  DO  YOU  PRFPARF  NATURAL  GAS 
:R  A  LONG  IOURNEY  TO  SOME  COLD,  REMOTE  LOCATION? 

Chili  it.  of  course 
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Delivering  vast  quantities  of  natural  gas  over  great 
distances  gets  to  be  not  onlv  logislically  difficult, 
but  expensive.  So  Phillips  Petroleum  developed  a 
proprietary  means  of  producing  liquified  natural 
gas,  a  process  that  chills  the  gas,  shrinking  it  over 
600  times,  turning  it  into  a  liquid  form  that  is 


For  ci  copx  oj  ('in  annual  report,  ( i(//  l 


WO,  wiilc  to:  Phillip*  Annual  Rep 
i  visit  us  at  www.phiUipsbO.com 


economically  feasible  to  transport.  Phillips  licenses 
this  unique  process  to  develop  remote  sources  of 
natural  gas  around  the  world.  It's  a  valuable  tech- 
nology and  another  pnme  example  of  whatjt 
means  to  be  The  Performance  Company.  fl™| 

PHILLIPS  PETROLEUM  COMPANY^ 

flips  Annual  Report.  B -41 .  Adams  BUlg.,  Barllcsvillc,  OK  74004, 
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Borders'  Robert  Di Rom ualdo.  among  his  customel 
In  his  book  there's  room  for  more  superstore! 


Want  to  see  how  far  Internet  fever  has  gone? 
Compare  Borders  Group  with  Amazon.com. 

Borders  overboard? 


By  Thomas  Jaffe 

Borders  Group  and  Amazon.com 
both  sell  books.  Amazon.com  has  a 
market  capitalization  of  $6.3  billion, 
and  projects  revenues  this  year  of 
$300  million.  Borders  Group  will 
have  nine  times  Amazon's  sales,  but 
has  less  than  one-third  Amazon's 
market  capitalization. 

Why  should  one  bookseller  com- 
mand a  price/sales  ratio  of  2 1  while 
a  bigger  one  has  a  price/sales  ratio  of 
less  than  1-for-l?  Dumb  question. 
Amazon  sells  through  the  Internet, 
Borders  through  conventional  stores. 

Ann  Arbor,  Mich. -based  Borders 
did  finally  unveil  its  own  Web  site  in 
May;  by  July  its  stock  ran  up  to 
$41.75.  But  a  wave  of  selling  by  dis- 
appointed investors  has  since 
knocked  Borders'  NYSE-listed  shares 
down  to  a  recent  $22.13.  Borders' 
Web  site  lists  more  than  3  million 
book,  compact  disc  and  video  titles, 
but  what's  disappointed  the  market 
are  the  company's  seemingly  modest 
goals.  It  came  to  the  Internet  late, 
opening  its  Web  site  nearly  a  year 


after  Barnes  &  Noble  launched  its 
site  to  compete  with  Amazon,  and 
doesn't  plan  to  vie  for  bookselling 
supremacy  on  the  Web.  It  says  its 
Web  site  is  mostly  intended  to 
accommodate  its  superstore  cus- 
tomers who  want  to  shop  on-line. 

Never  mind  that  Amazon  is  still  in 
the  red,  while  Borders  will  earn  $  1 00 
million  this  year,  $1.22  a  share,  up 
from  98  cents  last  year.  Sales  this  year 
will  exceed  $2.6  billion,  a  17%  in- 
crease over  last  year.  Same-store  sales 
are  expected  to  post  respectable  5% 
to  6%  gains. 

The  market  seems  to  be  saying, 
however,  that  Borders  is  heading  for 
the  scrap  heap  while  Amazon  owns 
the  future. 

But  Amazon's  prosperity  is  on  the 
come,  while  Borders'  is  here  and 
now.  Borders  runs  225  eponymous 
superstores  and  about  900  Walden- 
books  mall  stores  across  the  country. 
The  company  is  so  healthy  that  it  will 
spend  $175  million  this  year  on 
opening  new  stores  and  will  still  gen- 


erate  some   free   casJ 
flow.  Amazon,  mean| 
while,  is  burning  cash.i 
Robert  DiRomualdcl 
54,  Borders'  chief  exeel 
utive  officer  since  19851 
and    his    board    havj 
made  a  clear  decisior 
They     would     ratheJ 
invest  primarily  in  phys  j 
ical  stores  than  in  a  virl 
tual  store.  "We  have  not  succumbed 
to  the  frenzy  of  doing  a  bunch  ol 
$40  million  deals  with  search  engine:] 
and  trying  to  acquire  customers  ail 
any  cost,"  he  says.  "When  you'rtl 
trying  to  drive  a  bottom  line  and! 
develop  your  company,  it's  difficult! 
to  throw  everything  out  the  window  I 
and  say,  'Whatever  we  think  thisl 
piece  of  business  will  be — say  it'sl 
going  to  be  15%  of  the  market  in  five 
or  six  years — do  we  literally  tank  the 
company  to  go  out  and  build  share  in 
that  business?'  " 

You  can  fault  this  strategy  of) 
investing  in  bricks  and  mortar  in  the 
digital  age,  but  you  cannot  deny 
DiRomualdo's  contention  that  the 
Web-sters  must  discount  heavily  to 
move  books. 

Nor  can  you  overlook  the  fact  that 
Americans  love  to  shop  and  that  Bor- 
ders has  excelled  at  making  shopping 
a  pleasure.  A  Borders  superstore  aver- 
ages 27,500  square  feet,  carries  about 
130,000  book  and  50,000  music 
titles,  sells  videos  and  magazines  as 
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rina's  portfolio 

rarely  used  gym  membership 


magazine  subscriptions 


9  grilled  salmon  re< 

Too  many  shoes 

48,883  in  MFS 
lesearch  Fund 


i 


,  A  successful  restaurant.  A  day  with  too  few  hours  in  it.  That  about  sums  up  Annas  career  these  days, 
hich  means  there's  no  time  to  study  investments.  So  she  turned  to  a  financial  adviser  who  recommended 
FS.  the  company  that  invented  the  mutual  fund.  MFS  has  more  experience  than  any  other  fund  company. 

llthough  past  performance  is  no  guarantee  of  future  results.  Anna's  future  could  be  as  good  as  her  pear  tart. 


S*  RESEARCH 
FUND 
Class  A 


INVESTMENT  MANAGEMENT 

We  invented  the  mutual  fund® 
1  -800-81 1  -9490  www.mfs.com 

Average  annual  total  returns  excluding  sales  charges 

(for  periods  ended  6/30/98) '  C|a88  A  Share 

Results  assume  the  reinvestment  of  dividend  and  capital  gain  distributions.  There  are  no  subsidies  currently  in  effect.  Results, 
sales  charges,  and  fees  will  differ  for  other  classes  of  shares.  Class  A  results,  including  the  maximum  sales  charge  of  5.75%, 
were +19.10%,  +21.04%,  and  +17.32%  for  the  1-,  5-,  and  10-year  periods  ended  6/30/98. 


1  Yr 
+26.37% 


5Yrs 

+22.49% 


10Yrs 
+  18.01% 


stment  return  and  principal  value  will  fluctuate  so  that  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  Anna's 
Drtfolio  is  a  hypothetical  investment.  Past  performance  is  no  guarantee  of  future  results.  A  prospectus  containing  more  complete  information, 
eluding  charges  and  expenses,  for  any  of  the  MFS  funds  can  be  obtained  from  your  financial  adviser.  Read  it  carefully  before  you  invest. 
'1998  MFS  Fund  Distributors.  Inc.,  500  Boylston  Street,  Boston,  MA  021 16 


well,  and  boasts  an  espresso  bar.  Typ- 
ically, there  are  tables  in  the  front  of 
the  store  dedicated  to  new  releases,  a 
layout  designed  to  bring  people  in, 
after  which  it  is  hoped  they  will  drift 
on  to  shop  the  backlist,  which  makes 
up  the  bulk  of  the  books  sold.  This 
kind  of  browsing,  and  the  opportu- 
nity to  actually  open  a  book  and 
peruse  its  contents,  is  not  available  to 
Web  shoppers. 

Borders'  music  departments,  ac- 
counting for  some  20%  of  its  super- 
store sales,  specialize  in  the  sort  of 
music  the  big  record  stores  tend  to 
downplay  but  baby  boomer  book 
lovers  tend  to  crave:  blues,  jazz,  clas- 
sical, world  beat,  New  Age,  sound- 
tracks and  the  like. 

Borders  opens  superstores  at  a 
slower  pace  than  does  archrival 
Barnes  &  Noble.  Barnes  &  Noble 
now  operates  nearly  500,  more  than 
twice  as  many  as  Borders,  but  Bor- 
ders' superstores  generate  superior 
returns,  with  the  highest  sales-per- 
store  in  bookselling — roughly  $7 
million  per  average  store,  versus  just 
$4.9  million  for  Barnes  &  Noble's 
superstores.  Ditto  sales  per  square 
foot:  $260,  versus  about  $230  for 
Barnes  &  Noble.  And  while  both 
companies'  gross  margins  are  about 
28%,  Borders'  expense  ratio  is  lower. 
Look  for  its  margins  to  widen,  too,  as 
its  superstores  mature;  their  average 
age  currently  isn't  much  more  than 
2lA  years. 

Americans  may  not  be  great  read- 


Book  value 

Thomas  and  Louis  Bor- 
ders, two  brothers  then 
in  their  early  20s, 
founded  Borders  in 
1971  with  one  small 
used  bookstore  in  Ann 
Arbor.  Before  long  they 
developed  an  excellent 
inventory  management 
system  that  was  market- 
ed as  a  service  to  inde- 
pendent booksellers.  By 
1988  the  company  had 
grown  to  four  super- 
stores, and  Borders 
recruited  Bob  DiRo- 
mualdo,  a  Harvard 
Business  School  gradu- 
ate who'd  previously 
run  General  Host's 
Hickory  Farms  special- 
ty food  store  division. 
In  1990  the  brothers 
sold  out  to  Kmart, 
which  already  owned 
the  Walden  Book  chain. 


The  original  Borders  store 
in  Ann  Arbor,  Mich. 


In  May  1995  Kmart 
sold  Borders  Group, 
including  Walden,  to 
the  public  at  a  split- 
adjusted  price  of  $7.25 
per  share.  Though  it 
lacks  the  glamour  of  a 
strong  Internet  con- 
nection, the  stock  had 
done  very  well  until 
lately.  Before  it  hit  a 
bump  this  summer  the 
stock  had  nearly 


quadrupled  in  not 
much  more  than  three 
years.  DiRomualdo  ha:| 
done  well,  currently 
owning  nearly  3%  of 
the  stock  (including 
options),  worth  rough 
ly  $55  million.  As  for 
the  founding  brothers, 
Louis,  49,  recently 
started  an  Internet 
retailing  venture  based 
in  Foster  City,  Calif.; 
Thomas,  54,  has  busi- 
ness interests  and  lives 
in  Austin.         -T.J 


ers  in  the  TV  and  digital  age,  but  they 
buy  books  voraciously.  This  year  the 
domestic  retail  market  in  books  will 
be  an  estimated  $18  billion;  throw  in 
textbooks,  and  it  amounts  to  $22  bil- 
lion. Forecasts  are  for  5.5%  com- 
pound annual  growth  over  the  next 
five  years,  driven   by  aging  baby 


boomers  with  college  degrees.  It  is I 
estimated  that  in  the  year  2000,  421 
million  people,  or  nearly  24%  of  thej 
U.S.  population,  will  be  college  edu- 
cated, up  from  12.6  million,  or  just| 
11%,  in  1970. 

If  Americans  are  not  great  readers,! 
how  can  the  book  business  be  so 
good?  Easy.  "The  part  of  the  business 
that  has  exploded,"  says  DiRomual- 
do, "are  self- improvement  books  and 
nonfiction  on  any  subject.  These 
aren't  books  you  bring  home  to  read. 
These  are  books  you  bring  home  to 
refer  to.  Whether  it's  mountain 
biking,  hiking  in  Nepal  or  going  to 
chef  school,  even  though  you  may  be 
a  lawyer,  many  of  those  activities 
require  books  to  support  them." 

True,  no  store  can  be  big  enough 
to  carry  the  2.5  million  titles  that 
Amazon  claims  to  have  available. 
Still,  superstores  have  a  tremendous 
selection  available  for 
Superstore  taking  with  you,  not  to 

in  Singapore       mention   the   fun   of 
Crossing  browsing  and  sipping 

borders.  coffee. 

■■■■  In  this  environment, 
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Sensors  help  you  drive  well. 


From  fuel  efficiency  to  reliable  starts, 


smooth  acceleration  to  sure  stops. 


Honeywell 

www.honeywell.com 


Home  and  Building  Control  •  Industrial  Control  •  Space  and  Aviation  Control 


IMPRESSIVE 
PERFORMANCE, 
CONSERVATIVE  APPROACH 


How  $10,000  Invested  6/30/88 
Would  Have  Grown  vs.  Competitors 


I  Equity  Income  Fund 
I  Lipper  Equity  Income  Funds 
Average 


~2 


T.  Rowe  Price  Equity  Income  Fund.  One  of  the  best 

ways  to  cushion  your  stock  portfolio  against  the  ups  and 

downs  of  the  market  is  by  investing  in  companies  that 

offer  strong  dividends 

rather  than  appreciation 

potential  alone.  And  one 

way  to  take  advantage 

of  this  conservative  stock 

approach  is  with  our 

Equity  Income  Fund. 

Proven,  long-term 
performance.  For  more 
than  10  years,  the  fund         ^<>w 
has  rewarded  investors 

with  substantial  income  and  capital  growth — and  has 
done  so  at  a  relatively  low  level  of  risk.  In  the  process, 
the  fund  has  outperformed  its  Lipper  Category  Average 
over  time  and  earned  one  of  Morningstar's  highest  ratings 
for  overall  risk-adjusted  performance. 
It  was  rated  among  2,572;  1,494;  and 
709  domestic  equity  funds  for  the 
3-,  5-,  and  10-year  periods  ended 
7/31/98,  respectively.** 

If  you're  looking  for  the  long-term  performance  of  stocks 
with  reduced  exposure  to  market  volatility,  call  us  today. 
Of  course,  past  performance  cannot  guarantee  future 
results.  No  sales  charges. 


•  *•* 
Morningstar 


T   ROWE  PRICE 


INVESTMENT  KIT 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-401-5343 

www.  trowephce.  com 


Invest  With  Confidence 

T.RoweRice 


cm 
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19-39%,  19-60%,  and  15.61%  are  the  (unci's  average  annual  total  returns  for  the  1-,  5-,  and  10-year  periods  ended 
6/30/98,  respectively  Figures  include  changes  In  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
Investment  return  and  principal  value  will  vary,  and  shares  mav  be  worth  more  or  less  at  redemption  than  at  original  purchase. 
(Source  for  Lipper  data:  Lipper  Analytical  Services,  Inc.)  "Morningstar  proprietary  ratings  reflect  historical  risk-adjusted 
performance  as  of  7/31/98.  These  ratings  may  change  monthly  and  are  calculated  from  the  hind's  3-,  5-,  and  10-year  average 
annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund 
performance  below  90-day  Treasury  bill  returns.  The  fund  received  -t  star-,  lor  the  3-,  >-  and  10-year  periods.  The  top  10% 
of  the  hinds  in  an  investment  category  receive  5  stars,  and  the  next  21. 5%  receive  i 
Read  the  prospectus  carefully  before  Investing,  T.  Rowe  Price  Investment  Scnu  ■■..  Inc.,  Distributor,  HF043673 


smaller  bookstores  are  being  phas 
out.  By  the  end  of  the  decade  tl 
total  number  of  mall  bookstores 
the  U.S.  will  be  half  what  it  was 
1990.     Borders    has    closed    3(1 
Waldenbooks    stores    since    1991 
roughly  a  30%  reduction.  Its  m^ 
chain  will  level  off  at  about 
stores  by  the  year  2000. 

Between  them,  Borders  ar 
Barnes  &  Noble  superstores  cont 
about  18%  of  the  retail  book  markl 
in  the  U.S.,  owning  another  7\ 
through  their  smaller  stores.  By  con 
parison,  Web  booksellers  have  a  ba 
2%  to  3%  of  the  market.  Even  if 
Web-sters  eat  some  of  the  store 
lunch,  the  big-store  retailers  expo 
to  gain  market  share  from  smalh 
retailers.  Over  the  next  five  years  c 
so  Borders  expects  to  open  40  to  4 
superstores  a  year,  which  woul 
double  its  current  number. 

Says  DiRomualdo.  "There  is  enoi 
mous  latent  demand  in  markets  yo 
wouldn't  suspect." 

Borders  also  sees  opportunity  over 
seas.  It  opened  its  first  superstor 
abroad  last  November,  on  Singa 
pore's  Orchard  Road,  the  city's  mail' 
shopping  drag.  It's  a  smash  success 
Soon  one  will  open  Down  Under,  ii 
Melbourne.  On  Aug.  1  Border 
opened  a  superstore  on  London' 
bustling  Oxford  Street.  Opening 
soon:  Brighton  and  Glasgow. 

While  choosing  not  to  invest  heav 
ily  in  it,  Borders  is  not  ignoring  tht 
Internet  entirely.  Leveraging  its  supe- 
rior inventory  management  skills,  this 
year  Borders  opened  a  new  fulfill- 
ment center  near  Nashville  to  be  usee 
to  ship  orders  made  over  the  Internet 
and  also  to  ship  special  orders  to 
stores  fast  enough  to  match  Internet 
speed  of  delivery  on  rarer  books. 

It  could  turn  out  that  Borders' 
continued  large  investments  in  store- 
fronts is  like  the  old  Pennsylvania 
Railroad's  huge  investments  in 
improved  passenger  service  just  as  the 
airplane  age  was  dawning  a  half-cen- 
tury ago.  On  the  other  hand,  it  could 
be  that  the  Internet  will  mainly  serve 
one  set  of  customers,  but  a  bigger 
number  will  still  prefer  the  physical 
experience  of  shopping  in  real  stores. 
Anyhow,  says  DiRomualdo,  "If  you 
don't  have  competition,  you're  in  the 
wrong  business."  H 
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FROST 


SULLIVAN 


TWO       HIGH-IMPACT       CONFERENCES 


Opportunities  to  Accelerate  the  Growth  of  Your  Business 


Growing  Your  Business  Conference: 
Growth  Acceleration  Strategies 
and  Systems  to  Prosper  in  the 
Global  Economy 

November  9-  I  I,  1998 

Pare  55  Hotel,  San  Francisco,  CA 


Business  Development 
Opportunities  in  Asia  Conference: 
Dynamic  Strategies  for  Asian 
Economic  Turbulence 

December  7-9,  1998 

Hotel  Nikko,  San  Francisco,  CA 


Conference  Highlights: 

■  New  Business  Creation  Models 

■  Driving  Growth  Through  New  Business 
Development 

■  Customer  Value  Management  to  Drive  Growth 

■  Future  Opportunities  for  Growth  in 
Latin  America 

■  Emerging  Industries  and  Growth  Opportunities 
in  India 

■  Case  Histories  from  High-Growth  Companies 

■  Growth  Strategies  for  Distribution  Channels 

■  Branding  and  Decommoditization 

■  Internet  Marketing  and  E-Commerce 

■  If.  When,  and  How  to  Structure  an  IPO 
Partnering  as  a  Finance  Strategy 

■  Strategic  Alliances  for  Growth 

■  Business  and  Partnership  Opportunities  in  China 


ENDORSED     BY 


Forbes 


Conference  Highlights: 

■  Challenges  and  Opportunities  in 

Asian  Markets 

■  The  Chinese  and  Indian  Governments' 
Roles  in  Market  Competition 

■  Identifying  Emerging  Market 
Opportunities 

■  Successful  Business  Alliances  in  Asia 

■  The  Art  of  Doing  Business  in  Asia 

■  Setting  Up  Branch  and  Liaison  Offices: 
Critical  Success  Factors 

■  Winning  Strategies  from  Corporate 
Executives  Successfully  Doing  Business 


The  Metrics  of  Transactions:  How  to 
Negotiate  and  Close  Business  in  Asia 

Managing  the  Financial  Risk  Inherent  in 
Doing  Business  in  Asia 
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lunch 

Edward  0.  Wilson  has  come  to  the  conclusion  that  economists 
don't  know  what  they  are  talking  about.  Forget  your 
abstractions,  he  advises,  and  study  how  ants  operate.    - 

Please  pass  the  ants 


By  Dyan  Machan 


In  his  laboratory  office 
in  the  Museum  of  Com- 
parative Zoology,  Harvard 
research  professor  Edward 
O.  Wilson  hands  me  a  paper 
bowl  filled  with  roasted 
leafcutter  ants.  Native  to 
Venezuela,  the  little  morsels 
are  the  size  of  bullets.  This  is 
to  be  our  appetizer  before 
heading  off  for  lunch.  I 
recoil,  but  Wilson  reassures 
me:  "The  fat  around  the 
ovaries  makes  the  abdomens 
quite  tasty,"  he  says,  happily 
popping  one  in  his  mouth. 

It  tasted  like  a  roasted  soy- 
bean, only  somehow  more, 
well,  insectiike. 

Wilson,  69,  knows  his 
ants,  but  more  than  that,  he 
has  become  one  of  today's 
most  influential  scientists, 
one  who's  added  philosophy 
to  his  discipline.  Starting 
with  ants,  which  build  great 
organizational  structures,  he 
moved  quite  easily  to  study- 
ing humans,  who  build  even 
more  elaborate  social  struc- 
tures. Organizations,  too. 

He  has  written  prolifkally 
on  both  subjects.  On 
Human  Nature  (Harvard 
University  Press,  1978)  won 
the  first  of  two  Pulitzer  prizes 
he  would  receive.  The  Ants 
(Harvard  University  Press, 
1990),  written  with  Bert 
Holldobler,  won  die  second. 

In  this  age  of  specialization  it  is  not 
uncommon  for  scientists  to  bury 
themselves  in  their  own  little  corner 
of  the  universe  and  stay  there.  What 
caused  Wilson  to  move  up  the  scale 
from  ants  to  Homo  sapiens?  "I  was 
intellectually    ambitious,"    Wilson 


Edward  0.  Wilson 
Eating  ants, 
chewing  over 
human  beings. 


explains,  as  we  walk  across  campus  to 
the  Harvard  University  Faculty  Club 
for  the  rest  of  our  lunch.  "It's  a 
human  trait  to  want  to  see  how  far 
one  can  go.  There  isn't  a  person 
we've  passed  on  this  sidewalk  who 
doesn't  want  to  better  their  own  lot." 


In  pushing  our  way  upward,  howev- 
er, we  humans  are  somewhat  less  nasty 
about  it  than  ants  are,  Wilson  observes. 
"Ants  are  the  most  hostile  warriors  of 
the  animal  kingdom,"  he  says,  his  eyes 
sweeping  the  campus  sidewalk  as 
though  in  search  of  a  colony  or  two. 
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"If  ants  had  nuclear  weapons,  the 
world  would  end  in  a  week!" 

Wilson's  original  work  focused  on 
how  ants'  social  behavior  is  genetical- 
ly programmed  and  communicated 
through  chemicals.  In  the  end  he 
concluded  that  people  are  neither 
instinct  machines  nor  all-purpose  cal- 
culators, but  something  in  between. 
The  implication  that  there  is  a  genet- 
ic explanation  for  much  of  human 
behavior  infuriated  a  lot  of  social  sci- 
entists and  particularly  annoyed  lib- 
erals who  like  to  believe  in  human 
perfectibility.  Wasn't  Wilson  preach- 
ing genetic  determinism,  which  could 
be  misunderstood  to  justify  the  racial 
theories  of  Hitler  and  the  kkk? 
Freudians  were  furious,  too:  So  much 
for  their  argument  that  you  can  solve 
a  lot  of  your  problems  by  sitting  in  a 
chair  and  pouring  your  dreams  out  to 
an  analyst. 

Wilson  comes  across  as  gentle  and 
patient  as  a  kindergarten  teacher.  Yet 
his  politically  incorrect  views  led  to 
noisy  leftists  demonstrating  at  Har- 
vard for  his  removal  a  few  years  ago. 
In  the  midst  of  the  continuing  con- 
troversy following  the  publication  of 
his  book  Sociobiology:  The  Modern 
Synthesis  (Harvard  University  Press, 
1975),  while  he  was  addressing  a 
large  audience  at  the  American  Vsso- 
ciation  for  the  Advancement  of  Sci- 
ence in  1978,  a  bad-mannered  pro- 
tester dumped  a  pitcher  of  ice  water 
on  the  professor's  head.  So  much  for 
freedom  of  discourse. 

"The  liberal  left  was  very  strong  in 
academia  those  days,"  Wilson  says. 
The  Rousseauistic  belief  in  human 
perfectibility,  however,  led  to  the 
Gulags,  the  killing  fields  of  Cambo- 
dia and  Fidel  Castro.  Now  that  the 
world  knows  all  this,  the  left  has  qui- 
eted down  a  bit,  and  people  like 
Wilson  can  speak  without  being 
shouted  down. 

Thus  his  latest  book,  released  this 
year,  has  been  generally  greeted 
warmly  and  has  been  selling  well. 
Consilience:  The  Unity  of  Knowledge 
(Knopf,  $26)  deserves  to  be  taken 
seriously. 

It  is  an  impassioned  appeal  for  a 

Wilson's  writings  from  ants  to  humans 
"I  was  ambitious." 


Once,  a  bad-mannered 
protester  dumped  a 
pitcher  of  ice  water  on  the 
gentle  professor's  head. 


reunion  of  hard  science  and  the 
humanities,  for  closing  the  chasm 
that  has  increasingly  divided  the  two 
in  recent  centuries.  Wilson  argues 
that  the  social  sciences  and  the 
humanities — from  anthropology  to 
art  theory — can  and  should  be 
grounded  in  the  principles  of  the  nat- 
ural sciences,  especially  biology.  Con- 
silience refers  to  the  joining  of  all 
those  branches  of  knowledge  at  a 
fundamental  level. 

Wilson  is  almost  scornful  of 
modern  economics,  rooted  as  it  is  in 
abstractions  that  take  little  or  no 
account  of  human  nature. 

As  we  are  seated  in  the  elegant  fac- 
ulty club  and  take  food  from  the 
buffet,  I  ask  him  to  explain  what's 
wrong  with  economics. 

"A  large  percentage  of  the  Nobel 
laureates  in  economics  live  in 
cocoons,"  he  says,  delaying  the  fork- 
ful of  salad  he  is  about  eat.  "They 
base  their  models  on  a  tidy  world 
with  a  too-simple  view  of  psychology. 
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The  usual  assumption  is  that  peo|| 
just  want  more  of  whatever  it 
Admittedly,  I'm  an  amateur  here,  tl 
the  economists  should  break  down! 
the  next  level  of  causation  that  del 
with  what  is  human  nature." 

In  place  of  their  abstractions  abo| 
demand  and  supply  and  margir 
costs,  he  says,  economists  need 
deal  with  the  epigenetic  rules:  til 
genetically  based  neural  wiring  th| 
predisposes  animals  and  humans 
certain  ways.  Until  they  do,  thJ 
won't  have  much  luck  in  predictirl 
economic  events  and  behavior,  espj 
daily  at  the  microeconomic  level. 

"It's  like  the  early  days 
endocrinology — the  study  of  the  ho| 
monal  system — which  is  utterly  fui 
damental  to  understanding  anl 
curing  a  great  many  diseases.  At  firl 
just  a  few  hormones  were  known.  r\ 
science  progressed,  we  found  we  anl 
absolutely  charged  with  hormone| 
that  affect  everything  from  our  da 
cycle  to  our  response  to  many  disl 
eases,"  Wilson  says.  Similarly,  then 
are  building  blocks  underlying  eco| 
nomic  disciplines. 

"But  we  didn't  figure  this  out  ill 
endocrinology  until  a  lot  of  empiricsl 
research  was  done.  I  don't  knovl 
what  the  rules  are  in  economics,  bul 
it  disturbs  me  that  no  one  is  lookf 
ing,"  he  says,  pressing  his  hand 
together.  I  notice  his  hands  are  cov  I 
ered  with  small  welts.  He  tells  me  h(l 
was  bitten  by  army  ants  he  was  classi 
fying  over  the  weekend.  Wilson  clas- 
sifies ants  the  way  other  people  dc| 
crossword  puzzles. 

Getting   back  to  economics:   It| 
bothers  Wilson  that  economists  auto- 
matically conclude  that  in  most  cases  ] 
higher  prices  lead  to  lower  demand. 
"For  example,  research  has  shown  j 
time  and  again  that  80%  to  90%  of  I 
Americans  would  pay  more  for  pro- 
tecting the  environment.  Your  hard- 
liner,    Geneva-based     economists 
would  take  that  into  account,  but  just 
barely,"  he  says.  In  other  words, 
economists  should  realize  that  our 
genetic  wiring  may  lead  us  to  act  in 
ways    that    the    current   economic 
models  cannot  predict.  "It  may  be 
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that  people  will  deviate  powerfully 
from  these  classical  economic  models 
if  given  opportunities  and  choices 
with  respect  to  the  environment." 

Now  he's  off  on  one  of  his  favorite 
subjects:  conservation  of  natural  envi- 
ronments and  biodiversity.  "There 
seems  to  be  an  epigenetic  rule  in 
regard  to  an  ideal  environment. 
Research  shows — not  mine — that 
across  humanity  people  want  their 
domicile  located  in  an  area  of  promi- 
nence— on  a  hill  for  example,  over- 
looking parkland  and  next  to  a  body 
of  water.  Perhaps  this  speaks  of  our 
African  origins. 

"Not  long  ago  I  was  visiting  a  very 
wealthy  man  who  was  dubious  about 
this  theory  until  I  pointed  out  he 
lived  in  a  penthouse  apartment  in 
New  York  City  overlooking  a  lake  in 
Central  Park.  He  had  a  balcony  filled 
with  potted  plants."  Wilson  smiles, 
pleased  with  the  comparison:  This 
guy  was  willing  to  spend  big  bucks  in 
ways  that  would  be  scarcely  cost-effi- 
cient if  he  were  a  purely  economic 
man  wanting  maximum  space  for  his 
money.  The  guy  was  responding  to 
his  wiring,  not  to  his  calculator. 

Because  economists  don't  factor  this 
in,  he  says,  we  are  deprived  of  choices. 
He  mentions  "civic  egalitarianism."  I 
raise  my  eyebrows  questioningly 

"Obviously,  not  everyone  can  get  a 
seaside  home  on  a  bluff,"  he 
responds.  "Civic  egalitarianism  sug- 
gests that  the  government  should  buy 
more  seaside  property  and  convert  it 
into  parks  and  other  cultural  and 
recreational  areas,  taxing  people  to 
pay  the  cost.  That  way  everybody, 
not  just  the  rich  person,  gets  the  nice 
view  and  cool  breezes." 

Hey!  What  is  this  professor?  Is  he  a 
liberal  after  all?  In  fact,  you  can't 
really  classify  him  this  way. 

Plates  are  cleared,  fruit  arrives.  Nib- 
bling a  strawberry,  I  probe  his  politics 
a  bit  further.  What  does  he  think 
about  the  recent  welfare  reforms? 
Does  this  show  that  human  selfishness 
is  wired  in,  that  the  well-off  don't 
want  to  help  the  less  well-off? 

"We  were  headed  in  a  wrong  direc- 
tion," he  answers.  "The  assumption, 
held  primarily  by  the  left,  was  that  the 
more  prosperous  the  middle  class 
became,  the  more  it  would  want  to 
share.  Of  course,  it  turns  out  that 


people  are  very  different  from  that. 
They  worked  hard  to  be  part  of  that 
prosperity  and  took  a  dim  view  of 
what  they  thought  was  a  shiftless 
underclass." 

In  short,  people  are  inherently  self- 
ish? He  counters  that.  "There  is' a 
widespread  human  trait — not  just 
among  Americans — of  a  willingness 
to  give  a  helping  hand,  particularly  to 
members  of  their  own  tribe,"  he  says. 
You  went  to  Princeton,  you  give  to 
Princeton.  You  are  Catholic,  you  give 
to  Catholic  charities,  Jewish  to  Jewish 
charities.  "People  identify  powerfully 
with  their  tribe  and  take  the  greatest 
pleasure  in  contributing  to  tribal  wel- 
fare." However,  when  they  are  not 
members  of  your  tribe,  that  generos- 
ity shrinks  considerably. 

This  kind  of  wiring  can  be  danger- 
ous. It  leads  to  intragroup  generosity 
but  to  intergroup  hostility.  "Ethnici- 
ty is  a  very  dangerous  phenomenon, 

"Humans  are  very  primal 
in  the  way  they  acquire 
and  distribute  power.  Apes 
don't  sit  around  and  vote." 


not  just  between  societies  but  within 
them,"  he  goes  on.  "To  the  extent 
that  you  have  multiple  nationalities 
battling  for  their  fair  share,  you 
inflame  ethnic  or  tribal  rivalry  and 
diminish  what  gets  devoted  to  civic 
egalitarianism." 

His  conclusion  seems  to  be  that 
policymakers  must  take  tribal  loyalties 
into  consideration  rather  than  just 
condemning  them  as  racism. 

Lunch  is  finished,  but  Wilson  isn't 
finished  talking.  Good.  I  tag  along 
as  he  walks  back  to  his  office:  Wilson 
in  tennis  shoes,  me  in  heels.  I  notice 
he  walks  carefully,  trying  not  to  step 
on  the  ants  we  see  scurrying  on  the 
sidewalk. 

I  ask:  Considering  the  goods  and 
the  bads  of  tribal  loyalties,  is  there  an 
ideal  size  to  human  organizations  to 
which  we  are  suited  by  ancient  neural 
wiring? 

Wilson:  "Humans  are  very  primal 
in  the  way  they  acquire  and  distribute 
power.  Primates  don't  sit  around  and 
vote  on  how  each  can  contribute  to 


make  their  community  work  at  of] 
mum  levels,  nor  is  it  human  natul 
But  there  is  an  ideal  grouping  sil 
from  monkeys  on  up  to  apes  aj 
humans  that  seems  to  relate  to  tl 
size  of  the  brain.  The  larger  the  bra! 
the  larger  the  group.  The  ideal  sil 
for  humans  is  about  150.  Huntcl 
gatherer  groups  get  up  to  about  tr 
level  before  they  split.  One  hundn] 
and  fifty  is  about  the  number 
people  every  person  knows  well;  I 
doesn't  matter  if  you  live  in  NamibJ 
or  Manhattan.  By  the  way,  that 
about  the  size  of  a  company  in 
tary  organizations." 

Nearing  the  office,  he  goes  on:  "I 
you  want  to  know  how  congressionl 
medals  of  honor  are  won — that  il 
where  men  have  been  virtually  willinl 
to  throw  away  their  lives — it's  usuahl 
at  the  level  of  the  squad,  or  eight  t[ 
ten  [men].  Soldiers  don't  charge 
machine-gun  nest  because  they  care  si 
much  about  American  democracy,  bul 
in  support  of  their  squad  or  buddies.  ■[ 

Forbes  is  a  business  magazine! 
What  does  this  mean  for  business! 
Wilson:  "As  a  corporation  grows, 
would  guess  you  would  want  squad] 
or  company-sized  teams  of  peopltl 
who  know  each  other  well  and  whcl 
feel  the  effort  of  the  team  redound:] 
to  their  own  welfare. 

"In  any  organization  people  anl 
driven  by  a  need  for  competition,  ancj 
also  to  cooperate.  At  a  university! 
nothing  gets  done — because  you're! 
loaded  with  competition  but  there's! 
little  cooperation.  Universities  are  not  j 
organized  to  encourage  both.  There  j 
are  rarely  squad-  or  even  company- 
sized  bodies  within  academic  institu- 
tions. I  think  it  was  a  former  Yale 
president  who  said,  'Scholars  come  to 
university  to  disagree.'" 

My  final  question  to  this  distin- 
guished scholar:  "Dr.  Wilson,  what 
can  humans  learn  from  ants?" 

Wilson  looks  skyward,  takes  a 
breath  and  with  a  telling  smile  says: 
"Absolutely  nothing!  Humans  are  on 
their  own!" 

One  can't  do  justice  to  the  depth 
and  breadth  of  his  ideas  in  a  lunchtime 
conversation.  Go  buy  the  book  and 
read  it.  There's  more  helpful  mental 
stimulation  in  it  than  you  could  ever 
find  in  many  of  the  shoddy  offerings 
cramming  bookstore  shelves.  H 
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MIXING      BUSINESS     WITH      PLEASURE 


Who  says  you  can't  mix  business  with  pleasure?  New 
Hampshire's  positive  business  climate  and  outstanding 
quality  of  life  make  it  an  ideal  place  to  live  well  and 
prosper. 

Tucked  in  and  around  the  Granite  State's  spectacu- 
lar natural  beauty  are  bustling  cities  and  towns,  home 
to  businesses  that  have  found  the  right  balance  of  work 
and  leisure  for  their  executives  and  employees.  Long 
considered  a  vacation  paradise,  New  Hampshire  is 
building  a  solid  reputation  as  one  of  the  best  places  to 
live  and  do  business  in  the  United  States. 
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Tyco  International  Ltd. 

Tyco  International  Ltd.,  a  diversified 
manufacturing  and  service  company, 
is  the  world's  largest  manufacturer 
and  installer  of  fire  protection  sys- 
tems and  electronic  security  ser- 
vices. The  company  has  leadership 
positions  in  disposable  medical  prod- 
ucts, packaging  materials,  flow-con- 
trol products  and  undersea  telecom- 
munications systems.  With  annual 
revenues  expected  to  exceed  $13  bil- 
lion, the  company  operates  in  more 
than  80  countries  around  the  world. 

Tyco  has  produced  undersea 
telecommunications  cable  in  its 
Portsmouth,  N.H.,  facility  since 
1953.  The  company  has  produced 
enough  cable  to  circle  the  earth  three 
times,  and  all  of  it  has  been  loaded 
at  the  deep-water  docking  facility 
directly  behind  the  company  factory. 
Tyco  proudly  continues  to  produce 
the  majority  of  the  world's  undersea 
telecommunications  cable  in  New 
Hampshire. 

Find  out  more  about  Tyco  by  visiting 
our  Web  site  at  www.tycoint.com. 
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An  Environment  for  Prosperity 

Built  on  the  state's  rich  Yankee  heritage  * 
and  tradition  of  frugality,  today's  New 
Hampshire  businesses  enjoy  substantial 
economic  advantages.  There  is  no  gener- 
al sales  or  use  tax,  nor  is  there  a  tax  on 
personal  income  or  capital  gains.  New 
Hampshire's  philosophy  of  governing 
enables  businesses  to  keep  their  cost 
structure  low  and  allows  employees  to 
keep  more  of  what  they  earn.  New 
Hampshire  workers  take  home  more  of 
their  pay  than  workers  in  any  other  state 
in  the  Union. 

In  keeping  with  New  Hampshire's  phi- 
losophy of  simplicity,  state  government  is 
streamlined  and  straightforward.  State 
agencies  take  a  constructive,  common- 
sense  approach  to  regulation  and  are 
lauded  for  reducing  red  tape  in  the  busi- 
ness development  process. 

Lower  Operating  Costs  Boost 
Profits 

New  Hampshire  is  committed  to 
maintaining  a  thriving  business  economy 
and  has  created  a  tax  structure  that  few 
states  can  match.  In  addition  to  no  gen- 
eral sales  or  use  tax,  there  is  no  inventory 
tax  and  no  property  tax  on  machinery  or 
equipment.  The  state's  corporate  income 
tax  is  7%  of  net  business  income,  which 
is  quite  favorable  compared  with  the  tax 
in  other  northeastern  states,  which  runs 
as  high  as  1 1.25%. 

Energy  costs  and  availability  are  a  con- 
cern in  other  states,  but  New  Hamp- 
shire's utilities  are  meeting  the  needs  of 


today's  industries  and  are  poised  to  m 
new  requirements  of  the  future.  An  exd 
lent  supply  of  electricity  is  provid 
at  competitive  rates  through  the  N 
England  and  Northeast  regional  pow 
grids,  and  natural  gas  is  available  via 
major  interstate  pipelines. 

New  employers  also  enjoy  one  of  ti 
lowest  unemployment  tax  rates  in  t 
country,  a  net  rate  of  1.2%.  Employe 
may  earn  reduced  tax  (merit)  rates  aft 
having  been  subject  to  the  law  for  at  lea 
one  full  calendar  year. 

When  Bill  Hand,  president  of  Pai 
Nameplate,  decided  to  move  his  produc 
identification  manufacturing  business  oi 
of  Flushing,  N.Y.,  in  1996,  he  compare 
operating  costs  in  seven  different  state: 
"I  was  looking  for  the  best  bottom  lint 
based  on  some  of  our  biggest  expenses 
real  estate  taxes,  power  costs  and  worker: 
compensation  costs,"  says  Hand.  Hi 
CPA's  cost  analysis  showed  New  Hamp 
shire  to  be  the  best  place  to  relocate. 

Once  Hand  visited  New  Hampshire 
he  found  many  other  business  advantage: 
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liking.  "With  the  help  of  state  offi- 
:ials,  we  were  able  to  find  a  suitable  site 
n  Dover,  obtain  financing  through  the 
3usiness  Finance  Authority  and  build  our 
iwn  facility,"  Hand  continues.  "As  a 
nanufacturer,  our  business  also  benefits 
:  from  the  reduced  tax  structure  and  labor 
i  expenses.  Our  new  cost  structure  allows 
•  us  to  stay  competitive  in  our  industry  and 
a  still  be  within  a  couple  hundred  miles  of 
lour  major  markets." 

High-Tech  Business  Haven 

In  recent  years,  New  Hampshire  has 
:come  a  hot  location  for  software  and 
;•  other  high-tech  development  businesses. 
J  The  state's  entrepreneurial  spirit  and 
:|  sense  of  independence  have  lured  many 
1  emerging  companies  out  of  larger  cities 
to  plant  their  roots  in  New  Hampshire. 
Within  the  computer  industry  alone, 
New  Hampshire  is  home  to  more  than 
1,000  software  firms,  as  well  as  numerous 
hardware  and  equipment  suppliers.  It's 
not  surprising,  therefore,  that  the  Granite 
State  has  one  of  the  highest  concentra- 
tions of  high-tech  workers  per  capita  in 
the  country.  A  solid  communications 
infrastructure  makes  it  easy  to  do  business 
in  New  Hampshire,  whether  clients  are 
down  the  block  or  around  the  world. 
OPUS  2  Revenue  Technologies  Inc.,  a 


developer  of  revenue-management  sys- 
tems for  hotels,  was  drawn  to  the  city  of 
Portsmouth  on  New  Hampshire's  coast  as 
the  ideal  location  for  its  headquarters. 
CEO  Chuck  Clack  says,  "We  are  a  global 
company,  so  we  needed  a  location  conve- 
nient to  major  airports,  but  we  were  also 
committed  to  creating  an  excellent  prod- 
uct and  a  unique  corporate  culture.  By 
choosing  Portsmouth  rather  than  Boston, 
we  were  able  to  buy  our  own  building  in 
this  charming  seaport  city  and  still  be  just 
50  minutes  from  Logan  Airport.  We've 
built  a  loyal,  talented  staff,  and  our  clients 
from  around  the  world  love  to  visit  us 
here.  It's  the  perfect  environment  for  our 
business." 

Another  reason  high-tech  firms  have 
flourished  in  New  Hampshire  is  its  highly 
educated  labor  force.  More  than  26% 
of  the  state's  residents  have  completed 
four  or  more  years  of  college,  the 
sixth-highest  percentage  of  people  in 
the  nation.  Many  graduates  of  the 
University  of  New  Hampshire,  Dart- 
mouth College  and  New  Hampshire 
College  want  to  stay  to  live  and  work  here 
after  graduation.  These  well-educated 
students,  as  well  as  those  from  Boston- 
area  universities  such  as  Harvard,  Tufts 
and  MIT,  are  eager  to  be  part  of  the 
high-tech  workforce. 

Continuing  education  and  technical 
trade  training  are  also  widely  available. 
The  state  university  system  has  five  cam- 
puses for  undergraduate,  graduate  and 
enrichment  classes.  The  New  Hampshire 
Community  Technical  College  System 
includes  four  campuses  around  the  state, 
and  offers  courses  designed  in  response  to 
emerging  industries  such  as  biotechnol- 
ogy, telecommunications  and  environ- 
mental technology.  These  institutions  and 
others  offer  New  Hampshire  workers  the 
opportunity  to  expand  their  skills  and 
capabilities  in  a  nearby  location. 


Jeffrey  B.  Swartz 
President  and  Chief  Executive  Officer 

The  Timberland  Company 

Twenty-five  years  ago,  Timberland 
introduced  one  of  the  world's  first 
guaranteed-waterproof  boots  to  pro- 
tect outdoors  people  during  the 
harsh,  wet  New  Hampshire  winters. 
Today,  the  original  yellow  boot  still 
offers  the  promise  of  protection,  and 
it  is  a  call  to  action. 

At  Timberland,  "Pull  on  Your  Boots 
and  Make  a  Difference,"  reflects  the 
company's  commitment  to  the  belief 
that  doing  well  and  doing  good  are 
inextricably  linked.  Timberland  is 
known  for  excellence  in  quality, 
craftsmanship  and  outdoor-rugged 
durability;  and  now,  Timberland  is 
becoming  known  for  its  commitment 
to  social  responsibility.  All  Timber- 
land full-time  employees  are  offered 
40  hours  per  year  paid  leave  to  per- 
form community  service  through  the 
company's  Path  of  Service  program. 

The  Timberland  Company,  head- 
quartered in  Stratham,  New  Hamp- 
shire, designs,  engineers,  markets, 
distributes  and  sells  premium-quality 
footwear,  apparel  and  accessories 
for  men,  women  and  children  in  more 
than  90  countries  worldwide. 

For  more  information  on  The 
Timberland  Company  and  its  products, 
please  call  800-258-0855,  or  visit 
our  Web  site  at  www.timberland.com. 

Thnberland  ® 
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Robert  T.  Gormley 

Chairman, 

President  and  Chief  Executive  Officer 

Citizens  Bank 
New  Hampshire 

Citizens  Bank  is  New  Hampshire's 
leading  financial  institution,  with 
assets  of  $4.2  billion  and  75  banking 
offices  statewide.  More  Granite  State 
businesses,  cities  and  towns  and 
families  rely  on  Citizens  Bank  for  their 
financial  service  needs  than  any 
other  bank.  Citizens  Bank  is  also  the 
only  financial  institution  with  a 
New  Hampshire-based  International 
Division,  which  can  assist  businesses 
with  their  worldwide  banking  needs. 

Citizens  Bank  New  Hampshire  is  part 
of  Citizens  Financial  Group,  the  third- 
largest  commercial  bank  holding  com- 
pany in  New  England,  with  total 
assets  exceeding  $17  billion. 

Whether  your  business  is  growing 
across  the  globe  or  just  getting  start- 
ed, Citizens  Bank  can  provide  you 
with  the  assistance  and  personalized 
service  your  company  requires  and 
deserves.  If  your  business  is  consid- 
ering relocating  or  expanding  in  New 
Hampshire,  Citizens  Bank  can  help 
you  and  your  employees  with  com- 
plete financial  services  tailored  to 
meet  your  needs. 


£  Citizens  Bank 


Not  Your  Typical  Bank. 
Member  FDIC 


Easy  Access  Via  Land,  Air  and 
Sea 

Located  in  the  northern  tier  of  New 
England,  New  Hampshire  is  bordered  by 
Vermont  to  the  west,  Maine  to  the  east, 
Massachusetts  to  the  south  and  Canada 
to  the  north.  With  its  direct  access  to  the 
Atlantic  Ocean,  New  Hampshire  is  ide- 
ally situated  for  business  anywhere  in  the 
world. 

New  Hampshire  has  an  extensive  and 
well-maintained  road  and  railway  infra- 
structure, allowing  businesses  to  serve 
intrastate  and  interstate  markets  effi- 
ciently and  cost  effectively.  Interstate 
Routes  93  and  95  link  New  Hampshire 
to  southern  and  northern  New  England 
as  well  as  Canada. 

There  are  several  commercial  airports 
strategically  located  in  different  regions 
of  the  state:  Manchester,  Lebanon  and 
Portsmouth. 

Manchester  Airport  is  northern  New 
England's  largest  commercial  airport  and 
is  the  major  hub  north  of  Boston.  Served 
by  1 1  commercial  airlines  that  offer 
direct  flights  to  Boston,  Chicago,  Orlando 
and  other  cities,  the  158,000-square-foot 
terminal  is  streamlined  for  easy  corporate 
travel.  Manchester  Airport  also  handles  a 
major  portion  of  domestic  cargo  and, 
with  the  opening  of  its  new  customs 
facility,  now  provides  New  Hampshire 
businesses  with  new  resources  for 
international  shipping. 

The  historic  Portsmouth/Newington 
area  is  home  to  the  Port  of  New  Hamp- 
shire, a  year-round,  ice-free,  natural  deep- 
water  port.  This  is  a  tremendous  asset  to 
export  and  import  trade  with  Europe  and 
other  countries.  The  nearby  Pease  Inter- 
national Tradeport,  a  former  air  force 
base,  features  an  11,320-foot  runway, 
capable  of  handling  the  world's  largest 
aircraft.  This  makes  Pease  Tradeport  an 
ideal  location  for  international  shipping 


and  international  charter  service. 

Thriving  International  Trade 

As  one  of  the  most  industrialized  si 
in  the  country,  New  Hampshire  is  Bl 
mitted  to  facilitating  global  trade. ' 
state's  International  Trade  Reso 
Center  lays  the  foundation  for  fori 
organizations  and  New  Hampshire 
panies  to  establish  business  relations! 
The  Trade  Resource  Center  has  b« 
instrumental  in  helping  New  Hampsh 
one  of  the  smallest  states  in  the  U. 
attain  prominence  in  the  country's  ov 
seas  trade. 

Conveniently  housed  in  one  locati 
at  Pease  International  Tradeport,  t 
International  Trade  Resource  Cente 
unique  alliance  of  state,  federal  and 
vate-sector  organizations  provides  a  v; 
ety  of  programs  and  customized  servia 
Its  staff  assists  in  business-plan  develo 
ment,  market  research  and  licensing 
offers  frequent  seminars  and  technic 
programs.    The  center's  Matchmaki 
Program  finds  business  contacts  such 
brokers,  buyers,  agents  and  distributo 
worldwide,    saving    small    business* 
time  and  money  in  developing  trad 
opportunities. 


:■•;'!* 
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.iJew  Hampshire  has  worked  hard  ro 
oelop  strategic  trading  alliances  with 
jiny  countries.    Exports   from   New 
Hampshire  businesses  have  increased  dra- 
stically over  the  past  10  years,  and  now 
~«Dre  than  12%  of  New  Hampshire's 
"  f3ss  sate  product  is  exported,  versus  the 
"irional  average  of  7%.  Exports  are  vital 
T  the  state's  economy  and  have  helped 
4lany  businesses  expand  into  untapped 
"  •farkets. 

• '  To  funher  facilitate  international  trade, 
"i'ew  Hampshire  has  established  four 
prcign  Trade  Zones:  two  in  Manchester 
lid  one  each  in  Dover  and  Portsmouth. 
nese  are  secured  transshipping  areas 
Inhere  domestic  and  foreign  merchandise 
-fan  be  off-loaded  without  formal  customs 
procedures  or  payment  of  excise  tax.  This 
nd  or  progressive  state  government 
'nvolvement  exemplifies  New  Hamp- 
shire* pro-business  environment. 

'Support  Services  for  New  and 
Growing  Companies 

f  The  New  Hampshire  Office  of  Busi- 
fness  and  Industrial  Development  pro- 
vides extensive  assistance  to  businesses  of 
:  all  sizes.  This  office  serves  as  a  single 
point  of  contact  for  a  variety  of  business- 
building  services,  including  advocacy  on 
behalf  of  companies  when  dealing  with 
other  state  agencies  or  regulatory  bodies. 
Two  innovative  programs  have  proved 
to  be  particularly  helpful  to  growing 
companies.  The  Vendor  Matching  Pro- 
gram links  prospective  clients'  needs  with 
the  appropriate  Granite  State  manufac- 
turer of  those  products.  The  Procurement 
Technical  Assistance  Program  helps  busi- 
nesses become  competitive  in  the  federal 
government  marketplace,  an  arena  often 
considered  too  daunting  to  enter.  These 
valuable  services  are  provided  free  of 
charge,  creating  excellent  expansion 
opportunities  for  many  companies. 


The  Office  of  Business  and  Industrial 
Development's  hands-on  approach  is  the 
beginning  of  a  working  relationship  with 
the  state,  a  relationship  geared  toward 
achieving  growth  and  success.  Ongoing 
support  activities  include  expansion  assis- 
tance, business  and  industry  databases, 
financing  assistance,  inventory  of  avail- 
able space  and  much  more. 

Voith  Sulzer  Paper  Technology  is  one 
of  many  companies  that  has  benefited 
from  state  and  local  help  in  developing  a 
new  facility  in  New  Hampshire.  Accord- 
ing to  General  Manager  Chris  Turner,  a 
local  economic  development  group  put 
together  a  comprehensive  package  for  a 
building  site  in  Farmington  that  includ- 
ed help  with  permitting  and  financing. 
"They  put  the  proposal  together  in  record 
time  and  covered  all  the  bases,"  Turner 
says.  "They  really  wanted  our  business  in 
their  community." 

Turner  was  also  pleased  with  the  lack  of 
red  tape  within  New  Hampshire's  gov- 
ernment agencies.  "Because  New  Hamp- 
shire is  a  small  state,  the  departments  are 
well  connected  and  made  it  fast  and  easy 
to  get  things  done,"  he  explains.  "In  the 
process  of  permitting,  individuals  called 
me  directly,  and  all  the  departments 
helped  expedite  the  process." 

Once  construction  was  under  way, 
Turner  contacted  the  Office  of  Business 
and  Industrial  Development  about  train- 
ing and  recruitment  of  skilled  employees. 
They  put  him  in  touch  with  the  New 
Hampshire  Job  Training  Council,  and 
again  he  was  bowled  over  by  the  quick 
response.  "They  went  to  bat  and  designed 
a  package  that  helped  us  put  together  a 
rock-solid  group  of  workers.  They 
arranged  six  weeks  of  local  training, 
which  we  followed  with  four  weeks  off- 
site  within  our  company.  So  now,  before 
our  facility  is  even  finished,  we  are  staffed 
and  ready  to  go." 


Dartmouth-Hitchcock  Medical  Center 

Stephen  K.  Plume,  MD 

President 

The  Hitchcock  Clinic 

John  Baldwin,  MD 

Dean 

Dartmouth  Medical  School 

James  W.  Varnum 

President 

Mary  Hitchcock  Memorial  Hospital 

The  Hitchcock  Alliance 

Dartmouth-Hitchcock 
Medical  Center 

More  than  200  years  ago,  Doctor 
Nathan  Smith  founded  Dartmouth 
Medical  School  in  New  Hampshire's 
Upper  Valley  because  he  believed 
medical  care  should  be  as  readily 
available  in  small  towns  as  big  cities. 
Today,  his  vision  has  grown  into  New 
England's  most  extensive  health-care 
network,  distinguished  by  Dartmouth- 
Hitchcock  Medical  Center,  New 
Hampshire's  leading  teaching  hospi- 
tal; Dartmouth  Medical  School, 
nationally  recognized  for  its  innova- 
tive work  in  outcomes  measurement; 
The  Hitchcock  Clinic,  the  region's 
largest  physician  and  community 
practice  group;  The  Hitchcock 
Alliance,  made  up  of  nine  community- 
based  health-care  organizations;  and 
many  nationally  and  regionally 
acclaimed  programs  like  the  Norris 
Cotton  Cancer  Center  and  Children's 
Hospital  at  Dartmouth. 

A  commitment  to  meeting  the 
unique  health-care  needs  of  our 
primarily  rural  area  remains  at  the 
core  of  our  mission.  In  practice,  it 
requires  active  collaboration  between 
patients,  providers,  communities, 
insurers,  researchers,  students  and 
many  other  partners.  From  our  per- 
spective, this  collaboration  is  the 
most  powerful  medicine  of  all. 
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Richard  A.  Gustafson 
President 

New  Hampshire  College 

Over  the  past  decade,  New  Hamp- 
shire College  has  developed  into  one 
of  northern  New  England's  premier 
institutions  of  higher  education. 

The  college  has  grown  from  a  small 
undergraduate  business  school  into 
an  internationally  recognized,  com- 
prehensive institution.  The  college 
offers  a  broad  selection  of  under- 
graduate programs  in  business,  lib- 
eral arts  and  hospitality  administra- 
tion, along  with  master's  and  doctoral 
programs  in  business  and  communi- 
ty economic  development. 

Our  innovative,  high-tech,  fast-track, 
three-year  bachelor's  degree  pro- 
gram, and  our  Internet-based  dis- 
tance education  program  fully  utilize 
the  capabilities  of  high  technology  in 
the  classroom. 

Creative  academic  and  business  part- 
nerships and  accessible,  affordable 
and  challenging  programs  have  made 
New  Hampshire  College  a  highly 
respected  institution  and  a  valuable 
community  resource. 


New  Hampshire  College 

Where  The  World  Comes  To  Mind 


Quality  of  Life  That's  Second  to 
None 

Living  in  New  Hampshire  is  as  easy  as 
doing  business  here.  There  are  dozehs  of 
small  towns  and  midsize  cities  that  offer 
moderately  priced  housing,  excellent 
schools  and  old-fashioned  community 
spirit.  Crime  and  auto  theft  rates  are 
among  the  lowest  in  the  nation,  and  sur- 
veys consistently  rank  New  Hampshire  as 
one  of  the  healthiest,  most  livable  states 
in  the  country. 

Despite  its  size,  New  Hampshire  offers 
a  surprising  variety  of  environments, 
from  the  coastal  city  of  Portsmouth  with 
its  fine  restaurants  and  historic  attrac- 
tions, to  sophisticated  Merrimack  Valley 
cultural  centers,  to  the  grandeur  of  the 
northern  lakes  and  mountains.  No 
matter  where  one  chooses  to  live,  hous- 
ing costs  are  reasonable  compared  with 
other  northeastern  states.  For  example, 
three-bedroom  homes  with  1-1/2  baths 
and  a  garage  range  from  $80,000  to 
$140,000,  depending  on  specific  location 
and  amenities,  and  condominiums  are 
available  for  as  low  as  $35,000.  As  a 
result,  New  Hampshire  has  one  of  the 
highest  rates  of  home  ownership  in  the 
nation,  and  people  take  pride  in  their 
neighborhoods  and  communities. 

New  Hampshire's  educational  system 
also  scores  high  marks.  High  school  stu- 
dents consistently  rank  near  the  top  in 
the  country  on  the  Scholastic  Aptitude 
Test  (SAT).  There  is  a  strong  commit- 
ment to  education  on  the  part  of  state 
government,  making  the  necessary  invest- 
ment to  ensure  that  an  educated  work- 
force will  always  be  available. 

There  are  many  modern  medical  facil- 
ities within  the  state,  with  a  full  range  of 
health-care  practitioners  and  specialists. 
Excellent  medical  care  is  easily  accessible 
with  a  variety  of  insurance  and  managed 
care  plans.  The  regional  medical  centers 


and  teaching  hospitals  of  Boston  are  | 
only  an  hour's  drive  from  southern  1,< 
Hampshire,  should  specialized  treat 
be  necessary. 

Recreational  opportunities  aboic 
throughout  the  state.  From  the  spark:! 
18-mile  seashore  to  the  780,000-^ 
White  Mountain  National  Forest,  thji 
are  hundreds  of  picture-perfect  spots 
boating,  fishing  and  hiking.  There 
more  than  85  public  and  private  £{ 
courses,  and  the  New  Hampshire  Inn 
national  Speedway  offers  a  full  season  I 
racing,  including  two  NASCAR  ever  \ 
Dozens  of  well-maintained  state  paJ 
provide  a  place  for  family  activities  al 
weekend  getaways.  And  when  wini 
arrives,  many  hit  the  slopes  at  one  of  tl 
state's  alpine  ski  areas,  or  go  cross-coul 
try  skiing  along  miles  of  scenic  groom] 
trails. 

All  the  action  isn't  outdoors,  howevcl 
New  Hampshire  is  home  to  many  hil 
toric  sites  and  high-profile  cultural  acti  I 
ities,  including  music,  dance  and  theatc 
There  are  quaint  antique  and  craft  sho| 
to  explore,  as  well  as  modern  oudet  shoj  I 
ping,  all  tax  free.  Restaurants  and  pul 
are  as  varied  as  the  landscape,  rangin 
from  gourmet  fare  to  casual,  hom«| 
cooked  specialties. 

And  when  it's  time  for  a  long  weeken 
or  vacation,  New  Hampshire  resident] 
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"*>nt  need  to  go  far  to  find  great  places  to 

t  and  stay,  all  within  a  few  hours'  drive 

home.  There  are  hundreds  of  elegant 

tsorts,  charming  bed-and-breakfast  inns, 

(bpe-side  condominiums  and  full-service 

'   >tds  from  which  to  choose.  Hospitality 

part  of  New  Hampshire's  heritage,  and 

kidents  are  happy  to  take  advantage  of 

ieir  vear-round  playground. 


.  .r 
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^e  Right  Mix  Is  Right  Here 

When   you   live  and  work  in   New 
ampshire,  you  don't  have  to  sacrifice 


your  family  life  for  your  career,  or  vice 
versa.  The  state's  pro-business  environ- 
ment makes  it  easy  to  get  established  and 
stays  with  you  to  facilitate  growth.  The 
tax  structure  is  in  place,  development  ser- 
vices are  available  and  the  labor  force  is 
here.  New  Hampshire's  natural  blend  of 
business  and  pleasure  makes  it  the  smart 
choice  for  businesses  that  want  the  best 
of  all  worlds. 

Heidi  Duncanson  is  a  freelance  writer  based  in 
Greenland,  N.H. 


A  population  of  more  than  70  million  within  500  miles 

Ideally  located  to  serve  major  markets  in  the  eastern  U.S.,  Canada  and  Europe 

Commercial  airports  in  Manchester,  Lebanon  and  Portsmouth 

Served  by  1 1  commercial  airlines,  providing  daily  flights  to  major  cities 

Has  one  of  the  top  10  most  active  ports  in  the  Northeast 

Air  cargo  facility  at  Pease  International  Trade  Port 

Foreign  Trade  Zone,  with  sites  in  Manchester,  Dover  and  Portsmouth. 


New  Hampshire  Information  at  Your  Fingertips 

NH  Office  of  Business  and  Industrial  Development 

P.O.  Box  1856,  Dept.  104,  Concord,  NH  03302-1856 

Phone:  1-888-546-1814  ext.  104    Fax:  1-603-271-6784 

Web  site:  www.dred.state.nh.us     E-mail:  dedinfo@dred. state. nh. us 

For  a  free  New  Hampshire  vacation  kit,  call  1-800-FUN-IN-NH,  ext.  124 


Joan  Leitzel 
President 

University  of 
New  Hampshire 

New  Hampshire's  public  research 
university  is  an  active  partner  with 
business. 

The  University  is  a  powerful  engine 
of  economic  opportunity.  We  develop 
alliances  with  the  private  sector  in 
which  strong  University  research  pro- 
grams provide  information  and  tech- 
nical resources  to  businesses. 
Together,  we  leverage  that  research 
into  economic  growth  that  improves 
the  lives  of  the  citizens  of  this  state 
and  nation. 

One  of  our  distinctive  efforts  is  our 
Entrepreneurial  Campus.  Initially 
underwritten  by  federal  and  state 
funds,  the  Entrepreneurial  Campus 
provides  a  setting  for  academic  and 
business  collaboration. 

In  education,  research  and  public 
service,  the  University  plays  a  vital 
role  in  the  economic  health  of  the 
Granite  State.  Contact  us  to  find  out 
ways  we  can  do  business  together, 
and  about  continuing  education 
opportunities  for  managers  and 
employees. 

We're  proud  to  be  New  Hamp- 
shire's public  university. 


University    of 
N e w   Hampshire 


THE  BEST  MINDS,  THE  BEST  OPPORTUNITIES 


BRIDGING  THE  GAP 


BETWEEN  THE 


QUALITY  OF  WORK  AND 


THE  QUALITY  OF  LIFE. 


■Fidelity  Investments,  a  world  leader 
in  financial  services,  is  also  a  leading 
edge  provider  of  the  latest  technology, 
business  systems,  HR  and  customer 
service  solutions.  No  matter  what  your 
specialty  is,  whether  you  are  just 
starting  out  or  well-traveled  on  the 
career  path,  Fidelity  in  Merrimack, 
NH,  could  be  your  best  employment 
choice.  Fidelity  offers  one  of  the 
industry's  finest  compensation  and 
benefits  packages,  and  the  Merrimack 
area  is  a  beautiful  place  to  live. 
Boating,  skiing,  hiking  and  more  are  all 
just  minutes  away.  Plus,  our  natural 
environment  and  four-season  lifestyle 
are  enjoyed  by  all. 


For  more  information  about  carta  opportunities  at  Fidelity,  visit  out  on-line  Employment  Center  at 
www.fidelity.com/employment  or  fax  your  resume  to  (603)880-9616. 


■s  once  was  for  New  York's  Seventh  Avenue, 
them  California  for  Detroit.  They  don't  build  many 
:ars  in  California,  but  it's  where  a  lot  of  hot  styling  comes  from, 


Is  it  the 
sunshine? 


By  Kelly  Barron 


Erwin  Lli  and  a  team  of  designers 
toiled  tor  three  months  on  a  full-scale 
model  of  a  quintessential  American 
dining  room,  complete  with  a 
Colonial-style  table,  a  hutch  and  a 
crystal  chandelier.  Lui  then  flew  to 
Tokyo  to  set  up  the  dining  room  in 
the  design  dome  of  Toyota  Motor 
Corp.'s  headquarters. 

Lui  works  for  Toyota's  Calty 
Design  Research  center  in  Newport 
Beach,  Calif.  Did  his  bosses  want  the 
design  as  a  model  for  their  board- 
room? Nothing  of  the  kind.  The  year 
was  1982,  and  the  Japanese  car  exec- 
utives hadn't  been  able  to  come  to 
terms  with  Americans'  need  for  leg 


and  elbow  room.  Seeing 
the  good-size  room  filled 
with  what  to  the  Japanese 
looked  like  massive  furni- 
ture opened  their  eyes.  "It 
was  pretty  humorous," 
says  Lui,  45,  a  California  H^^B 
native  with  Chinese-born 
parents. 

Lui,  who  played  in  a  rock  band 
and  drove  a  cab  before  learning  to 
style  cars  at  Pasadena's  Art  Center 
College  of  Design,  no  longer  has  to 
explain  U.S.  lifestyles  to  his  bosses, 
but  he  still  serves  as  an  interpreter 
of  this  country's  faddish  design 
preferences. 


VW  designers  Lui  managed  the  design 

Freeman  Thomas  team   of  Toyota's   sporty 

(top)  and  new  Solara  coupe,  styled  by 

Charles  Ellwood  another    Calty    designer, 

Driving  customers      Warren  Crain.  So  central  is 

into  showrooms.         Calty  to  Toyota's  styling 

■■■■■  that  nearly  50  of  Toyota's 

Japanese    designers    have 

done  three-year  stints  in  southern 

California,    moving    on    to    create 

designs  for  Toyota  mainstays  such  as 

the  Camry. 

What  Paris  once  was  to  women's 
fashion,  southern  California  has 
become  to  the  motorcar.  More  than 
a  dozen  studios  like  Calty,  in  Ventu- 
ra, Los  Angeles,  Orange  and  San 
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Toyota  California  designers: 
Warren  Crain,  Erwin  Lui, 
Dave  Hackett 
Opening  Japan's  eyes. 


Diego  counties,  are  play- 
ing an  ever-larger  role  in 
the  design  of  cars  destined 
to  be  manufactured  else- 
where. Nissan  recently 
turned  over  design  author- 
ity for  the  North  American 
market  to  Nissan  Design 
International  in  La  Jolla. 
The  automaker's  rather 
stodgy  designs  haven't 
been  selling  well  in  the 
U.S.  lately.  Jerry  Hirsh- 
berg,  president  of  N.D.I, 
and  a  former  chief  design- 
er for  General  Motors' 
Buick  division,  wants  to 
reverse  course.  He  still 
mourns  the  fact  that 
N.D.I.'s  most  radically 
designed  car,  called 
the  Gobi — conceived  as  a 
multifunctional  vehicle 
with  a  carlike  cabin  and  a 
truck  bed — was  never  pro- 
duced. Now,  says  Hirshberg,  "We're 
going  to  take  some  chances." 

He  takes  Forbes  behind  a  swoosh- 
ing metal  security  door  to  one  of  his 
design  studios.  Inside  is  a  full-scale 
clay  model  of  a  sport  utility  truck. 
The  vehicle — reminiscent  of  the 
Gobi — has  the  cabin  of  a  sport  utili- 
ty and  a  small  truck  bed.  The  bed  can 


BMW 

Newbury  Park,  CA 

Contributed  to  3  Series  sedan 

Volvo 

Camarillo,  CA 

Contributed  to  Voivo  S80  sedan 

Volkswagen/Audi 
Simi  Valley,  CA 

Designed  the  Beetle 

Honda 

Torrance,  CA 

Designed  Accord  coupe, 
Acura  Integra 

Mitsubishi 
Cypress,  CA 

Designed  Eclipse  coupe 

Samsung 

Huntington  Beach,  CA 

Opened  design  studio  in  1996 

be  expanded  by  folding  down  the 
rear  compartment  of  the  interior 
cabin.  "This  could  go  from  sketch  to 
market  in  record  time,"  enthuses 
Hirshberg. 

It's  not  only  the  Japanese  who  are 
tapping  California  taste.  Ford's  Lin- 
coln Mercury  division  relocated  its 
headquarters  to  Irvine,  Calif,  in  July. 


Detroit  West 

The  wealth  of  new  car  introductions  and  a  critical  mass  of  designers  in 
are  making  the  region  an  integral  player  in  the  auto  industry. 


southern  California 

1999  VOLKSWAGEN  BEETLES 


■    1999  TOYOTA  PRIUS 
T  1999  NISSAN  QUEST 


Hyundai 

Fountain  Valley,  CA 


Contributed  to  Tiburon  coupe 


Toyota 

Newport  Beach,  CA 

Designed  Solara,  Prius 

Lincoln/Mercury 

Irvine,  CA 

Relocated  headquarters  and 
design  studio  in  July  1998 

Mazda 
Irvine,  CA 

Designed  Miata  convertible 

Mercedes 
Irvine,  CA 

Contributed  to  M  Class  SUV 

Kia 

Irvine.  CA 

Contributed  to  Sportage  SUV 

Chrysler 
Carlsbad,  CA 

Designed  300M  sedan 

Nissan 
La  Jolla,  CA 

Designed  Altima  sedan,  Quest 
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42%  QF/MJTSIDE  D1HICTORS 
■surveyed  had  personally  been  sued 


mitigation  and  avoidance,  it's 


in  three  of  all  securities  claims' 


ro^er  or  simply  visit  www.atg  com 


MANAGEMENT  LIABILITY  COVERAGE 


AIG 
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.0  ONE  KNOWS  MORE  ABOUT    HE  RISKS.  NO  ONE  OFFERS  MORE  WAYS  TO  PROTECT  AGAINST  THEM. 


Genius  by  Maya. 

Brilliana 


Hjy  Ciba. 


The  most  inspired  ideas  are  made  even  brighter 
by  unique  colors  from  Ciba. 

Great  art  takes  imagination  and  a  talent  for  seeing  things  in  new  ways.  So  does 
great  science.  For  decades,  Ciba  Specialty  Chemicals  has  been  a  master  in  the 
field  of  color,  producing  and  applying  rich  shades  to  fabrics  and  vivid  pigments 
to  automobiles.  Now,  by  leveraging  our  global  resources,  we  are  expanding  our  color  portfolio  with 
products  that  do  more  for  industry  and  consumers — with  less  impact  on  the  environment. 

We're  redefining  the  business  of  color.  For  example,  we've  developed  inks  for  ink  jet  application  on 
fabrics,  and  a  new  generation  of  pigments  that  disperse  as  easily  as  a  dye,  yet  have  deep,  lasting,  high- 
grade  color.  Today  you'll  find  Ciba  colors  brightening  papers,  textiles,  paints,  inks  and  electronics. 

Ciba's  innovation  colors  a  full  spectrum  of  the  world's  products. 


For  more  information  about  Ciba  Specialty  Chemicals, 
visit  our  website  at  www.cibasc.com  or  fax  914  785  2211. 


fc 


Ciba 

Value  beyond  chemistry 


businesses.  Jim  Hall,  vice 
president      of     industry 
analysis   with   the    auto- 
motive consultancy  Auto- 
Pacific,  calls  the  southern 
part  of  the  state  "the  car 
capital    of    the    world."      H^H 
Graduates       from       the 
Pasadena  Art  Center  College  now 
head  design  departments  at  Ford, 
Chrysler,  gm  and  bmvv. 

What  makes  southern  California 
so  special?  To  the  locals  in  this  car- 
dependent  and  car-obsessed 
region,  passenger  cars  have  long 
been  as  much  a  personality  state- 
ment as  transportation.  (There's  an 
old  joke  that  when  you  ask  a  Cali- 
fornian  who  he  is,  he  points  to  his 
automobile.) 

California  doesn't  have  a  corner  on 
automotive  design.  Chrysler's  cele- 
brated cab-forward  designs  were 
born  in  Auburn  Hills,  Mich.  The  cur- 
rent truck  and  sport  utility  vehicle 
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Nissan  designers  craze  was  born  in  Detroit. 

Jerry  Hirshberg  Yet    there    is    something 

and  Diane  Allen  about  California  that  frees 

Looking  to  rev  up        people    from    convention 
Nissan's  stodgy  and  encourages  originality. 

designs— and  sales.    The    new    Beetle,    luring 
HMM  shoppers  into  Volkswagen 

showrooms,  was  born  not 
in  Wolfsburg  but  in  Simi  Valley,  Calif. 
"Volkswagen  of  America  is  in  busi- 
ness today  because  of  the  energy-  that 
comes  out  of  this  studio,"  boasts 
Simi  Valley- based  Freeman  Thomas, 
chief  designer  for  Volkswagen  and  a 
creator  of  the  Beetle.  Here's  the 
story  as  Thomas  tells  it: 

One  February  afternoon  six  years 
ago  J.  Mays,  then  a  designer  at  Volks- 
wagen and  now  vice  president  of 
design  for  Ford,  drove  down  to 
Malibu  for  sushi  with  anodier  design- 
er, Peter  Sclireyer.  VW  was  at  a  low  ebb 
in  the  U.S.,  selling  just  49,000  cars  in 
the  country  in  1993;  at  the  height  of 
the  original  Beetle's  popularity  in 


1970,  it  sold  nea 
500,000.  Peering  over  r 
Pacific  and  munching 
raw  fish,  the  pair  battf 
around  an  idea:  Why  n 
bring  back  the  Beede? 

Six  months  later  Voll 
wagen  designers  were 
Malibu,  photographing 
miniaturized  model  of  tl 
new  Beetle  on  the  beai 
to  send  to  headquarters 
Germany  It  wasn't  an  ea 
sell,  but  Thomas  says  th 
the  model  looked  so  fre: 
filmed  in  the  Californ 
sunlight  that  his  boss< 
couldn't  resist  it. 

Sitting  around  the  po( 
at  Mays'  Malibu  hom 
after  the  all-day  phot 
shoot,  Thomas  figure 
that  the  blue-green  coloj 
of  the  water  at  nighi 
would  be  appealing  back 
lighting  for  the  Bug's  in 
strument  panel. 

Thus  did  a  vehicl 
designed  originally  a 
Hitler's  "People's  Car 
end  up  being  re-createc 
60  years  later  in  California 
The  state  accounts  for 
roughly  10%  of  the  vehi- 
cles sold  in  the  U.S.  and  at 
least  a  third  of  aftermarket  specials 
parts  sold  to  dress  up  cars.  For  years, 
twenty-somethings  in  the  Los  Ange- 
les area  have  been  customizing 
Honda  Accords  and  Civics  with  fat 
tires,  spoilers  and  brightly  colored 
instrument  panels.  Honda  designers 
in  Torrance,  Calif,  took  the  bait  when 
they  redesigned  the  newest  Accord 
coupe,  lowering  the  roof  line  slight- 
ly, widening  the  headlights  and  inte- 
grating the  rear  bumper  with  the 
body  for  a  sleeker  look. 

Has  General  Motors  missed  a  cue? 
According  to  J.D.  Power  &  Associ- 
ates, the  number  one  automaker's 
share  in  California  has  lagged  behind 
its  U.S.  market  share  by  roughly 
eight  percentage  points  during  the 
1990s,  a  time  when  its  national 
market  share  was  also  declining.  Yet 
GM's  Newbury  Park,  Calif,  design 
studio  fell  victim  more  than  two  years 
ago  to  its  cost-cutting  campaign. 
Penny-wise,  pound-foolish?       Bi 
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THERE'S  A  VERY  GOOD  REASON  EUROPEAN  MONITORS 
ARE  ENGINEERED  TO  A  HIGHER  STANDARD. 


. 


IT'S  THE  LAW. 


Granted,  it's  not  easy  to  build  monitors  for  the  world's  strictest  quality  standards.  Or  to  pass 
the  rigorous  tests  demanded  by  ISO-9241-3,  TCO  and  NUTEK.  But  as  a  result,  our  monitors  come 
with  pinpoint  clarity  and  faster  refresh  rates,  for  reduced  eyestrain.  Remarkably  low  emissions.  And  an 
unsurpassed  level  of  reliability. 

While  in  some  corners  of  the  world  all  this  might  be  considered  a  luxury,  in  Europe  it's  just 
the  way  things  are  done.  And  it's  your  assurance  that  with  Nokia,  you'll  always  see  a  world  of  difference. 

For  more  information  on  our  full  line  of  15"  to  21"  monitors,  please  call  1-800-BY-NOKIA,  or 
visit  us  at  vrww.nokJa.com/americas. 


IMOKIA 

Connecting  People 


Pictured  above  is  a  Nokia  21"  445Xpro  (20"  VIS),  the  industry's  first  121kHz  monitor  with  1800  x  1440  resolution,  up  to  HOHz  refresh  rate  and  .22mm  horizontal  dot  pitch. 
©1998  Nokia  Display  Products,  Inc  Specifications  subject  10  change  All  other  trademarks  art  the  sole  property  of  their  respective  companies 


Though  steel  prices  are  weak,  Bethlehem  Steel 
is  having  a  robust  year.  Credit  a  West  Virginia 
lawyer  named  Hank  Barnette. 

A  (re)  birth  in 
Bethlehem 


By  Eric  S.  Hardy 

Time  was  when  investors  and  econ- 
omists eagerly  awaited  the  release 
of  steel  production  figures:  They 
were  the  bellwether  of  the  economy. 
No  one  pays  attention  any  longer 
to  these  numbers,  and  the  once- 
great  U.S.  steel  indus- 
try is  almost  forgotten 
by  the  business  media. 

Steel  is  not  insignifi- 
cant, however,  in  places 
like  Bethlehem,  Pa. 
(pop.  70,000),  the 
headquarters  of  Bethle- 
hem Steel,  a  $4.6  bil- 
lion (1997  revenues) 
business  employing 
17,000  people  at  six 
locations. 

Bessie  has  been 
through  hard  times: 
Minimills  such  as 
Birmingham  Steel  and 
Oregon  Steel  Mills 
were  making  products 
like  steel  bars  more 
efficiently  than  Beth- 
lehem could.  Bethle- 
hem's main  product, 
flat-rolled  steel,  was 
barely  profitable  against 
competition  from  low- 
cost  foreign  steel. 
Bethlehem  lost  $813 
million  during  fiscal 
1991  and  $450  million 
more  in  1992. 

Worst  of  all,  close  to  $1.5  billion  in 
unfunded  pension  costs  hung  over  a 
company  whose  equitv  capital  was 
only  $380  million.  Because  the  steel 
industry  has  shrunk  so  dramatically, 
Bessie  was  carrying  tour  pensioners 
for  every  active  employee. 
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Enter  West  Virginia  native  Curtis 
(Hank)  Barnette,  who  had  risen 
at  Bethlehem  through  its  legal 
department.  Barnette  was  no  hard- 
bitten steel  veteran.  He  was  once  a 
major  in  Army  counterintelligence, 


Bethlehem  Steel  Chief  Executive  Curtis  Barnette 

His  goal:  being  the  best  low-cost  steel  producer. 


taught  at  Yale  Law  School  and 
practiced  law  privately  before 
joining  Bethlehem  as  in-house 
counsel  in  1967.  He  became  chief 
executive  in  1992,  just  as  Bethle- 
hem seemed  to  be  slipping  tow  aid 
insolvency. 

As  a  lawyer  he  did  his  best,  but 


with  mixed  success,  to  persual 
Washington  to  get  tough  on  forei 
steel  imports.  But  he  also  realiz 
that  a  lot  of  the  company's  woun! 
were  self-inflicted.  "We  were  co: 
peting  in  so  many  different  busine 
es  that  our  main  objective — to  be  t 
best  low-cost  steel  producer — was  i 
longer  a  passionate  priority." 

Barnette  recognized  that  Bethl: 
hem  had  a  competitive  advantaji 
in  mass  production  of  coated  ar. 
uncoated  flat-rolled  steel — the  shee 
and  plates  used  in  the  manufactu.1 
of  automobiles,  trucks,  machiner 
cans  and  metal  buildings.  In  produc 
like  cable  and  steel  bars  the  mini: 
reigned.  Time  to  face  facts  and  rea 
ize  that  the  glory  days  were  ove 
Bessie  would  trim  down  to  the  fe1 
things  it  did  best. 

Over  the  past  five  years  Barnett 
has  invested  more  tha. 
g  $1  billion  in  plan 
§  upgrades  and  in  ne\ 
§  plants  to  make  ant 
process  flat-rollec 
steel.  In  a  tough  deci 
sion  for  this  tradition  \ 
bound  company,  h< 
closed  factories  whos< 
products  were  nc 
longer  competitive 
thus  exiting  the  ship- 
repair,  coal,  anc 
iron  ore  businesses. 
Even  the  venerable 
Bethlehem  mill,  for 
which  the  company 
took  huge  writeoffs 
in  1993  and  1996, 
was  closed  down.  The 
old  mill  is  being 
turned  into  a  riverfront 
museum  celebrating 
steel's  glory  days  and 
an  entertainment  com- 
plex. Of  Bethlehem's 
noncore  products  he 
kept  only  two — pipe 
and  rails— the  latter 
an  ancient  Bethlehem 
specialty. 

The  heart  of  a  revived  Bethlehem 
is  its  Burns  Harbor  facility  on  the 
shores  of  Lake  Michigan  in  northern 
Indiana.  This  facility  turned  out  5 
million  tons  of  steel — including  sheet 
and  plate  for  nearby  automobile  and 
truck     plants — in      1997.      Burns 
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to  verify  the  financials 

prepare  quarterly  returns 

finish  the  trend  analysis 

update  17  VPs 

review  productivity  projections 

and  make  sure  Saturdays 

feel  like  Saturdays. 


Our  job  is  to  make  her  family's  insurance 
one  less  thing  to  worry  about. 


C/Etna 


Group  Life,  Disability  and  Long-Term  Care  Insurance    US  Healthcare 

Vbul!  feel  better  with  us 


DYNAMIC  GROWTH 
POTENTIAL  IN  MID-CAPS 


Performance  Versus  Competitors 

Average  Annual  Total  Returns  as  of  6/30/98' 

I  Mid-Cap  Growth  Fund 

I  Upper  Mid  Cap  Funds  Average 


T.  Rowe  Price  Mid-Cap  Growth  Fund  can  help  you  benefit  from  the 

performance  potential  of  some  of 

America's  leading  mid-size  growth 

companies.  These  companies 

are  often  small  enough  to  adapt 

quickly  to  change,  yet  mature 

enough  to  have  proven  products 

and  seasoned  management. 

The  fund  has  outperformed  the 
average  of  its  peer  funds  group 
since  its  inception.  Of  course,  past 
performance  cannot  guarantee 
future  results.  No  sales  charges. 


1  year 


5  years        Since  inception 


Call  24  hours  for  your 
>  free  investment  kit 
including  a  prospectus 

-800-401-5342 

www.  tiowepiice.  com 


Invest  Willi  Confidence 

T.RoweRice 


"Fund  inception  date:  6/30/92.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain 
distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than 
at  original  purchase.  (Source  for  Lipper  data:  Upper  Analytical  Services,  Inc.) 
Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services.  Inc..  Distributor.  MCG0  (3672 


Concerned  About  Taxes? 


WE      CAN      HELP 


At  Muhlenkamp.  we  manage  money 

to  maximize  after  tax  returns. 

In  9  years,  we've  paid  only  2  capital 

gains  distributions,  totaling  36(. 


MUHLENKAMP  FUND  AVERAGE  ANNUAL 
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Harbor,  which  accounts  for  55% 
total  revenues,  has  operating  cc| 
that  are  fully  competitive  with  mi 
mills,  according  to  Barnette.  Beth 
hem's  other  main  plant  is  its  Sp 
rows  Point  facility  near  Baltimo 
which  accounts  for  another  35% 
total  revenues.  Sparrows  Point  m 
high-value  sheets  and  plates  for  t 
construction  market  and  other  sti 
products  for  the  food  packaging 
auto  industries. 

Nine  months  into  his  tenure,  B 
nette  entered  into  a  six-year  contra] 
with   the   once-belligerent  Unit* 
Steel  Workers  union  that  gives  wo: 
ers  profit-sharing  and  a  bonus  pi 
mitigating  the  work  interruptic 
threat  that  has  long  plagued  the  ste 
industry. 

Thanks  in  good  part  to  the  au 
boom,  Bessie's  flat-rolled-steel  bus 
ness  is  now  thriving.  It  helped  tr 
company  earn  $281  million,  or  $2.1 
per    share,    last    year.    To    furthe 
strengthen  the  company's  flat-roller 
production,  Bessie  this  spring  bough,^ 
Lukens,  Inc.,  a  $1  billion  (1997  sales 
producer  headquartered  in  near 
Coatesville,  Pa.  The  price:  $800  mil] 
lion  cash  and  stock.  This  increase 
Bethlehem's  capacity  in  plate  prod 
ucts  by  50%. 

Perhaps  best  of  all,  the  pensioi 
albatross  no  longer  hangs  arounc 
Bessie's  neck.  $mart  investing  in  . 
rising  stock  market  plus  stepped-uf , 
company  contributions  have  all  bu    \_ 
eliminated  that  huge  burden. 

Barnette  can't  relax  just  yet.  The  B 
company's  1998  second  quartei 
report  warned  that  the  U.$.  econorm 
is  expected  to  expand  more  slowly  in 
the  future — thus  perhaps  dampening 
demand  for  steel  products.  Another 
challenge  faced  by  Bethlehem  is  the 
economic  collapse  of  some  Asian 
countries,  whose  cheap  currencies 
reduce  the  price  of  their  exported 
steel.  And  new  steel  capacity  coming 
on  line  will  also  raise  the  competitive 
stakes  in  the  industry.  Partially  in 
response  to  these  concerns,  Bethle- 
hem stock  has  fallen  sharply  oflate, 
along  with  shares  of  other  steelmak- 
ers. At  a  recent  $8,  however,  Bethle- 
hem looks  extremely  cheap.  The 
stock  sells  for  five  times  estimated 
1997  earnings  and  six  times  1998 
profits,  as  estimated  by  ibes  Inc.    IB 
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EALERSGO 

INSUMER  ELECTRONICS  MARKETPLACE 


or  CE,  PC  and  Major  Appliance  Retailers 


f.Y  AN  18"  DSS  DISH  AND  GET  ONE  FREE 
IDHTH  OF  MOVIES  FROM  US.  SATELLITE 
'iOADCASTING 
lith  U.S.  Satellite 

oadcasting, 
.  su'll  have  more 
■  ovie  choices  and 
ewing  times 
lan  ever  before 
'  om  the  most 
apular  movie  net- 
orks  like 

lultiChannel  HBO  and  Showtime,  24 
ours  a  l\a\.  all  uncut  and  commercial- 
lee  with  the  clarity  of  digital  picture 
■|nd  CD-quality  sound.   With  U.S. 
Jlite  Broadcasting,  there's  always  a 
reat  movie  to  watch  every  time  you 
urn  on  your  TV.   (  able  can't  compete, 
o  experience  it  yourself,  only  on  the 
8"  DSS  Dish.    For  more  information, 
all  1-800-701-USSB  (8772)  or  check  us 
>ut  on  the  web  at  vvvvvv.ussb.com. 


*TX  HOME 
THEATRE 

vfTX's  Blueprint 
series  Home 
Theatre  Speaker 
SystVm  brings 
Thome  entertain- 
ment to  life! 
You'll  feel 

/im/\wi  l\irk  dinosaurs  stepping  heavy, 
and  you'll  duck  as  Air  Force  One  flies 
overhead.  Movie  theatres  will  be  a  dis- 
appointment once  you  hear  how  good 
your  home  set-up  can  sound.  Six  piece 
system  includes  a  powered  subwoofer 
and  five  full-range  speakers  for  front, 
center  and  rear  surround-sound  chan- 
nels. Superior  performance  is  matched 
by  great  value.  Call  1-800-CALL  MTX. 


KINYO 

MULTIMEDIA 

SPEAKERS 

More 
"highs"  in 
Hi-fi,  More 
Boom  for 

your  buck!    Who  said  the  Ili-I  i  listen- 
ing experience  hail  to  be  expensive? 
kinyo  multimedia  speaker  systems 
provide  excellenl  performance  and 
atfordability  that  will  satistv  a  variety 
of  computer  users;  from  entry  level 
two-piece  systems  to  earth  moving 

sub-woofers  designed  tor  passionate 
and  particular  game  and  music 
enthusiasts. 


SHRED-KING 
Sunny  Electronics 
Inc.  is  proud  to 
introduce  "SHRED- 
KING"'  Mwdcl  C- 

22cc,  a  revolutionary 
new  cross-cut  paper- 
shredder.    Model  (  - 
22cc  is  a  personal 
deskside  paper  shred- 
der.  It  has  a  unique  high  speed  cutting 
system  which  shreds  an  8  1/2"  x  1 1" 
sheet  of  paper  to  over  15,000  particles 
in  under  five  seconds,  offering  the 
highest  possible  security  available. 
"SHRED-KING"  Model  C-22cc  has  a 
switchless  electronic  control  design, 
with  the  functions  of  auto  shredding, 
auto  stop  and  auto  reverse.  It  has  a  dis- 
tinctive safety  feature  that  turns  the 
power  off  once  the  shredder  head  is 
removed  from  the  waste  bin.  Call  for  a 
price  quote  and  free  shred  sample. 
Sunny  Electronics,  Inc.   (718)  253-2047, 
Fax  (718)  258-7502.  www.sunnyelec- 
tronics.com 


AUDIOVOX 
UNIVERSAL  ROOF 
MOUNT  MOBILE 
VIDEO  FLIPDOWN 
The  Audiovox 
Universal  Roof 
Mount  Mobile 
Video  I  lipdown  Pod  with  a  6.4  inch 
LCD  monitor  is  designed  to  put  mobile 
video  entertainment  in  passenger  cars  as 
well  as  the  mini  vans  and  SUV's  that 
were  exclusive  to  a  year  or  so  ago.  The 
6.4  "  screen  delivers  a  high-quality  LCD 
picture  in  vivid  color,  a  built-in  stereo 
audio  amplifier  lor  the  headphones,  two 
built-in  stereo  headphone  jacks  and  an 
Infra-Red  repeater  eye  lor  remote  con- 
trol of  the  V(  V.   Also  included  are  aux 
inputs  tor  camcorder  or  video  game 
applications  and  backlit  controls  for 
easy  access  under  low  light  conditions. 
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OLYMPUS 
ZOOM  140 

Olympus  now 
otters  the 
world's  smallest 
and  lightest  140 

mm  zoom  camera  on  the  market. 
Their  latest  camera  comes  equipped 
with  great  features  like  a  38-140  mm 
zoom  lens  and  an  innovative  flash 
system  for  full-featured  zoom  perfor- 
mance so  all  your  pictures  are  good 
ones.  Other  special  features  on  this 
camera  are  a  real  image  zoom 
viewfinder  and  passive  type  autofocus. 
The  all-weather  construction  design 
shuts  out  dirt  and  moisture,  providing 
worry-free  protection  against  the 
elements.  With  all  these  advantages... 
the  Olympus  Zoom  140  can  go 
wherever  you  go! 
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Oliver  Wendell  Holmes  wrote  brilliant  opinions.  Most  of  his 
successors  sign  their  names  to  long-winded  mush.  Why? 

The  illiteracy  of  the 
Supreme  Court 


By  Dan  Seligman 

On  the  Docket  of  two  weeks  ago 
inquired  as  to  why  lawyers  write  so 
lousily — why  they  favor  Latinisms  and 
murky  prose  over  plain  English — and 
concluded  that  they  see  this  behavior 
as  good  for  business.  After  all,  who 
needs  a  lawyer  in  a  world  where  any- 
body can  figure  out  what's  going  on? 

And  now  for  Part  II:  Why  does  the 
Supreme  Court  write  so  badly? 

Okay,  I  am  not  a  lawyer,  certainly 
not  a  judge,  and  doubdess  fail  to  pick 
up  on  many  of  the  legal  niceties.  But 
of  this  much  I  am  certain:  The  stuff 
from  our  highest  court  does  not  read 
as  though  it  was  written  by  humans. 
When  you  do  occasionally  stumble 
across  an  authentic  voice  in  a  Supreme 
Court  opinion,  you  are  forcefully 
reminded  of  how  rare  it  is. 

Try  reading  Terry  Campbell,  Peti- 
tioner, v.  Louisiana,  a  1998  case  in 
which  a  convicted  white  murderer, 
whose  victim  was  also  white,  claimed 
that  his  constitutional  rights  had  been 
violated  because  the  grand  jury 
process  in  Evangeline  Parish  discrimi- 
nated against  blacks.  It  seemed  incred- 
ible, but  seven  of  the  nine  Supreme 
Court  justices  were  agreeing  with  him. 
In  a  logic-chopping  exercise  that  car- 
ried on  lengthily  about  this  "tainted" 
conviction,  the  seven  saw  a  natural 
affinity  of  interest  between  Campbell 
and  the  excluded  black  jurors.  It  was 
not  until  the  first  sentence  of  Clarence 
Thomas'  dissent  (supported  by  Justice 
Antonin  Scalia)  that  I  thought  I  heard 
a  human  voice.  Thomas'  truly  terrific- 
lead:  "I  fail  to  understand  how  the 
rights  of  blacks  excluded  from  jury 
service  can  be  vindicated  by  letting  a 
white  murderer  go  free." 

Among  those  evincing  dismay  at 
the  quality  of  high-level  judicial  writ- 
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ing  is  Richard  Posner,  who  is  chief 
judge  of  the  U.S.  Court  of  Appeals  for 
the  Seventh  Circuit  (in  Chicago)  and 
might  himself  be  on  the  Supreme 
Court  if  Bob  Dole  had  won  in  1996. 
In  his  Law  and  Literature  (published 
in  1988,  recently  expanded  and  reis- 
sued |,  Posner  argues  that  judicial  writ- 
ing has  a  lot  to  learn  from  great  liter- 
ature. He  and  others  have  lamented 
the  absence  in  contemporary  judicial 
writing  of  style,  pungency,  wit,  a  per- 
sonal  touch — anything  that  might 


,i-o*»5  e  c  62,  cnJ 
^  <7  V  -°  etc)  *  ■->  h»  £•£  i 


make  it  readable.  They  refer  fondly  to 
golden  ages  in  which  giants  like  Mar- 
shall, Holmes  and  Cardozo  spoke  in 
strong  voices  that  left  you  feeling  you 
had  been  exposed  to  works  of  literary 
art  as  well  as  superior  jurisprudence. 

The  works  of  the  giants  are  endless- 
ly quotable.  Any  time  there  is  a  news 
story  centered  on  the  exclusionary 
rule,  which  bars  the  use  of  evidence 
seized  improperly,  you  are  still  apt  to 
see  Benjamin  Cardozo's  crisp  argu- 
ment from  1926  against  excluding  the 
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evidence:  "The  criminal  is  to  go  free 
because  the  constable  has  blundered." 

In  arguing  that  judges'  writing 
should  be  influenced  by  literary  clas- 
sics, Judge  Posner  leaves  you  with  no 
reason  to  think  this  might  actually 
happen.  Indeed,  he  seems,  in  Law  and 
Literature,  to  despair  of  the  possibility 
and  to  lament  the  prevalence  nowadays 
of  what  he  calls  the  "pure"  style  of 
judicial  opinion-writing.  Here  is  his 
gloomy  account  of  this,  which  is,  of 
course,  not  confined  to  the  Supreme 
Court:  "The  standard  'pure'  opinion 
uses  technical  legal  terms  without 
translation  into  everyday  English, 
quotes  heavily  from  previous  judicial 
opinions,  includes  much  unnecessary 
detail  concerning  names,  times,  and 
places,  complies  scrupulously  with 
whatever  are  the  current  conventions 
of  citation  form,  avoids  any  note  of 
levity,  conceals  the  author's  personali- 
ty, prefers  ready-made  formulations  to 
novelties,  and  bows  to  the  current 
norms  of  political  correctness  ...  at 
whatever  cost  in  stilted  diction." 

So  how  did  we  get  from  the  end- 
lessly quotable  to  the  seriously  unread- 
able? Several  answers  suggest  them- 
selves. One  possibility  is  a  mounting 
perception  among  judges  themselves 
that  literary  style  is  inherently  sus- 
pect— that  it  represents  a  threat  to 
legal  logic.  Posner  cites  a  colleague 
(unnamed),  who  was  invited  to  a  sym- 
posium on  narrative  and  rhetorical 
methods,  and  began  his  remarks  by 
wondering  what  he  was  doing  there. 
He  then  proceeded  to  assail  jurists 
who  seek  "persuasive  power  or 
beauty"  while  deemphasizing  "clear 
analysis  and  clear  transmission  of  its 
message."  Posner  gently  chides  the 
judge  for  his  assumption  that  clarity 
and  rhetorical  power  are  incompatible. 

A  basic  and  larger  obstacle  to  dis- 
tinctive writing  by  the  justices  is  big 
government.  Almost  a  century  ago, 
Oliver  Wendell  Holmes  was  writing 
on  a  fairly  clean  slate,  often  feeling  free 
to  put  his  own  stamp  on  the  common 
law.  A  modern-day  Holmes  would 
need  to  square  his  opinion  not  only 
with  an  additional  century  of  Supreme 
Court  lawmaking  but  with  the  expo- 
nential growth  of  legislative  and  regu- 
latory law.  He  would  need  help  in 
generating  opinions  and  would  have 
it.  Today  every  Supreme  Court  justice 


is  entitled  to  four  law  clerks,  paid  for 
by  big  government,  to  draft  all  opin- 
ions. Nobody  has  exact  figures,  but 
the  overwhelming  majority  of 
Supreme  Court  opinions  nowadays 
are  in  fact  drafted  by  the  clerks,  who 
are  typically  supersmart  young  persons 
a  couple  of  years  out  of  law  school. 
The  theory  is  that  the  justices  tell  the 
clerks  what  to  say,  then  edit  the  draft. 

This  brings  us  to  "the  baleful  influ- 
ence of  clerk  drafting,"  to  quote 
Edward  Lazarus  in  his  recent  book, 
Closed  Chambers.  Lazarus  is  himself  an 
ex-clerk  (for  Justice  Harry  Blackmun), 
and  his  book  is  a  fascinating  inside- 
baseball  account  of  how  things  get 
done  at  the  Supreme  Court.  His  tale 
is  told  from  the  point  of  view  of  a 
political  and  judicial  liberal,  and  I  am 
skeptical  about  his  fairness  in  blaming 
Chief  Justice  Rehnquist  for  the  preva- 
lence of  clerk  power.  But  he  is  utterly 
persuasive  on  one  major  point:  There 
is  a  difference  between  writing  and 
editing.  And  it  is  really  bad  news  that 
most  Supreme  Court  opinions  nowa- 
days are  edited,  not  written. 

It  is  clear  that  this  process  does  not 
lead  to  good  writing.  A  widespread 
and  utterly  persuasive  view  about  the 
clerks  is  that  they  are  (a)  naturally 
eager  to  show  how  much  they  know 
and  (b)  naturally  timid  about  taking 
strong  positions.  So  they  gravitate  to 
long,  turgid  expositions  featuring 
multiprong  tests  applicable  to  the  case, 
different  levels  of  scrutiny  needing  to 
be  observed  and  other  elaborate 
dodges  for  getting  to  complicated 
compromises.  Still  not  a  good  read. 

When  people  talk  about  strong 
voices  on  the  Supreme  Court  today, 
they  tend  to  gravitate  to  Justice 
Antonin  Scalia,  who  drafts  his  own 
opinions  at  least  some  of  the  time. 
With  or  without  the  help  of  clerks,  he 
is  often  funny,  scathing  in  dissent  and 
seldom  deferential  to  his  colleagues. 
He  has  complained  of  the  "red  her- 
rings" they  drag  into  their  arguments 
and  derided  their  legal  conceptions  as 
something  "Rube  Goldberg  would 
envy."  He  began  a  recent  opinion  by 
quoting  the  classic  line,  "The  opera- 
tion was  a  success,  but  the  patient 
died,"  and  dien  rudely  adding:  "What 
such  a  procedure  is  to  medicine,  the 
court's  opinion  in  this  case  is  to  law." 

If  only  it  could  be  taught.  M 


If  you  believe 

Latin  America  remains 

a  good  long-range  bet, 

take  a  look  at  the  Luksici 

family's  NYSE-listed 

Quinenco. 

Like 
father, 
like 
sons 

By  Kerry  A.  Dolan 


Quinenco  Chairman  Guillermo  Luksic  Craig 
On  the  prowl  for  the  next  investment. 


Guillermo  and  Andronico  Luksic 
remember  the  soul-searching  they 
endured  after  they  bought  a  floun- 
dering Chilean  brewery  in  1986.  It 
was  a  mess.  Compania  Cervecerias 
Unidas  owed  $350  million  to  64 
banks  around  the  world,  and  Chile 
was  still  recovering  from  the  financial 
crisis  diat  had  thrown  the  small  South 
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SOME  THINGS  YOU  REMEMBER 
FOR  A  LIFETIME 

This  is  the  power  behind  a 

service  or  recognition  award  from  Tiffany: 

Affordable  designs  that  always  create  an  exciting  Blue  Box  presentatioi 

Timeless  designs  that  are  treasured  for  years  afterwards. 
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an  Springs,  Alabama: 
Strangers  become  neighbors 
when  the  community  comes 
together  to  rebuild  after  their 
town  is  hit  hard  bv  tornadoes 
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Group  Disability.  Life  and  Dental  •  Variable  Universal  Life  and  Annuities  •  Long  Term  Care  •  Mutual  Funds 
Individual  and  Small  Group  Health  •  Preneed  •  Provider  Excess  •  Credit  Related  Insurance  Services 


Where  the  spirit  of  the  community  lives  and  breathes, 

we  find  our  inspiration. 


.♦1. 


•  -•' 


FORTIS 


Solid  partners,  flexible  solutions51 


Fortis: 

Special  people  in  special  places  have  shown  us  what  it  takes  to 
meet  the  needs  of  the  community,  and  when  you  need  us,  we'll 
be  there  with  hardworking  insurance  and  investment  solutions 
for  businesses  and  individuals.  Call  your  insurance  professional 
or  Fortis  at  1-800-377-7282  or  log  on  to  www.us.fortis.com. 


American  country  into  economic  tur- 
moil in  the  early  1980s. 

The  Luksics  are  sons  of  Andronico 
Luksic,  a  second -generation  Chilean 
who  bootstrapped  his  way  into 
becoming  one  of  the  richest  people  in 
South  America.  The  domineering  bil- 
lionaire had  given  some  capital  to  his 
sons,  but  they  knew  that  he  would  be 
tough  on  them  if  they  lost  it. 

The  brothers  bought  10%  of  the 
beer  company  for  $890,000.  "We 
realized  we  were  buying  a  nearly 
bankrupt  company,"  recalls  Androni- 
co Jr.,  44.  But  what  if  it  did  go 
under?  "We  went  to  my 
father's  office  [and  said] 
'We  used  part  of  the 
funds  [you  gave  us]  to 
do  this.  We're  sorry.  We 
will  work  for  the  next 
five  years  without  salary 
to  pay  for  this.'" 

Sternly,  Andronico  Sr. 
demanded  to  know  why 
they  had  done  such  a 
thing.  They  explained 
that  the  company  had 
98%  of  the  Chilean  beer 
market  and  was  the 
country's  major  Pepsi 
bottler.  His  response: 
Buy  another  10%  right 
away. 

With  more  money 
from  Pop,  the  family 
ended  up  with  one -third 
of  the  company  for  $7 
million.  They  persuaded 
the  suffering  foreign 
banks  to  take  a  50%  hair- 
cut on  the  debt. 

Nowadays  the  Luksic  ■■■ 
boys  don't  check  with 
Dad,  71,  to  see  if  they've  made  the 
right  decisions.  That  relatively  small 
investment  has  a  market  value  today 
of  $380  million  and  is  a  big  part  of 
the  family's  wealth.  "We  stopped 
doing  the  consultation  when  my 
father  said  that  he  was  going  to 
charge  us  for  advice,"  quips 
Andronico  Jr.  He  says  that  he  and 
his  brother  now  ask  for  advice  only 
indirectly.  At  regular  Saturday  lunch- 
es, father  and  sons  routinely  discuss 
business  matters.  If  Dad  doesn't  roar 
disapproval,  the  boys  figure  he 
approves. 

The  Luksic  family  has  come  a  long 

140 


way  in  40  years.  Son  of  a  Croatian 
immigrant,  Andronico  Sr.  began 
investing  in  the  mining  business  in 
northern  Chile  with  financing  from 
Nippon  Steel.  The  family  survived 
and  flourished  despite  expropriation 
of  much  of  its  assets  under  Chile's 
communist-leaning  President  Sal- 
vador Allende  in  the  early  1970s. 
Later,  General  Augusto  Pinochet's 
government  excluded  the  Luksics 
from  repurchasing  the  assets  because 
Andronico  Sr.  was  considered  "taint- 
ed" by  his  dealings  with  the  Allende 
regime. 


Quinenco  Vice 
Lesson  from 


Chairman  Andronico  Luksic  Craig 

Dad:  Take  risks  on  undervalued  companies 


"We  learned,"  says  Guillermo 
while  sipping  a  Coke  in  the  spacious 
lobby  of  the  family-owned  Hotel 
Carrera  in  downtown  Santiago,  "that 
the  only  ones  surviving  were  the  ones 
who  were  efficient."  The  family  sur- 
vived to  cash  in  on  the  tremendous 
boom  that  developed  in  Chile  in  the 
last  years  of  the  dictatorship  and  the 
early  days  of  the  democracy  that 
peacefully  succeeded  it. 

In  June  last  year  the  Luksic  broth- 
ers bundled  all  their  assets,  save 
mining,  into  a  holding  company 
called  Quinenco — "black  lagoon"  in 
Mapuche,  a  South  American  Indian 


language — and  took  it  public  in  C 
and  on  the  NYSE,  selling  18% 
$270  million.  The  family's  82 
now  worth  nearly  $630  million. 
With  the  crises  in  Asia  and  Ri 
spilling  over  into  South  America, 
public's  stake  has  taken  a  beati 
At  a  recent  $5.75,  Quinenco  is  t 
ing  70%  below  its  offering  price; 
for  those  interested  in  acquirin 
long-term  stake  in  Latin  America 
a  discounted  price,  the  shares 
interesting. 

Compahia  Cervecerias  Unidas,  ( 
Quinenco  holding,  is  a  lot  more 

just  a  Chilean  brewe 
"The  only  way  to  h? 
the  critical  mass  y 
need  in  a  global  ecor] 
my  is  to  go  into  otl 
markets,  so  we  did  tha 
says  Guillermo,  42,  w 
oversees  the  famil; 
industrial  holdings.  "\ 
started  [branchin| 

beyond        Chile] 
Argentina  and  then  v 
did  it  in  Peru  and  no 
we're  doing  it  in  Brazil) 
ecu  controls  two  Argei 
tine  breweries  with  1 1 
of     Argentina's      bet 
market.    Perhaps    as 
tribute    to    Andronic 
Sr.'s  roots,  the  brothe. 
bought  33%  of  Karlovai 
ka   Pivovara,   Croatia 
largest  brewer,  in  1994 
In  Peru  the  Luksic 
are  expanding  pastamak 
er  Lucchetti,  which  ha 
25%  of  the  market  ii 
Lima.  In  Brazil,  througl 
copper         cable-make 
Madeco,  diey  own  a  majority  of  fibe 
optics  and  copper  cable  maker  Ficap 
The  Luksics  also  know  when  tc 
exit  a  business.  Last  December  the? 
sold  dieir  stake  in  die  cellular  busines; 
of  telecom/cable  company  vtr  tc 
Compahia  de  Telecomunicaciones  dt 
Chile  for  $425  million,  an  investment 
that  cost  the  family  less  than  $10  mil- 
lion in  the  mid-1980s. 

The  sale  left  Quinenco  with  cash  for 
potential  acquisitions,  so  expect  more 
action  from  the  Luksic  brothers.  "We 
have  a  style  of  doing  things,"  says 
Guillermo.  "We  are  aggressive,  but  we 
are  not  audacious."  ■■ 
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HE  LATEST  TECHNOLOGY 
IS  HEWLETT-PACKARD'S 
BUSINESS.  THAf  S  WHY 
OUR  PLANT  IS  IN 


Hew  left-  Packard  started  operations  in  Puerto  Rico  in  March  1980,  manufacturing  computer 
terminals.  A  t  present,  it  manufactures  over  180  different  products,  among  them  inkjet  printer  cartridges 

for  the  world's  best-selling  printers. 


With  our  open  door,  pro-business  government  and  our  comprehensive  tax  exemptions, 
Puerto  Rico,  USA  offers  the  perfect  climate  for  your  business. 

►  A  new  tax  incentive  law  with  an  effective  tax  rate  as  low  as  2%  and  a 
maximum  of  7%.  For  manufacturing  and  export  oriented  services. 

►200%  deduction  of  R&D  costs. 

►  200%  deduction  of  training  costs. 

►  Full  expensing  of  investment  in  plants,  parts  &  equipment. 

►  Ample  supply  of  skilled  production  workers. 

*•  Highly  educated,  bilingual  managers  and  executives. 

And  of  course,  in  Puerto  Rico,  USA,    you  will  find  a  beautiful  climate  all  year  round  and  an 
enviable  quality  of  life.  No  wonder  half  of  all  Fortune  100  companies  are  established  here! 

Want  to  know  more?  Just  call  for  additional  information  or  contact  us  at 
infoapr-econdev.com.  and  let  us  prove  to  you  that  Puerto  Rico  means  business! 


1-888-5-PRIDCO 


PUERTO  RICOBSUSA 


PERFECT 


BUSINESS 


CLIMATE 


Michael  Kalogris  twice  made  his  investors  rich 

in  wireless  telephony.  With  Triton,  his  newest  venture, 

he's  going  to  share  in  the  payoff,  if  there  is  one. 

Small  frog, 
huge  pond 

By  Phyllis  Berman  and  Doug  Donovan 


Michael  Kalogris  went  to  the  junk 
bond  market  recently  to  finance  his 
third  wireless  telephone  deal  in  less 
than  a  decade.  Investors  snapped  up 
$300  million  worth  of  his  high-yield 
bonds  that  come  due  in  2008.  At  the 
time,  Triton  PCS  had  $140  million  in 
equity  capital.  But  it  is  just  one  of 
dozens  of  wireless  operators  making 
the  trek  to  the  market  this  year  for 
money  to  build  those  ungainly  trans- 
mission towers. 
What  mattered  is  that  Kalogris1 


previous  deals  made 

money  for  investors —      MHH 

one   banker  says  his 

followers  are  like  groupies — and  that 

he    has    an    alliance    with    AT&T 

Wireless. 

At  49,  Michael  Kalogris  has  been 
in  the  telecommunications  business 
since  leaving  his  first  job  at  IBM  and 
going  to  work  for  an  outfit  called 
Mctrophone.  A  stocky,  graying  zealot 
of  the  wireless  industry,  he  lives  out- 
side   Philadelphia    with    his    high- 


Triton's  Mike  Kalogris 
Making  waves  in  wireless. 


school-sweetheart  wife  of  28  ycl 
and  their  two  children. 

"We're  triple  C  and  proud  of  I 
says  Kalogris,  referring  to  Standarc| 
Poor's  bond  ratings  on  his  compe 
"We  got  that  rating  because  we  hi 
no  revenues,  we  have  no  sil 
scribers."  The  Triton  bonds  will  j'J 
no  interest  for  five  years,  though! 
holders  will  have  to  pay  taxes  e« 
year  on  the  imputed  interest. 

Besides  Kalogris'  reputation,  it  \| 
his  deal  with  AT&T  that  attract 
investors.  In  exchange  for  a  smi 
equity  stake,  AT&T  gave  Triton  lice  J 
es  covering  1 1  irl 
lion  people  in  are] 
contiguous      wil 
AT&T's  territories  I 
the  Southeast.  Thl 
cover  such  places  j 
Norfolk,  Va.,  nel 
AT&T's  Baltimorl 
Washington     hu| 
and  Augusta,  Gal 
near  Atlanta,  whe{ 
AT&T  is  building  i| 
own  infrastructure! 
Helped  by  pari 
nerships  with  Kaldl 
gris  and  other  wire 
less   entrepreneur! 
AT&T  will  soon  hi 
able      to     providl 
seamless      nation?! 
service;  its  affiliate! 
get     the     exclusivj 
right  in  their  territel 
ry   to    use   AT&T' 
brand  name.  AT&I 
offers  a  new  multi| 
network  telephon 
that  can  patch  cusl 
tomers    back    ana 
forth  automatically 
between  existing  sys 
terns  and  most  o 
the     newer     ones 
"AT&T,"  says  Kalo- 
gris, "wants  to  be  I 
the  first  to  have  ubiquitous  national  | 
coverage  so  it  can  offer  its  one-rate  ser- 
vice everywhere." 

Adds  Richard  Johnson,  a  J. P. 
Morgan  telecommunications  analyst: 
"These  deals  also  allow  AT&T  to 
unload  some  of  the  financial  burden 
of  the  buildout." 

At  federal  auctions  in  the  mid- 
1990s,   AT&T  and   others   bought 
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NEW  IDEA  IS  OFTEN  THE  RESULT  OF  TWO  0 
MEETING  FOR  THE  FIRST  TIM11" 


i 


At  AEP,  we  have  ideas  that  can  make  you  more  efficient, 

more  productive  and  more  profitable.  Ideas  with  power."' 

To  find  out  more,  visit  us  at  www.aep.com. 


AEP  AMERICAN 
ELECTRIC 


AEP:  America's  Energy  Partner 


licenses  for  a  new  wide-band  spec- 
trum dedicated  to  personal  commu- 
nications service  (pes).  This  spectrum 
operates  on  digital  frequencies, 
as  opposed  to  traditional  and  more 
crowded  analog  systems.  Now  the 
time  has  come  to  develop  these 
territories. 

For  all  of  AT&T's  efforts,  Sprint  PCS 
has  a  head  start  in  the  digital  market, 
with  licenses  covering  271.6  mil- 
lion— virtually  the  entire  U.S.  popu- 
lation. More  important,  it  has  already 
built  up  a  larger  portion  of  its  pro- 
jected national  digital  system  than 
AT&T  has  of  its  system.  But  AT&T's 
new  boss,  C.  Michael  Armstrong,  is 
grimly  determined  to  close  the  gap. 
Hence  the  importance  to  him  of 
licensees  like  Triton. 

For  all  the  money  AT&T  spent  on 
these  licenses,  they  are  no  sure  thing. 
Triton  and  all  the  operators  will  face 
at  least  two  competitors  that  offer 
analog  and  digital  cellular  technology 
and  as  many  as  four  to  five  others 
offering  digital  PCS. 

Take  Triton's  territory  in  Augusta, 
Ga.,  a  market  with  five  established 
players,  including  BellSouth  Mobili- 
ty DCS.  Several  of  these  competitors 
have  already  built  much  of  their 
system.  Triton  won't  be  up  and  run- 
ning until  the  first  quarter  of  1999, 
and  85%  completion  will  take  until 
2001.  Price  wars  and  all  kinds  of 
giveaways  are  inevitable. 

Such  odds  don't  much  bother 
Kalogris.  He's  been  around  from  the 
beginning  in  this  fast-changing  indus- 
try, building  Metrophone  into  a  $1 .1 
billion  cellular  company  in  Philadel- 
phia and  its  suburbs  before  its  owners 
sold  it  to  Comcast  Cellular  in  1991. 
Kalogris  had  no  equity  in  Metro- 
phone,  so  he  left  to  build  a  cellular 
company  called  Horizon — backed  by 
McCaw  Cellular — to  operate  mostly 
in  suburban  Pennsylvania  and  Wash- 
ington, D.C.  Five  years  later  Horizon 
was  sold  in  a  series  of  deals  for  almost 
$600  million,  but  Kalogris  and  his 
fellow  managers  got  to  share  just  $10 
million  of  this  among  them 

This  time  around  Kalogris  is 
determined  to  get  more  of  the 
action.  His  backers — J. P.  Morgan, 
Chase  Capital  Partners  and  Desai 
Capital  Management  Inc. — have 
given  him  10%  of  Triton  as  com- 
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pensation  for  running  the  deal.  The 
money  flowed  in:  Even  before  the 
junk  bonds  were  placed,  Kalogris 
got  a  $425  million  bank  revolver 
loan  and  $140  million  in  equity 
commitments.  That  and  the  junk 
bond  proceeds,  he  says,  will  build 
his  system. 

Price  wars?  "That's  no  problem," 
Kalogris  says.  "The  wireless  industry 
is  doing  what  it  should  have  done  a 
long  time  ago — lower  prices  enough 
to  lure  customers  away  from  their 
land  lines."  Kalogris  says  that  AT&T's 
hope  is  that  the  Digital  One  Rate 


plan  will  avoid  the  confusion  ol 
the  different  charges  out  there  n| 
roaming,  off-peak  and  peak. 

"When  our  price  hits  5  cents  I 
minute,  wireless  will  become  the  s\ 
dard  for  voice  transmission,"  he  rh 
sodizes.  "Then  mostly  data  will 
on  land  lines."  When  that  time  cor 
he  says,  an  AT&T  franchise  like  the 
Triton  holds  will  be  as  valuable  as  i| 
work  TV  stations  are  today. 

Somewhere  around  that  time 
gris  will  certainly  take  Triton  publiJ 
and  this  time  cash  in  for  himself! 
well  as  for  his  investors. 


Enron's  board  turned  down  Rich  Kinder  for  its  top  jot| 
Without  meaning  to,  the  board  did  him  a  favor. 

Sweet  consolatio 


By  Daniel  Fisher 

Richard  Kinder  and  Kenneth  Lay 
were  friends  at  the  University  of 
Missouri  in  the  1960s  and  dated  girls 
from  the  same  sorority.  They  climbed 
the  ladder  together.  By  1990  Lay  was 
chairman  of  Houston -based  Enron 
Corp.  and  Kinder,  as  president,  was 
second-in-command. 

Two  years  ago  Ken  Lay  signed  on 
for  another  five-year  term  as  chair- 
man. That  meant  Kinder  was  unlikely 


Wrong  connection? 


$50 


Kinder  Morgan  Energy's 
stock  price 


ratio  scale 


West  Texas 
Intermediate  Crude  spot 


$50 


Kinder  Morgan  Energy  Partners  units  have  stalled  on 
falling  oil  prices,  even  though  earnings  have  not. 


to  make  it  to  the  top.  He  quit. 

"I  was  52  at  the  time,  and  I  ha 
enough  money  that  I  was  never  goir  I 
to  have  to  work  another  day  in  nl 
life,"  recalls  Kinder.  "I  wanted  to  rt| 
my  own  show."  He  got  his  chance. 

Another   University   of  Missoul 

alumnus,  William  Morgan,  had  a.1 

ranged  to  buy  the  general  partnershil 

that   ran   Enron's   liquids   pipeline! 

Price:  $40  million.  Enron  saw  a  prol 

itable       but       nc  | 

growth       busines: 

^^^^^^      Kinder  saw  a  chanc  I 

to    show   what   h  | 

could    do    on    hi  I 

own.    Kinder   Mor  j 

gan  Energy  Partner  I 

L.P.  was  born. 

"Of  course,' 
complains  Lay,  "w<j 
didn't  know  w< 
were  selling  it  tc 
[Kinder]  at  the] 
time." 

Maybe  so,  but  I 
Lay  must  wish  now 
that  he  had  not| 
unloaded  the  pipe- 
line. Kinder  slashed 
$5  million  in  costs, 
mosdy  by  eliminat- 
ing      headquarters 
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A  tough  decision? 

A  hard  sale? 

A  better  mousetrap? 

A  paycheck? 


Whatever  it  was,  keep  up  the 
good  work.  You're  just  the  kind 
of  person  that  Provident  Income 
Protection  Plans  are  designed 
for.  If  you  ever  have  an  accident 
or  illness  and  can't  work,  the 
money  keeps  coming  in.  Along 
with  support  from  experts  who 
specialize  in  helping  people  get 
back  to  work.  Where  you  make 
a  living.  And  other  important 
things.  Like  deadlines.  See  your 
insurance  agent  or  visit  us  at 
www.providentcompanies.com 


■H 


PROVIDENT 


Protecting  everything  you  work  for. 


Kinder  Morgan  Energy  Partners  Chairman  Richard  Kinder 

He  may  have  lost  the  top  job  at  Enron,  but  he's  not  complaining  now. 


staff.  This  increased  cash  flow  and 
allowed  him  to  boost  the  dividend  to 
the  limited  partners  by  more  than  50% 
in  less  than  six  months. 

Since  then  Kinder  has  raised  the 
dividend  to  limited  partners  three 
more  times.  Kinder  Morgan's  publicly 
traded  partnership  units  have  more 
than  doubled  in  value  in  the  past  18 
months.  As  cash  flow  has  increased,  so 
has  the  general  partners'  take,  which 
has  risen  from  $700,000  in  the  fourth 
quarter  of  1996  to  $10.6  million  in 
the  second  quarter  of  1998.  To  keep 
growing,  Kinder  has  made  a  series  of 
acquisitions,  the  most  impressive 
being  the  purchase  last  October  of 
Santa  Fe  Pacific  Pipeline  Partners,  L.P 
for  $1.4  billion  in  common  units  and 
debt.  Kinder  Morgan  Partners  now 
runs  a  pipeline  empire  of  over  5,000 
miles  with  assets  of  $2.5  billion  and 
revenues  of  over  $300  million. 

A  lawyer  and  expert  on  pipeline 
regulation,  Kinder  has  capitalized  on  a 


tax  advantage  inherent  in  the  partner- 
ship structure  that  Kinder  Morgan 
employs.  Similar  to  a  real  estate  invest- 
ment trust,  a  partnership  of  this  sort 
pays  no  corporate  income  tax  as  long 
as  it  distributes  virtually  all  of  its  earn- 
ings as  dividends.  It  avoids  the  double 
taxation  of  dividends  that  afflicts  the 
ordinary  corporation.  This  means  that 
a  partnership's  entire  pretax  earnings 
go  to  shareholders,  while  at  an  ordi- 
nary corporation,  federal,  state  and 
local  governments  skim  off  40%  and 
more  of  that  earnings  stream. 

Kinder  explains  the  advantage: 
"When  I  was  president  of  Enron,  I 
would  have  thrown  people  out  of  the 
room  if  they  came  in  with  a  proposal 
that  had  anything  less  than  a  15% 
aftertax  return.  We  can  make  acquisi- 
tions all  day  as  long  as  we're  over  8.5% 
pretax."  Because  Kinder  Morgan 
invests  in  assets  with  more  predictable 
earnings  than  Enron's  trading  busi- 
ness, its  unit  holders  don't  require  as 


high  a  return  on  their  investnw 
either.  Result:  Where  Enron  woe 
turn  up  its  nose  at  a  $100  mill 
pipeline  throwing  off  $12  millioi 
year  in  profits,  Kinder  Morgan  < 
issue  partnership  units  to  buy  such 
asset  and  still  increase  its  dividend. 

Kinder  Morgan's  pipelines  mi 
gasoline  and  other  fuels  from  refini 
ies  to  regional  markets.  This  is  a  go 
business  with  dependable  revenui 
For  example,  Kinder  has  a  virtu 
monopoly  in  moving  gasoline  and 
fuel  from  California  to  Arizona 
Nevada.  It  costs  $1.25  to  move  a  bi 
rel  of  gasoline  (42  gallons)  from 
Angeles  to  Phoenix  through 
pipeline.  The  alternative  is  tan| 
trucks,  which  cost  about  $5  a  barn 
Kinder  figures  that  increasing  gasoliil 
demand  will  raise  his  Californ 
pipeline  revenue  by  4%,  or  $10 
lion,  this  year.  Since  pipeline  costs  a? 
mostly  sunk  costs,  not  variable,  abot 
95%  of  that  drops  to  the  bottom  linr 

Kinder  says  he's  looking  for  otht 
pipeline  partnerships  to  buy,  an 
Kinder  Morgan  is  expanding  into  ter 
minals  that  handle  coal  and  other  dr 
bulk  materials,  hoping  to  capitalize  o: 
long-term  trends  such  as  the  shift  b 
electric  utilities  away  from  Ap 
palachian  coal  toward  cleaner- burninj 
western  coal.  "The  transportation  o 
energy  in  this  country  is  so  funda 
mental  to  the  economy  that  I  can' 
think  of  an  asset  I'd  rather  own,' 
Kinder  says. 

Kinder  missed  his  chance  to  head  i 
multibillion-dollar  corporation,  but 
he  has  plenty  of  consolation.  He  owns 
more  than  90,000  common  units  and 
59%  of  the  general  partner  that  man 
ages  the  business.  The  general  partner 
keeps  50  cents  of  every  dollar  of  earn- 
ings after  limited  partners  get  46.75 
cents  a  share  per  quarter.  In  the  first 
six  months  of  this  year  the  general 
partner's  share  was  $12.4  million; 
annualized  that's  a  60%  return  on 
what  Kinder  and  Morgan  paid  to  buy 
the  general  partnership. 

No  hard  feelings.  Ken  Lay  is  still 
friendly  with  his  former  lieutenant. 
The  board  at  Enron,  he  says,  just 
wasn't  quite  ready  to  make  Kinder 
chairman.  "It's  one  of  those  things 
boards  do,"  he  shrugs. 

So,  who's   hurting?   Not   Richard 
Kinder.  Hi 
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LEBRATING    25    YEARS 

S  THE  FIRST  AFRICAN-AMERICAN  PLAYER  IN  MAJOR  LEAGUE 
Baseball,  Jackie  Robinson  not  only  changed  the  face  of  America's  national 
pastime  in  1947,  he  also  changed  the  face  of  American  society  as  he  broke 
barriers  and  paved  the  way  for  the  modern  civil  rights  era.  His  accomplishments  in  base- 
ball and  later  as  a  founder  of  Harlem's  Freedom  National  Bank,  as  a  vice  president  of  Chock 
Full  O'Nuts  and  as  a  social  activist  demonstrated  his 
lifelong  philosophy  that  "a  life  is  not  important  except 
in  the  impact  it  has  on  other  lives."  He  also  believed 
that  education  is  a  key  tool  for  advancement  in  life. 

Devastated  by  Jackie's  untimely  death  in  1972,  but 
also  inspired  by  his  spirit  and  courage  as  a  legendary 
baseball  player  and  activist,  Jackie's  wife  Rachel 
Robinson,  her  brother  Charles  T  Williams  and  friends  Martin  L.  Edelman  and  Franklin 
Williams  held  frequent  informal  meetings  that  resulted  in  the  founding  of  the  Jackie 
Robinson  Foundation  (JRF)  in  1973. 

The  four  agreed  that  the  Foundation  would  "serve  as  an  advocate  for  youth  with  the 
greatest  need."  It  would  provide  promising,  college-bound  high-school  minority  students 
in  need  of  financial  assistance  with  the  chance  of  a  college  education.  Their  vision  has 
enabled  a  brighter  future  of  hope  and  opportunity  for  over  500  young  college  students 
who  have  received  academic  scholarships  —  and  much  more  —  through  the  Jackie 
Robinson  Foundation. 


by     Linda     Medley 
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JRF's  Mission 

The  Jackie  Robinson  Foundation  is  a  public, 
not-for-profit,  national  organization  that 
perpetuates  the  memory  of  Jackie  Robinson 
and  his  legacy  of  social  activism  by  provid- 
ing education  and  leadership  development 
opportunities  for  students  of  color  with 
strong  capabilities  but  limited  financial 
resources.  The  Foundation  assists  minority 
youths  in  realizing  their  full  potential  by 
helping  them  attend  the  college  of  their 
choice.  The  Foundation  strives  to  ensure 
that  the  legacy  of  Jackie  Robinsons 
activism  and  commitment  to 
social  justice  is  carried  forth  in  the 
personal,  community  and  profes- 
sional lives  of  these  people  as  they 
assume  leadership  roles  through- 
out society. 

"When  a  few  family  members, 
friends  and  I  gathered  in  my 
home  25  years  ago  to  create  an 
organization  that  would  keep 
alive  Jack's  achievements  and 
legacy,  we  had  a  dream,  but  could 
not  have  possibly  foreseen  how 
this  dream  would  develop  and  be 
realized  in  over  500  JR  Scholars. 
This  impact  on  young  peoples  lives  is 
exactly  what  Jack  would  have  wanted," 
remarks  Rachel  Robinson. 

Twenty-Five  Years  in  the  Making 

The  Jackie  Robinson  Foundation  secured 
its  first  corporate  partner,  Chesebrough- 
Pond's,  in  1973.  Joining  the  founders  on 
the  first  board  were  Joe  Black,  a  former 
pitcher  for  the  Brooklyn  Dodgers;  sports 
commentator  Howard  Cosell;  Robinson 
family  friend  Warren  Jackson;  The 
Reverend  Jesse  L.  Jackson;  actor  Sidney 
Poitier;  the  Robinson  children,  David  and 
Sharon;  Norman  Siegel,  head  of  the  Legal 
Aid  Society;  Andrea  Simon,  a  lifelong 
friend  of  Rachel  Robinson;  Martin  Stone, 
Jackie's  advisor  and  friend  of  many  years; 
advertising  executive  Thomas  Villante; 
civil  rights  activist  Marian  Logan;  and 
Robert  Lipp,  a  Chemical  Bank  executive 
and  the  Foundation's  first  treasurer. 


Ralph  Ward,  chairman  and  chief  exec- 
utive officer  of  Chesebrough-Pond's, 
became  a  steadfast  and  loyal  supporter  of 
the  Foundation.  He  and  his  executive  staff 
funded  and  assisted  in  establishing  the 
Foundation's  first  program  model.  A 
unique  and  comprehensive  program,  the 
Education  and  Scholarship  Program  pro- 
vided college  scholarships  of  up  to  $2,000 
for  four  years  and  additional  support 
through  counseling  and  guidance.  The 
program  also  made  summer  jobs  available 


Rachel  Robinson  thanks  the  Anderson 

Monarchs  Little  League,  which  barnstormed 

the  country  in  1997  in  Jackie's  honor. 

for  Jackie  Robinson  (JR)  Scholars  and 
reserved  entry-level  job  openings  at  Chese- 
brough-Pond's for  college  graduates.  In 
1 978  the  Foundation  would  celebrate  the 
graduation  of  its  first  two  JR  Scholars. 

JRF  Develops  Model  Program 

Through  the  years  the  Foundation's  Edu- 
cation and  Leadership  Developmenr  Pro- 
gram has  grown  into  a  successful  model 
that  now  offers  academic  scholarships  of  up 
to  $5,000  per  year  for  four  years  of  college 
to  accomplished  minority  high-school 
seniors  with  financial  need.  These  students 
are  academically  gifted  and  have  demon- 
strated the  ability  to  excel  in  school  and 
community  service.  The  financial  assistance 
helps  these  students  fulfill  their  d  earn  of 
attending  the  college  of  their  chc 


Once  chosen  as  a  JR  Scholar,  a  stJ 
has  a  support  system  that  helps  ensurtl 
tinued  growth  throughout  college 
beyond  with  summer-job  and  post-gl 
ate  placement  assistance  and  developl 
tal  seminars  and  career  counseling.  G] 
rate  sponsors,  professionals  from  dil 
fields  and  alumni  of  the  JR  Scholars 
gram  participate  in  an  established 
model  and  mentoring  program  and  erl 
siastically  act  as  "buddies"  to  JR  Schol 
JR  Scholars  also  attend  the  annual 
working  Weekend  in  New 
City,  featuring  workshops] 
jM  career  development,  time 
^  money  management,  and  si^J 
skills;  opportunities  to  meet 
corporate  sponsors  as  poteil 
employers;  and  cultural  evi 
and  sessions  with  guest  speal 
and  members  of  the  Robinl 
family.  All  are  part  of  an  enricL' 
experience  devised  to  havel 
impact  on  JR  Scholars  for  the \ 
of  their  lives. 

In  March  of  this  year,  148| 
Scholars  converged  upon  Ml 
York  City  for  the  annual  M| 
working  Weekend.  During  four  days 
students  had  the  opportunity  to  meet  J I 
staff,  members  of  the  Robinson  family ; 
other  Scholars  from  across  the  coun 
The  jam-packed  weekend  started  withl 
opening  session  and  dinner.  Later,  fre 
man  orientation  was  presided  over 
Emma  W   Roberson,  JRF  director 
scholarship    programs.    Scholars    thl 
attended  workshops  on  time  managemt  I 
and  budgeting,  resume  preparation  a 
interviewing  techniques,  and  gradu; 
school  and  career  information.  They  a 
participated  in  family  sessions  with  Rach 
Sharon  and  David  Robinson.  Scholars  n 
informally  with  their  corporate  sponsc 
to  discuss  their  experiences  at  college  ai 
plans  after  graduation. 

In  addition,  they  met  Derrick  Bell,  a  v  I 
iting  professor  at  New  York  Universi 
Law  School  and  noted  author  of  su<| 
books  as  And  We  Are  Not  Saved  and  Fat 
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are  not  the  ones  that  showed  up  here. 


It  wasn't  just  about  being  the  f  .,,  ^ 

out  of  the  dugout  and  into 

His  story  was  one  or  '<d  dignuy,  and  u  stifl  resonate 

ere  s  the  Jackie  Robinson  Foundation 
m  its  25th  championship  season,  the  JRF  helps  pr 
>oung  people  pursue  their  dre.  a  coHege 

It  s  something  the  Foundation  has  done  for  more  than  fiv< 
hundred  young  men  and  women.  We're  pro . 
the  team.  v 


The  right  relatioaship  is<  g 

f%  CHASE 
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at  the  Bottom  of  the  Well.  Scholars  also 
went  sightseeing,  attended  a  performance 
of  the  Broadway  musical  "Ragtime,"  wor- 
shipped at  Abyssinian  Baptist  Church  and 
were  special  guests  at  JRF's  Annual  Awards 
Dinner  at  the  Waldorf-Astoria. 

A  National  Scholarship  Selection  Com- 
mittee established  in  New  York  City,  with 
regional  Committees  in  Atlanta,  the  New 
England  region,  Chicago,  Los  Angeles  and 
Stamford,  Conn.,  reviews  applications  and 
selects  a  new  class  of  JR  Scholars  each  year. 
Collaborative  associations  have  been 
formed  with  the  University  of  California 
at  Los  Angeles  (UCLA),  the  University  of 
Minnesota  and  New  York  University 
(NYU),  where  students'  JRF  scholarship 
awards  are  matched  by  the  schools. 

The  Jackie  Robinson  Foundation  sup- 
ported 165  JR  Scholars  during  the  1997- 
98  academic  year.  JR  Scholars  studied  at 
67  colleges  and  universities  across  the 
country  including  Harvard  University, 
MIT,  Howard  University,  UCLA,  Stanford 
University,  Spelman  College  and  NYU. 
Thirty-one  JR  Scholars  completed  their 
course  of  study  and  received  diplomas  this 
year.  The  Education  and  Leadership 
Development  Program  boasts  a  92%  grad- 
uation rate,  the  highest  in  the  country. 

JRF  Alumni  Association 

The  Foundation  has  a  saying  that  goes, 
"Once  a  Jackie  Robinson  Scholar,  always 
a  Jackie  Robinson  Scholar,"  because  Schol- 


"Robie"  Award  recipient  M.  Anthony  Burns  (center) 

is  congratulated  by  (left  to  right)  Leonard  S.  Coleman 

Jr.,  Thomas  G.  Labrecque,  Rachel  Robinson 

and  Martin  L.  Edelman. 

ars  often  feel  they  have  become  members 
of  a  wonderful  extended  family  that  sup- 
ports and  encourages  continued  participa- 
tion by  its  alumni. 

John  Skipper,  a  1985  graduate  of  the 
University  of  Pennsylvania  and  former  JR 
Scholar,  became  the  Foundation's  first 
alumni  contributor  and  was  instrumental 
in  formalizing  the  JRF  Alumni  Association. 
Its  mission  is  to  perpetuate  the  legacy  of 
Jackie  Robinson  by  example  and  by  sup- 
porting JRF  goals  and  activities.  Skipper  is 
currently  an  attorney  for  Consolidated 
Edison.  In  1991  JRF's  scholarship  selection 
committees  formalized  the  role  of  JRF 
alumni  into  the  Foundation.  The  board  of 
directors  designated  that  two  seats  be  held 
by  alumni.  John  Skipper  and  Elaine  Wed- 
dington,  the  first  woman  assistant  general 


Unilever 

It  gives  me  great  pleasure  to  celebrate  25  years  of  Chesebrough- Pond's  support  for  minority 
education  through  the  Jackie  Robinson  Foundation.  As  its  founding  corporate  sponsor, 
Chesebrough-Pond's  is  proud  to  have  helped  so  many  young  scholars  pursue  their  dreams 
of  higher  learning.  Now  that  we  have  joined  forces  with  our  sister  companies,  Helene  Curtis 
and  Lever  Brothers,  as  part  of  Unilever  Home  &  Personal  Care  -  USA,  we  look  forward  to 
strengthening  our  relationship  with  the  Jackie  Robinson  Foundation,  keeping  the  spirit  and 
legacy  of  its  namesake  alive  for  the  scholars  of  tomorrow.  Congratulations  on  this  very 
impressive  milestone. 
-  Robert  Phillips,  President,  Home  &  Personal  (are  -  North  America 


manager  for  a  Major  League  BasebaJ 
(the  Boston  Red  Sox),  became  thj 
alumni  on  the  board,  thereby  integ 
alumni  into  the  structure  of  JRF. 

The  JRF  Alumni  Association  is  a 
ing  national  network  of  350  profesk 
and  academic  achievers.  Organiz 
former  JR  Scholars  with  its  own  e.J 
officers,  this  association,  which  was  f 
ed  in  1986,  provides  JR  Scholars) 
opportunities  for  continued  participj 
in  the  Jackie  Robinson  Foundation! 
graduation.  In  addition  to  holding  se.1 
the  JRF  board  of  directors  and  o 
Foundation's  scholarship  selection 
mittees,  the  alumni  act  as  role  model 
current  scholars,  volunteer  in  suppcl 
Foundation  events  and  offer  their  e\ 
tise  in  various  professional  fields. 

JRF  Annual  Awards  Dinner 

The  Jackie  Robinson  Foundation  hc| 
individuals  for  a  lifetime  of  commiti 
to  humanitarian  causes  and  accomr. 
ments  in  corporate  industry  at  its  An] 
Awards  Dinner  in  March  at  the  Walcl 
Astoria.  With  Bill  Cosby  as  permail 
host,  in  1998  the  Foundation  honcj 
Andrew  Young,  former  U.S.  ambass; 
to  the  United  Nations,  and  M.  Anth 
Burns,  chair,  president  and  chief  exect 
officer  of  Ryder  System,  Inc.,  with  "Ro 
Awards  for  humanitarianism  and  achi 
ment  in  industry,  respectively. 

JRF  also  celebrated  the  25th  anniver 
of  its  founding  before  the  audience  of  ( 
1 ,000  leaders  in  business,  sports,  civil  rij 
and  entertainment.  Among  those  in  att 
dance  were  Leonard  S.  Coleman,  Jr.,  pr 
dent  of  the  National  League  of  Professi 
al  Baseball  Clubs  and  JRF's  chair;  forr 
baseball  players  Joe  Black  and  Frank  Rob 
son;  Loida  Lewis,  chair  and  chief  execut 
officer  of  TLC  Beatrice;  Ed  Lewis,  pi 
lisher  and  chief  executive  officer  of  Esse, 
magazine;  Robin  Roberts,  a  broadcaster 
ESPN/ABC  Sports;  Virgis  Colbert,  exec 
tive  vice  president  of  Miller  Brewing  C 
former  New  York  City  Mayor  Da\ 
Dinkins  and  his  wife  Joyce;  and  Jean 


Helping  tomorrows  leaders 
step  up  to  the  plate, 

Jackie  Robinson  has  long  been  honored  for  creating  opportunity.  Today,  through  college  scholarships  and  other  programs, 

the  Jackie  Robinson  Foundation  perpetuates  his  legacy — by  enabling  promising  young  people  of  need  to  seize 

opportunity.  Donaldson,  Lufkin  &  Jenrette  is  proud  to  join  Rachel  Robinson  and  a  host  of  distinguished  corporate  and 

individual  backers  of  the  Jackie  Robinson  Foundation  in  its  continuing  mission  to  develop  the  leaders  of  tomorrow. 
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We  proudly  support  the  Jackie  Robinson  Foundation 
in  its  commitment  to  creating  opportunity. 


www.dl].com 


Iffl 

Donaldson,  Luikin 

&  JllNlil  Til. 

SPECIAL     ADVERTISING     SECTION     6 


Ashe,  wife  of  previous  "Robie"  Award  recip- 
ient, tennis  great  Arthur  Ashe. 

The  evening  began  with  video  clips  of 
JRF  board  members  and  staff  reflecting  on 
the  Foundation's  beginning,  its  mission, 
and  JR  Scholars  and  alumni  who  are  living 
up  to  Jackie's  legacy  of  commitment  and 
community  involvement.  Then,  to  the 
delight  of  and  applause  from  the  audience, 
a  soloist  started  to  sing  "The  Greatest  Love 
of  All,"  and  the  curtains  parted  to  reveal 
over  100  current  JR  Scholars  onstage. 

Thomas  G.  Labrecque,  president  of 
The  Chase  Manhattan  Corporation,  later 
presented  the  "Robie"  Award  for  achieve- 
ment in  industry  to  M.  Anthony  Burns. 
Burns,  who  spent  nine  years  with  the 
Mobil  Oil  Corporation  before  joining 
Ryder,  is  an  honorary  trustee  and  former 
chairman  of  the  National  Urban  League 
and  the  recipient  of  numerous  honorary 
degrees  and  awards. 

Paula  Zahn,  anchor  of  the  Saturday  edi- 
tion of  the  CBS  Evening  News,  presented 
the  "Robie"  Award  to  Andrew  Young, 
recently  appointed  by  President  Clinton  as 
chair  of  the  new  South  Africa  Enterprise 
Development  Fund.  During  her  remarks 
she  noted  that  he  "truly  embodies  the 
character  and  values  of  Jackie  Robinson  — 
a  seeker  of  justice,  a  civil  servant,  diplo- 
mat, philanthropist,  entrepreneur  and  cit- 
izen of  the  world." 

JRF  alumnus  Lisa  Farrow  explained  that 
JRF  did  more  than  help  fulfill  her  dream  of 


Actor  Samuel  L.  Jackson  (center)  joins  others 

on  the  links  at  the  Jackie  Robinson  Foundation 

Invitational  Golf  Classic. 

a  college  education.  It  provided  her  "with 
a  platform  of  opportunities  from  which  I 
have  developed  into  an  well-educated, 
responsible  citizen."  Farrow  noted  that 
because  of  JRF  corporate  supporters,  she 
obtained  employment  with  Merrill  Lynch 
and  later  Ryder  System.  In  addition  to  vol- 
unteering with  JRF's  Alumni  Association 
and  Jazz  Concert  Steering  Committee, 
Farrow  currently  devotes  time  to  audience 
development  for  Crossroads  Theatre,  the 
oldest  African-American  theater  in  the  U.S. 
A  high  point  of  the  evening  was  the 
surprise  announcement  by  Henry  R. 
Silverman,  president  and  chief  executive 
officer  of  the  Cendant  Corporation,  of  its 
$100,000  contribution  for  the  establish- 
ment of  an  endowed  scholarship  in  the 
name  of  Rachel  Robinson,  in  perpetuity. 


Chase  Manhattan  Bank 

Fifty  years  ago,  Jackie  Robinson  knocked  down  seemingly  insurmountable  barriers  in  base- 
ball; in  doing  so,  he  advanced  the  cause  of  equal  rights  in  America.  That  clear  vision  of  a 
society  in  which  no  barriers  stand  in  the  way  of  talenutl  young  people,  regardless  of  back- 
ground, is  alive  in  the  work  of  the  Jackie  Robinson  Foundation.  At  Chase,  we  are  proud  of 
our  long-standing  partnership  with  the  JRK  and  prouder  still  of  the  many  outstanding  stu- 
dents who,  as  a  result  of  the  foundation's  support,  have  completed  their  educations  and 
made  their  own  mark  upon  society. 
"  Donald  L.  Boudreau,  Vice  Chairman,  National  Consumer  Services 


"An  Afternoon  of  Jazz" 

"An  Afternoon  of  Jazz"  is  one 
fundraising  mainstays  for  JRF's  Ed 
and  Leadership  Development  Pro! 
What  began  in  1963  on  the  lawn 
Robinson   family   home   in   Stan 
Conn.,  as  a  way  to  raise  bail  money  f 
Martin  Luther  King  and  other  civil 
workers,  has  grown  into  one  of  th 
mier  outdoor  music  events.  Soon 
founding,  the  Jackie  Robinson  Foun 
became  the  sole  beneficiary  of  the  fe 
The  festival's  success  is  largely  due  t 
hard  work  and  dedication  of  JRF  stall 
Jazz    Committee,    chaired    by    Sf 
Robinson;  the  artists  who  donate  thei 
formances;  more  than  400  volunteer; 
a  growing  list  of  corporate  sponsors. 

A  record  crowd  of  8,000  jazz  fans  at 
ed  "An  Afternoon  of  Jazz"  in  1997 
50th  Anniversary  of  Jackie  Robinson' 
toric  entry  into  Major  League  Base  I 
They  danced,  picnicked  and  enjoyec  I 
sounds  of  some  of  the  country's  best 
artists  in  the  lovely  pastoral  setting  of  C 
bury  Park  in  Norwalk,  Conn.  Each  y< 
stellar  lineup  of  talent  gathers  on  the 
Sunday  in  June  to  be  part  of  a  unique  e 
rience  and  to  help  support  JRF's  progn 
Such  legendary  jazz  artists  as  Lionel  Ha 
ton,  Max  Roach,  Dizzy  Gillespie,  He 
Mann,  Gerry  Mulligan,  Dave  Brubi 
Sarah  Vaughan  and  Nancy  Wilson  V 
performed  at  the  festival.  These  artists  \ 
shared  the  spodight  with  some  of  the  n 
innovative  jazz  performers  around  to< 
including  Wynton  Marsalis,  Will  Dot 
ing,  T  S.  Monk  Jr.  and  Bobby  Rodriq 
y  La  Compania.  Dr.  Billy  Taylor,  the  mi 
cal  director  of  "An  Afternoon  of  Jazz"  si 
its  inception,  shares  his  enthusiasm  for 
music  with  the  audience  as  one  of  the  c< 
cert's  hosts,  and  in  performance  with 
musical  group  the  Billy  Taylor  Trio.  I 
Jackson  adds  excitement  to  the  day  as 
famed  Sunday  Morning  Classics  radio  sh 
on  WBLS-FM  is  broadcast  live  from  t 
festival  site. 

Anheuser-Busch  Companies  has  beei 
major  sponsor  of  "An  Afternoon  of  Ja3 


:. 


Chesebrough-Pond's  and  our  parent  company, 
Unilever  Home  &  Personal  Care  -  USA,  are 
proud  to  congratulate  the  Jackie  Robinson 
Foundation  on  its  25th  Anniversary! 

When  Chesebrough-Pond's  became  the  first  corporate 
sponsor  of  the  Jackie  Robinson  Foundation  we  had  two 
goals.  The  first  was  to  assist  the  organization  in  its 
mission  to  provide  quality  education  and  leadership 
development  opportunities  to  young  minorities.  The 
second  was  to  help  continue  the  legacy  of  Jackie 
Robinson's  work  with  youth  and  the  African-American 
community. 

Today,  the  Jackie  Robinson  Foundation  is  recognized 
as  one  of  this  country's  model  educational  programs. 
In  its  25  years,  JRF  has  provided  approximately  500 
college  grants;  grown  from  a  single  corporate  sponsor 
to  nearly  40  corporate  sponsors,  and  has  produced 
outstanding  alumni  who  have  become  some  of  this 
country's  premiere  doctors,  lawyers,  financiers  and 
corporate  executives. 

At  Unilever  IIPC  -  USA,  we  are  proud  to  acknowledge 
that  Chesebrough-Pond's  ongoing  dedication  to  the 
program  has  enabled  79  JRF/Chesebrough-Pond's 
^Scholars  to  benefit  from  the  Foundation  and  its 
resources.  As  we  celebrate  our  25  year  partnership  with 
the  Jackie  Robinson  Foundation,  we  remain  true  to  our 
original  goals  and  mission:  To  educate,  inspire,  and 
positively  impact  the  lives  of  young  people,  while  helping 
JRF  continue  to  carry  the  torch  of  its  namesake. 

CONGRATULATIONS 


K.    "^    -> 


Unilever 

Home  &  Personal  Care  -  USA 

Chesebrough-Pond's 

Ilelene  Curtis 

Lever  Brothers 


SPECIAL     ADVERTISING      SECTION      8 


since  1 990  and  this  year  was  joined  by  two 
new  sponsors,  The  Chase  Manhattan 
Bank  and  Financial  Innovations. 

Annual  JRF  Invitational  Golf  Classic 

Since  1994  JRF  staff  and  ftiends  have 
joined  celebtities  from  the  sports,  business 
and  entertainment  worlds  at  the  annual 
Jackie  Robinson  Foundation  Invitational 
Golf  Classic  each  August  in  Los  Angeles. 
Actors  Samuel  L.  Jackson,  John  Amos  and 
Shari  Belafonte;  musician  Branford 
Marsalis;  singer  Frankie  Avalon;  super- 
model Beverly  Johnson;  sports  figures  Joe 
Black,  Joe  Garagiola,  Bill  Russell  and  Don 
Newcombe;  and  sportscasters  Anne 
Meyers  Drysdale  and  Robin  Roberts  are 
among  the  many  heavy  hitters  who  have 
joined  JRF  alumni  and  JR  Scholars  on  the 
links  to  benefit  the  Foundation.  The 
Foundation  is  delighted  with  the  increased 
interest  by  corporations  and  individuals  to 
be  part  of  this  special  event,  which  con- 
cludes with  a  reception  and  awards  dinner. 
ESPN  aired  an  hour-long  special  on  JRF's 


Donaldson,  Lufkin  &  Jenrette 

"Jackie  Robinson  would  have  been  proud  to  witness  the  extraordinary  success  of  this  I 
dation,"  says  John  S.  Chalsty,  chairman  of  Donaldson,  Lufkin  &  Jenrette.  "Rachel's] 
and  determination  throughout  the  past  25  years  have  direcdy  influenced  the  futures 
more  than  500  students  who  have  received  assistance  through  the  scholarship  progral 
"The  drive  and  perseverance  exemplified  by  Jackie's  life  lives  on  through  the  rema  I 
achievements  of  these  students,"  says  Joe  L.  Roby,  president  and  chief  executive  off  | 
Donaldson,  Lufkin  &  Jenrette.  "We  are  proud  to  support  die  accomplishments  of  the  I 
Robinson  Foundation  and  wish  the  Foundation  continued  great  success." 


chair  and  chief  executive  officer  of  Fox 
TV.  Dedicated  benefit  committee  chairs 
were  Darius  Anderson,  president  of  Valley 
of  the  Moon  Enterprises,  and  John 
Morgan,  vice  president  and  general  man- 
ager of  Reebok  Golf. 

After  the  national  celebration  of  the 
50th  Anniversary  of  Jackie  Robinson's  dra- 
matic entry  into  Major  League  Baseball, 
the  Jackie  Robinson  Foundation  looks  for- 


Golf  Classic  in  the  fall  of  1997  as  part  of     ward  to  a  promising  future.  Its  goals 


the  50th  Anniversary  celebration. 

For  this  year's  golf  classic,  Rachel 
Robinson  returned  as  founder  and  hon- 
orary chair.  Donating  their  time  and 
ensuring  the  tournament's  success  were 
cochairs  Peter  O'Malley,  chairman  of  the 
Los  Angeles  Dodgers;  Robert  Graziano, 
president  and  chief  executive  officer  of  the 
Los  Angeles  Dodgers;  and  Chase  Carey, 


include  ensuring  that  JRF  will  have  the 
infrastructure  and  resources  necessary  to 
continue  its  educational  mission  into  the 
next  millennium.  It  is  determined  to  act 
now  to  be  ready  for  the  21st  century.  To 
that  end,  it  seeks  to  strengthen  and  devel- 
op relationships  with  individuals,  corpo- 
rations, businesses,  politicians  and  other 
leaders  who  are  prepared  to  make  a  serious 


The  Dun  &  Bradstreet  Corporation 

To  celebrate  the  Jackie  Robinson  Foundation's  25th  anniversary,  The  Dun  &  Bradstreet  Cor- 
poration (D&B)  is  the  first  to  award  Jackie  Robinson  Commemorative  Coins,  formally  rec- 
ognizing employees  for  their  contributions  to  the  company's  inclusion  program,  which  is 
headed  by  Volney  Taylor,  chairman  and  chief  executive  officer.  D&B  has  also  doubled  its 
support  of  the  Jackie  Robinson  Foundation's  Scholarship  Program  to  four  scholarships, 
recently  announced  William  F.  Doescher,  senior  vice  president  and  chief  communications 
officer,  and  a  member  of  the  Jackie  Robinson  Foundation  Board  of  Directors. 

"I  hope  other  corporations  will  join  D&B  in  supporting  the  Foundation  and  its  pro- 
grams," says  Doescher. 


commitment  to  honor  Jackie  Robr 
and  the  legacy  of  his  life. 

At  the  forefront  of  these  effort 
the  past  two  years  has  been  Leo 
S.  Coleman  Jr.,  chair  of  the  Jackie  Re 
son  Foundation  and  president  of 
National  League  of  Professional  Bas 
Clubs.  "I  think  one  of  the  nicest  th 
that  has  ever  happened  to  me  was  v. 
Rachel  Robinson  came  to  me  and  ask 
I  could  chair  the  Jackie  Robinson  Ft 
dation,"  says  Coleman.  "It's  not  often 
people  in  life  are  able  -  are  asked  ■ 
make  a  contribution  to  a  Foundation 
bears  your  childhood  hero's  name." 
launched  a  multimillion-dollar  end 
ment  campaign  over  a  year  ago.  M. 
League  Baseball  quickly  stepped  up  to 
plate  and  contributed  one  million  dol 
to  the  campaign. 

Coleman  notes  that  the  primary  li 
on  the  Foundation  has  been  resources.  J 
receives  37  qualified  applications  for  ev 
student  it  is  able  to  fund.  Increasing 
number  of  JRF  scholarships  would  fu 
Jackie  Robinson's  belief  in  social  comn 
ment  and  the  importance  of  having 
impact  on  young  people's  lives. 


Writer  Linda  Medley  lives  in  New  Yc 
City  where  she  is  president  ofMedford  Co. 
munications,  Inc.,  a  public  relations  fii 
whose  clients  include  the  Jackie  Robins 
Foundation,  AT&T  and  the  YMCA 
Greater  New  York. 


WE  GA\T  HIM  A  SCHOLARSHIP  TO  STUDY  BUSINESS. 
hcT  THING  \VE  KNOW,  HE'S  PITCHING  IN  THE  WORLD  SERIES. 


Shomari  Daile)  earned  a  ( «E  |a<  kie  Robinson 

Scholarship  for  his  academic  ability  not  his  baseball 
prowess.  Yel  there  he  was,  throwing  out  the  first 
ball  in  the  1997  World  Sens 

That's  because  Dailey,  a  business  major  at  the 
Universitj  of  Illinois,  was  chosen  to  represent  the 
Jackie  Robinson  Foundation  at  the  World  Series 
during  Robinson's  50th  Anniversary  year.  By  all 
accounts,  the  pitch  was  a  perfect  strike. 

The  Jackie  Robinson  Foundation,  begun  and 
overseen  bv  Jackie's  wife,  Rachel,  has  as  its  goal 


the  education  and  development  of  promising 
young  students.  Young  people  who,  as  Jackie 
Robinson  did,  exude  the  strength  of  character 
and  desire  to  achieve  their  goals  regardless  of 
the  obstacles. 

GE  believes  so  strongly  in  this  mission, 
that  we've  been  a  supporter  since  1986. 

Today  there  are  16  GE/Jackie  Robinson 
Scholarship  students.  And  we're  as  proud  of  them 
as  we  are  of  our  association  with  Jackie  Robinson 
and  the  foundation  built  on  his  greatness. 


We  bring  good  things  to  life. 


Proud  sponsor  of 


e //ackie 

•^     Fniinrl 


The //Jackie  Robinson 
Foundation 


whether  he's  White  ? 
Or  African  American? 

whether  she's  Asian? 
Or  Hispanic? 

whether  he's  Straight? 
Or  Gay? 

Not  at  Dun  &  Bradstreet. 

We  believe  people's  differences  are 

our  strengths,  their  ideas  our  assets. 

The  infinite  potential  of  the  human  being- we  see  it  in 
everyone  who  works  at  Dun  &  Bradstreet  and  Moody's 
Investors  Service.  Because  we've  seen  great  ideas  come 
from  the  most  junior  person  on  the  team.  From  a  telecom- 
muting parent.  From  people  of  every  religion,  culture  and 
background.  It  just  makes  good  business  sense:  a  company 
where  people  feel  included  and  valued  is  a  company  that 
is  ready  to  solve  its  customers'  business  challenges.  We're 
always  striving  to  be  a  better  company  to  work  for,  and  a 
better  company  to  do  business  widi.  That's  what  matters 
at  The  Dun  &  Bradstreet  Corporation. 


www.dnbcorp.com 


The  Dun  &  Bradstreet  Corporation 


A  centrist  politician  kept  in  power  by  communists 
provides  Italy  with  its  stablest  government  in  53  years. 
Those  old  political  labels  don't  mean  much  these  days. 

Amateur 
politician 
makes  good 


1>\  Howard  Banks 


It  tells  you  A  lot  when  a  prime  min- 
ister says  his  greatest  strength  is  that 
"nobody  wants  an  election."  In  default 
of  a  strong  political  base,  though, 
mat's  not  a  bad  position  for  a  politician 
to  find  himself  in.  Which  is  why 
Romano  Prodi,  59,  Italy's  prime  min- 
ister, has  his  job. 

Prodi  is  the  man  who,  more  or  less 
single-handedly,  cajoled  and  wheedled 
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Italy's  unruly  pols  to  swal- 
low compromises  so  that 
the  country  could,  in  May, 
with  the  aid  of  a  few  bud- 
getary fiddles,  almost  miraculously 
meet  the  five  Maastricht  conditions — 
a  budget  deficit  no  higher  than  3%  of 
GDP,  low  inflation  and  bond  yields, 
diminishing  national  debt  and  a  stable 
currency — and  get  accepted  into  the 


Romano  Prodi 
"Now  I  have  a  new 
chapter  to  write." 


upcoming  European  Mon- 
etary Union. 

This  doesn't  mean  that 
Prodi  is  firmly  in  the 
saddle.  He  is  not.  Italy  is  currently  in 
what  the  locals  call  a  "quasi"  crisis.  A 
full-blown  Italian  political  crisis  is  when 
the  latest  coalition  government — there 
have  been  55  since  1945 — no  longer 
has  a  clear  majority.  A  quasi-crisis 
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Not  a  follower. 


You  never  know  what  NEC  will  come  up  with  next.  That's  because  we're  at  the  heart  of  developments  in  the  integrated 
technologies  of  multimedia:  The  computers  and  Internet  servers  that  can  make  web  storefronts  and  other  virtual 
companies  possible.  The  communications  systems  and  imaging  devices  that  enable  second-graders  in  Mexico  to  share 
lessons  with  classmates  in  London.  The  semiconductors  that  tell  your  bank  in  Iowa  how  many  lire  you  just  withdrew  from 
a  cash  machine  in  Milan. 

And  we're  developing  a  whole  new  generation  of  display  technologies  that  can  bring 
fossils  or  other  objects  to  life  by  surrounding  them  with  3D  text  and  graphics. 

Discover  the  world  of  multimedia.  Because  it's  your  world.  And  NEC  multimedia  can 
helpyourunit    WWW.neC.COm    1.800.338.9549 

Source  2997  Registered  U.S.  Patents  -  US  Patent  ana  Trademark  Office 


just  imagine 

NEC  MULTIMEDIA 


Facing  a  third 
vote  of  confi- 
dence would 
be  the  end  of 
the  Olive  Tree 
coalition, 
Prodi  says. 


is  when  that  loss  of  major- 
ity hasn't  happened  but 
easily  could. 

With  28  months  in 
office,  this  economics  pro- 
fessor from  the  University 
of  Bologna  is  already  the 
second-longest-serving 
prime  minister  in  postwar 
Italy.  But  Prodi  leads  a 
motley  coalition,  called  ^^^^ 
the  Olive  Tree.  Prodi  him- 
self is  a  moderate  Christian  Democrat, 
but  the  rest  of  his  coalition  is  further  to 
the  left.  There  are  the  Democrats  of 
the  Left  (reformed  communists), 
greens  and  other  socialists.  But  the 
Olive  Tree  only  survives  thanks  to 
votes  from  the  Rifondazione,  also 
known  as  the  Far  Left,  who  are  for  the 
most  part  unreformed  communists 
and  are  not  formally  in  the  coalition. 

The  emu  question  kept  this  loose 
group  together,  but  now  that  disci- 
pline is  over.  Which  means  that,  in 
effect,  Italy  is  headed  to  political  paral- 
ysis. Privatizations  are  anathema  to  the 
Far  Left,  so  plans  for  further  sales  of 
state -held  shares  of  Alitalia,  Telecom 
Italia  and  End,  the  electric  utility,  are 
on  hold  for  at  least  a  year.  And  under 
threat  is  the  squeeze  on  public  spend- 
ing and  the  economic  liberalization 
that  emu  membership  required,  which 
has  brought  the  budget 
deficit  from  more  than  7% 
of  GDP  to  around  3.4%, 
inflation  from  5.4%  to 
about  2%,  and  interest 
rates  from  400  basis 
points  over  Germany's  to 
just  60  basis  points  over. 
The  lira  is  adjusting 
smoothly  to  its  end-year 
emu  target  of  990  to  the 
deutsche  mark. 

"It's  all  happened 
because  of  Europe," 
Prodi  explains.  "Without 
Europe,  Italy  is  not  exist- 
ing. Everybody  knows 
that."  And,  he  goes  on, 
everybody  also  knows 
what  would  have  hap- 
pened if  Italy  had  been 
excluded  from  EMU. 
"Imagine — devaluation, 
inflation,  no  confidence, 
not  really  part  of  the 
international      financial 


community  when  it 
comes  to  things  like 
internal  investment." 

We're  talking  with  him 
in  his  large  office  in  the 
splendid  Palazzo  Chigi, 
built  in  the  17th  century 
by  a  Tuscan  banking 
family,  on  the  famous 
Piazza  Colonna  in  the 
heart  of  downtown 
Rome.  This  is  one  politi- 
cian who  has  few  illusions  about  his 
power.  He  understands  he  sits  in  the 
palazzo  only  because  right  now  there 
is  no  acceptable  alternative. 

The  only  remotely  possible  alterna- 
tive seems  to  be  Silvio  Berlusconi,  head 
of  the  Fininvest  media  empire,  who  so 
far  has  three  legal  counts  against  him, 
for  illegal  party  financing,  bribing  tax 
inspectors  and  false  accounting.  (It's  all 
denied,  of  course,  and  will  be  on 
appeal  for  ever  and  a  day) 

Meanwhile,  Berlusconi,  who  was 
prime  minister  for  seven  turbulent 
months  in  1994,  has  successfully 
blocked  Prodi's  attempts  to  reform 
the  constitution  to  reduce  the  tyran- 
ny of  the  unions  and  the  bureaucracy. 
Berlusconi  seems  more  interested  in 
fighting  the  country's  magistrates 
than  in  modernizing  the  way  Italy 
works  (he  has  become  rich  using  the 


existing  system). 

The  Far  Left  deserted  Prodi 
over  the  enlargement  of  NATO  and 
Italy's  military  intervention  in  Albc 
He  survived  both  times  thanks  to 
from  the  center  right  udr  party.  Pij 
shrugs:  "Foreign  policy  often 
strange  alliances,  even  in  the  U.S."  I 
Prodi  says  a  third  vote  of  confide*) 
would  be  the  end  of  his  coalition. 

Prodi  has  won  one  major  reformJQ 
modify  the  country's  very  generous 
and  costly — public  pension  progrtjj 
To  get  it  through,  though,  "I  paiif 
price  [to  the  Far  Left];  I  clearly  pai|| 
price,"  he  says  bitterly. 

Prodi,  in  effect,  resigned  for  a  wtjl 
before  a  deal  was  cut  with  the  ll 
Left.  The  deal  was  that  the  LI 
would  support  pension  reform,  bui 
demanded  in  return  that  the  officl 
work  week  be  cut  from  39  to 
hours.  The  whole  thing  was  a  typicJ 
ly  Italian  compromise:  The  Far  L(l 
got  its  3 5 -hour  week,  but  employe! 
will  pay  only  a  small  premium  fl 
work  over  35  hours.  "It's  less  b; 
than  the  French  version  [of  the  3^ 
hour  week],"  he  says. 

Speaking  of  the  French,  Prol 
cheers  up  a  bit.  If  you  think  change  I 
hard  to  get  in  Italy,  try  France.  Q 
Germany.  "We  got  much  more  dor 
[on  pension  reform]  than  the  German 
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Silvio  Berlusconi  with  Prodi 

Prodi  now  says  he  is  an  anomaly. 
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YOU  ARE  NOT  A  NUMBER. 


THE  DIFFERENCE  BETWEEN  YOU  AND  THE  NEXT  PERSON  IS 


EQUENTIAL. 


NO     LONGER    WILL    YOU     BE     FORGOTTEN     BEHIND     A    VEIL     OF     DIGITS. 


john  hancock  representatives  have  an  understanding  of  individuals  that  grows 
from  our  own  being.  We  are  all  people.  But  the  goals  that  are  set  by  one  person  are  not  the  goals  of 
the  next.  With  this  knowledge,  we  can  offer  you  solutions  to  help  provide  a  secure  future.  To  find 
a  representative  to  assist  you  in  selecting  the  best  insurance  and  investment  )-/  \  - 
products  to  meet  your  needs,  call  1-800-732-5543.  Or  visit  www.jhancock.com.  / i 

Insurance  for  the  unexpected. 


John  Hancock  Mutual  Life  Insurance  Company.  John  Hancock  Variable  Life  Insurance  Company  (not  licensed  in  NY).  John  Hancock  Distributors,  Inc.,  member  NASD,  Boston,  MA  02117  AGT-AD3  2/98 


or  the  French,"  he  crows.  "We  have 
made  many  changes,  especially  to 
entrenched  attitudes.  We  cut  off 
anomalous  high  pension  rights,  put  the 
public  and  private  sectors  on  an  equal 
footing,  are  making  it  possible  for 
industries  to  create  their  own  funds. 
What  we  got  was  that  the  percentage 
of  GDP  spent  on  pensions  will  not 
increase  until  2010  to  2012.  So  we 
have  14  years  to  get  things  right." 

Brightening  again:  "For  the  first 
time,  we  have  a  budget  that  will  not 
require  any  decision  we  can't  achieve," 
he  says.  Meaning  the  politicians  will 
have  to  curb  their  spending  habits 
whether  they  want  to  or  not. 

Even  Italy's  central  banker,  Antonio 
Fazio,  has  raised  questions  about 
whether  Italy  will  generate  the  expect- 
ed level  of  tax  revenues  this  year.  If  it 
doesn't,  then  the  need  will  arise  for 
further  spending  cuts,  which  the  Far 
Left  will  fight  tooth  and  nail. 

Especially  so  if  economic  conditions 
deteriorate.  "The  Asian  crisis  is  having 
a  greater  impact  than  I  at  first 
believed,"  says  Prodi  with  his  econo- 
mist's hat  on.  "It  will  cut  at  least  half  a 
per  cent  from  our  growth."  A  further 
threat  to  growth  will  come  from  the 
Russian  crisis.  Italy's  exports  to  the 
former  Soviet  Union  states  are  greater 
than  France's  and  Britain's  combined, 
making  its  manufacturers  that  much 


Northern  separatists 
They're  fed  up  send- 
ing money  south. 


more  vulnerable.  Tough 
enough,  but  now  add 
two  extra  factors  to  the      ^Hi 
budget  politics. 

First,  Italy  is  aging  extraordinarily 
rapidly.  "We're  the  only  country  in  the 
world,"  says  Prodi,  "where  this  year 
there  are  more  people  over  60  than 
under  20.  Next  year  it  also  applies  to 
Spain  and  Germany  But  we  also  have 
a  low  birthrate — 1.2  per  woman.  Italy 
was  a  country  with  kids  everywhere — 
I  was  eighth  of  nine;  it  was  typical  of 
my  generation.  Now  we  are  not  having 
enough  kids  for  replacement."  Or  to 
work  to  pay  the  cost  of  the  growing 
army  of  retirees.  Hence  his  urgent 
need  to  trim  pension  spending  even 
harder — something  the  Far  Left  refus- 
es to  consider. 

Second,  there  is  a  stark  north-south 
economic  divide  in  Italy.  Nationally, 
unemployment  averages  around  12% 
(the  same  as  in  France  or  Germany). 
But  in  the  prosperous  north  it  is 
around  4.5%,  lower  than  in  Britain, 
while  the  poverty-stricken  and  highly 
corrupt  south  suffers  with  over  30% 
unemployed  in  some  provinces. 

The  feeling  that  the  north  has  been 
milked  for  money  that  is  then  wasted 
in  the  south  has  strengthened  a  politi- 
cal movement  demanding  that  the 
north  be  split  off  (though  it's  gone  a 
bit  quiet  of  late).  The  EU  is  taking  note 


and  plans  a  $65  bill.1 
regional  subsidy  for  Itail 
south  between  2000  a| 
2006.  This  spending  is  i| 
entirely  disinterested:  If  1 
rest  of  Europe  doesn't  M| 
improve  conditions  in  Ita 
south,  it  could  face  an  inf 
of  hungry  southern  Italian  J 
By  the  same  token,  Prod] 
trying  to  help  poor  count 
to  Italy's  south:  He  hi 
recently  signed  deals  wil 
Tunis  and  Morocco  undl 
which  these  countries  wJ 
help  identify  people  arrivid 
without  papers  (a  high  pn[ 
portion).  In  return,  Italy  wl 
boost  its  investment  in  theJ 
countries,  by  how  much  ll 
would  not  say. 

Most  Italians  live  in  fear  <| 
what  would  happen  if  won! 
ening  conditions  in  Nortl 
Africa  were  to  produce  realll 
massive  illegal  immigration 
into  Italy.  Which  explains  a  lo 
about  Italian  foreign  policy 
"Only   with    a    prosperouj 
Mediterranean  region  will  we  heljl 
Italy's  south,"  he  says.  This  led  tq 
Prodi's  involvement  in  Albania  ancl 
also  to  his  July  visit  to  Iran  (a  tradtl 
mission  follows  in  September).  Prodi 
makes  it  clear  that  Italy  is  for  now! 
sticking  to  the  U.N.  trade  embargoes! 
(including  Libya  and  Iraq),  and  he  ha; I 
supported  the  recent  U.S.  cruise  mis-J 
sile  attacks.  But  he  also  hopes  to  per- 
suade Washington  "of  the  need  to  take  j 
a  risk  to  get  peace  and  prosperity"  in 
the  Middle  East.  "In  addition  to  Iran,  I 
the  keys  to  getting  peace  and  prosper- 
ity are  Iraq  and  Syria.  It  is  impossible 
to  have  peaceful  relations  in  the  region 
without  them,"  he  maintains. 

As  things  stand,  Prodi  is  Italy's  best 
bet  for  some  political  stability. 
Though  his  coalition  depends  on  the 
Far  Left  for  its  survival,  he  is  no  leftist 
himself.  Perhaps  his  greatest  strength 
is  that  though  he  is  politically  very 
canny  he  is  not  a  professional  pol. 
"I  started  with  no  money,  never  had 
a  poll  in  my  favor,  but  I  won  the 
election.  They  said  I'd  never  get  into 
the  European  Monetary  Union,  but 
we  did  it."  Now,  he  says  "I  have  a 
new  chapter  to  write,  and  I  have  no 
alternative  but  to  go  forward."      WM 
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I'm  going  to  take  C3T6  Of   INIS  rl63rt  as  long  as 

it's  taking  C&Ve  Of  ITie. 


Heart  disease  is  still  the  number  one  killer  in  America. 

One  factor  that  contributes  to  heart  disease  is  the  presence  of  free 
radicals — harmful,  unstable  chemicals  that  are  an  unavoidable  result  of  your 
body's  metabolism.  You  can't  escape  free  radicals,  but  you  can  neutralize 
them  with  an  antioxidant  such  as  vitamin  E — and  ADM  can  help. 

ADM  produces  vitamin  E  from  our  nation's  plentiful  supply  of  soybeans. 
Recent  studies  have  shown  that  all-natural  vitamin  E  is  up  to  two  times  more 
potent  than  synthetic  versions,  and  by  the  end  of  this  year  we'll  be  producing 
enough  of  it  to  meet  the  daily  needs  of  600  million  people. 

Vitamin  E  is  just  another  example  of  ADM's  focus  on  health  and  nutrition, 
and  a  natural  extension  of  our  commitment  to  feeding  the  world. 

(  r"1  o 
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ADM 


www.admworld.com 


Innovation.  Vision.  They're  such  lofty  ideas. 
Occasionally  someone  actually  demonstrates 
them   by  challenging  fundamental   assump- 


tions. In  aviation,  conventional  wisdom  is  that 


the  process  of  developing  a  new  aircraft 
is  lengthy,  expensive,  fraught  with  pitfalls 
and  delays.  But  at  Fairchild  Aerospace,  our 
328JET  went  from   drawing   board   to  first 


flight  in  a  matter  of 


months.  Plus  we  hit 


F  IS  IN  DOING  IT. 


every  engineering  milestone  along  the  way. 
It's  the  way  we  work.  After  all,  competing  in 


today's   aviation    market   is   no   day   at   the 
beach.  Any  questions?  Call    1-888-328-JETS. 


S*to-- 


Outside  the  U.S.,  call  +49/8153-30-0. 


c~irchild  Aerospace  is  a  leading  manufacturer  of  jet 
and  turboprop  aircraft  for  the  commercial  aviation, 
corporate  and  government  markets,  and  provides 
a  wide  range  of  services  for  the  aviation  industry. 
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AEROSPACE 


Orville  and  Wilbur  Wright™  represented  by  The  Roger 
Agency,  Inc.,  Beverly  Hills,  CA.    ©  1998  Fairchild  Aeros 


The  Wright  Brothers  at  Kitty  Hawk,  North  Carolina,  1903. 


By  Jerry  Flint 


driver 


The  wrong  medicine 


Readers  of  this  column  are 
entitled  to  say  to  me:  "Why 
don't  you  let  'em  come  up  for 
air?"  in  regard  to  my  frequent 
criticisms  of  General  Motors. 
Well,  I  would,  but  for  one  thing 
As  a  native  Detroiter  and  life- 
long observer  of  the  car  busi- 
ness, it  hurts  me  to  see  this 
once-great  company,  which  is 
still  loaded  with  smart  people, 
go  so  wrong.  I  talk  to  top  peo-         mmmmmm 
pie  in  auto  companies  around 
the  world,  and  they  tell  me  that  they  no 
longer  benchmark  GM  for  anything — not 
design,  not  engineering,  not  marketing.  I 
find  this  sad. 

Now  GM  is  undergoing  another  re- 
structuring. If  this  does  not  work,  then  the 
reign  of  GM  as  the  world's  largest  automaker 
is  finished.  I'm  not  saying  GM  will  go  out  of 
business.  But  someone  else,  probably  Ford 
or  Toyota,  will  emerge  as  number  one.  If 
this  sounds  far-fetched,  remember  that  it 
once  happened  to  Ford.  The  world's  domi- 
nant producer,  it  lost  its  momentum  in  the 
1920s  and  ate  gm's  dust  for  a  half-century. 

How  good  is  the  General  Motors  re- 
structuring, and  what  does  it  hope  to 
accomplish?  The  old  divisional  structure 
will  finally  be  killed.  There  will  be  Pontiacs 
and  Oldsmobiles  and  Buicks  but  no  real 
Pontiac  or  Buick  or  Oldsmobile  division 
headed  by  a  powerful  vice  president. 

New  factories,  based  on  modular  assembly, 
will  be  built  in  the  U.S,  GM  says.  These  facto- 
ry "campuses"  will  simply  assemble  modules 
built  by  suppliers.  The  idea  is  to  lower  pro- 
duction costs  by  using  fewer  of  its  own 
union  workers  and  relying  more  on  suppliers, 
as  Ford  and  Chrysler  already  do. 

As  building  of  parts  is  increasingly  out- 
sourced, G.\l  will  spin  off  into  an  indepen- 
dent company  its  $30  billion  (sales)  parts- 
making  empire.  No  longer  assured  of  a  cap- 
tive market,  these  plants  will  have  to  make 
it  on  their  own. 

Notice  that  lower  costs  are  key  in  these 
moves:  nothing  about  better  design  or  bet- 
ter engines  or  better  technology.  If  I  am 
less  than  enthusiastic  about  this  ambitious- 


Cadillac  this 
year  is  being 
outsold  by 
Lincoln  for  the 
first  time  in 
modern  history. 


It  is  to  be  accomplished  by] 
same  crew  that  decided 
Cadillac  didn't  need  any  linl 
four-wheel  drive  utility  vehii 
So  this  year  Cadillac  is  beinj 
outsold  by  Lincoln  for  the 
time  in  modern  history.  Thd 
same  crew  that  is  taking  sev| 
years  to  get  a  second  produJ 
for  Saturn;  the  same  crew  tf  I 
spent  maybe  $400  million  ol 
mmmmmm         the  EV-1  electric  car,  the  grc| 
est  single  automotive  produi| 
disaster  of  all  time— fewer  than  500  deliv- 
ered. This  is  the  same  crew  that  has  missel 
every  important  trend  in  the  auto  busines| 
for  the  past  five  years.  Not  the  sort  to 
inspire  a  lot  of  confidence. 

Rather  than  ambitious  plans,  I  would  pr| 
fer  to  see  GM  come  out  with  some  snappy 
new  technology,  some  exciting  new  design] 
The  reorganization^  plan  could  mean  moil 
chaos.  The  prototype  for  the  new  factory  i:l 
being  built  in  Brazil,  but  it  isn't  in  produc- 
tion yet  nor  a  proven  success.  Chrysler  and| 
Ford  make  record  profits  in  the  U.S.  with- 
out wildly  experimenting  with  untried  manj 
ufacturing  techniques. 

Fortune  and  Business  Week,  echoing  my 
longstanding  criticisms  of  GM,  recently  sug- 
gested that  the  board  toss  out  GM  Chairmajl 
Jack  Smith.  That  would  be  a  dramatic  mov<| 
but  wouldn't  do  much.  Just  changing  the 
name  at  the  top  of  the  pyramid  would 
accomplish  nothing.  Smith  seems  to  work 
best  as  an  Eisenhower,  a  conciliator,  pulling  | 
a  team  together.  This  Eisenhower  needs  a 
George  Patton  or,  better  yet,  several  Patron: 
seconds-in-command  who  are  battle  leaders, 
who  love  and  understand  the  car  business, 
who  will  demand  better  design  and  engi- 
neering, who  will  stand  up,  make  decisions 
and  take  responsibility  for  those  decisions. 
It's  practically  impossible  to  find  anyone 
who  admits  making  a  decision  at  GM  today. 

Yes,  get  on  with  the  plan  if  you  guys 
think  it  will  work,  but  don't  stop  with 
that.  No  plan  will  produce  cars  that  sell, 
or  design  that  excites,  or  marketing  that 
works,  gm  needs  a  young  Lee  Iacocca  more 
than  its  needs  a  new  chairman  or  vet  anoth- 


sounding  plan,  it  is  Tor  exactly  that  reason.        er  flamboyant  restructuring. 


Jerry  Flint,  a  former  FORBES  Senior  Editor,  has  covered  the  automobile  industry  since  1958. 


166 


Forbes  ■  September  21,  1992 


©1998  Robert  Bosch  Corporation 


Thanks  to  Bosch 
headlights,  fewer 
things  are  going 
bump  in  the  night. 


The  road  at  night  is  full  of  surprises.  A  fraction  of 
a  second  can  be  the  only  difference  between  being 
seen  or  being  seen  no  more.  Fortunately,  the  drive  to 
making  driving  at  night  safer  is  being  led  by  Bosch. 
Take  our  latest  bright  idea,  the  xenon  Litronic  head- 
light. Unlike  previous  systems,  it  doesn't  have  an 
incandescent  bulb.  Instead,  there's  an  electronically 
controlled  gaseous-discharge  lamp  that  leaves  even 
halogen  headlights  in  the  dark.  In  fact,  the  light  pro- 
vided by  xenon  is  closer  to  daylight  so  it's  less  tiring 
on  the  eyes.  And  because  Litronic  illuminates  the 
road  better,  particularly  at  the  side  of  the  road  and  on 
the  bends,  you  can  actually  see  things  a  lot  clearer. 
This  should  bring  a  little  relief  to  everyone  on  the 
road,  however  small. 

We  bring  innovation 


BOSCH 


To  date,  doctor  group  management  hasn't  been  a 
good  business.  American  Oncology  Resources  seems 
to  have  found  the  answer. 

Benign  growth 


By  Christopher  Palmeri 

Companies  that  manage  groups  of 
physicians  perform  a  simple  but 
useful  task:  They  do  the  paperwork, 
negotiate  volume  discounts  for  things 
like  tongue  depressors,  make  deals 
with  health  insurers.  That  leaves  the 
doctors  free  to  doctor. 

It's  a  sound  idea,  but  execution  has 
been  generally  terrible.  At  the  nation's 
largest  doctor  group  manager,  Birm- 
ingham, Ala. -based  MedPartners, 
earnings  have  collapsed.  Number  two, 
FPA  Medical  Management,  Inc.,  re- 
cently declared  bankruptcy  and  is 
moving  headquarters  from  San  Diego 
to  Miami. 

But  count  Houston- based  American 
Oncology  Resources  among  the  sur- 
vivors. It  doesn't  try  to  be  everything 
to  everybody:  Currendy  operating  in 
just  17  states,  it  restricts  its  roster  to 
cancer  specialists,  just  350  of  them, 
who  see  about  90,000  new  patients  a 
year,  about  7%  of  the  nation's  new 
cancer- afflicted  patient  population. 
American  Oncology's  earnings  are 
strong,  up  37%  in  this  year's  first  half 
to  $14  million,  a  net  return  on  rev- 
enues of  nearly  7%.  At  over  14%,  its 
operating  margin  is  the  highest  in  the 
physician  management  industry. 

In  this  business,  bigness  does  not 
seem  to  be  better.  Founded  in  1992 
by  New  York- based  investment  part- 
nership Welsh,  Carson,  Anderson  and 
Stowe,  American  Oncology  started 
with  only  six  physicians.  Early  on  it 
suffered  growing  pains  that  con- 
vinced management  that  unbridled 
growth  was  a  bad  thing:  Within  four 
years  it  had  grown  from  $4  million  a 
year  in  revenues  to  $200  million;  but 
in  mid- 1996  it  reported  earnings  that 
disappointed  Wall  Street. 

"We  had  outkicked  our  punt  cover- 
age," says  Dale  Ross,  a  former  home 
health  care  entrepreneur  and  a  football 
fan  who  has  been  American  Oncolo- 


gy's chairman  since  its  inception.  Ross 
decided  his  physician  roster  had  out- 
grown his  managerial  resources. 

This  year,  he  says,  American 
Oncology  will  add  only  about  75 
new  doctors,  down  from  the  100-a- 
year  pace  it  has  seen.  Of  these  new 
doctors,  only  half  will  become  affili- 
ated through  the  acquisition  of  new 
practices;  the  other  half  will  be 
recruits  brought  into  existing  Ameri- 
can Oncology  offices.  Ross  is  also 
investing  in  the  business.  He  spent 
$12  million  on  a  computer  system 
that,  among  other  things,  allows  doc- 
tors to  determine  which  patients 
qualify  for  clinical  trials  of  new  drugs. 

The  tightening  is  apparent  at 
American  Oncology's  Tucson  opera- 
tion, which  now  services  23  doctors 


Chemotherapy  room  at  a  new  cancer  center  in  Colorado 
Stealing  patients  from  hospitals  keeps  sales  growing 


at  18  locations.  Instead  of  widel 
its   coverage,   it  has  deepened] 
American  Oncology  recruited  6  [ 
doctors  in  Tucson  and  began  offel 
new  services  such  as  stem  cell  trl 
plants,  an  expensive  but  highly  ell 
tive  procedure  that  returns  heal] 
stem  cells  to  a  body  ravagec 
chemotherapy.  Medical  oncology  | 
enues   and  profits  in  the  Tucl 
market  have  doubled  in  three  yesl 
Here's  how  American  Oncol  j 
operates:  A  doctor  draws  a  salary] 
usual.  American  Oncology  takes 
sufficient  to  cover  its  own  expenj 
After  that  doctors  share  profits— | 
to  50% — with  the  company.  Betw« 
profit  sharing  and  salary,  Ross  sz\ 
his  physicians  can  make   "sligrl 
more"   than   the   $250,000-a-y| 
national  average  for  oncologists. 

To  increase  revenues  both  for:) 
doctors  and  itself,  American  Oncol 
gy  has  managed  to  divert  some  treJ 
ment  away  from  hospitals  to  oil 
patient  clinics  run  by  their  physicial 
thus  giving  them  a  bigger  chunk  | 
the  treatment  dollar. 

Thus  in  late  July,  American  Oncolj 
gy  opened  a  new  $5.5  million  cancl 
clinic  in  the  Denver  suburb  of  Aurol 
right  across  the  street  from  the  hospi  I 
to  which  Americil 
Oncology's  physicial 
used  to  send  patient 
for  radiation  treatmerl 
The  new  facility  fe 
tures  a  state-of-the-al 
radiation  departmenl 
CAT  scan  equipmei 
and  a  bright,  air 
chemotherapy  root 
that  looks  out  over 
field  where  a  family  c 
foxes  plays.  "It's  bette 
dian  a  hospital-type  set 
ting,"  says  Brian  Dris 
sell,  a  65-year-ol< 
patient  who  is  under 
going  chemotherap 
for  melanoma. 

As  medical  scienc 
finds  new  and  bette 
ways  to  fight  cancer 
this  can  only  mean  new 
revenues  for  Americar 
Oncology.  "Unfortu- 
nately," says  Ross, 
"cancer  is  a  growth 
industry." 
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an  ahead. 

Reaching  your  financial  goals 
requires  a  plan.  The  Principal  Financial 
Group"  can  help.  For  over  119  years, 
we've  offered  millions  of  individuals 
and  businesses  a  full  spectrum  of 
quality  retirement,  insurance,  and 
investment  solutions. 

But  what  customers  savor  most  is 
our  overall  performance.  Our  expert 
advice  simplifies  complex  financial 
matters.  We  offer  financial 
protection  that  adapts  to  your 
changing  needs.  And  our 
disciplined  investment  approach 
helps  keep  your  financial  plans 
on  track.  That's  total  performance 
you  can  count  on. 
To  learn  how  we  can  help  you  get 
ahead  by  getting  the  most  out  of  your 
money,  call  us  at  1-800-986-3343  or 
contact  us  at  www.principal.com  on 
the  Internet. 

-*-  get  ahead. 


Plan  Ahead.  Get  Ahead.9 


Principal 


Financial 
Group 


-lealth.  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Funds  •  401(k)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages 


©1998  Principal  life  Insurance  Company.  Dcs  Moines,  1A  50392.  Products  and  services  offered  through  Principal  Life  Insurance  Company 
(The  Principal),  us  subsidiaries  and  affiliates   Mutual  funds  and  securities  distributed  through  Princor  Financial  Services  Corporation  (member  SIPC) 

Securities  and  health  care  products  not  available  in  all  slates. 


One  does  not  solve 
the  worlds  problenii: 
over  a  glass 
white  wine 


Dewar's 

scotch  •whisky 
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Remmele  Engineering 
machine  shop  floor 
More  Silicon  Valley 
than  Rust  Belt. 


Who  says  you  need  a  college  diploma  to  get  a  good  job? 
American  industry  is  hungry  for  young  machinists. 

Gearheads  wanted 


By  Brett  Nelson 

Where  have  all  the  skilled  machin- 
ists gone?  There  are  400,000  of  them 
in  the  U.S.  but  their  average  age  is  50 
and  a  good  portion  are  on  the  edge  of 
retirement.  Yet  only  15,000  youngsters 
come  into  the  trade  every  year,  and 
right  now  30,000  jobs  in  the  field  are 
unfilled. 

These  are  not  lousy  jobs.  Average 
annual  earnings  for  a  skilled  machinist 
are  $55,000,  but  somehow  youngsters 
are  turned  off  by  the  blue-collar  image. 
Skilled  manufacturing  is  rarely  encour- 
aged in  high  schools,  which  tend  to 
push  students  into  four-year  colleges, 
having  persuaded  the  kids  that  without 
that  college  sheepskin  they  are  con- 
demned to  hamburger  flipping  at 
McDonald's. 

Hamburger  flipping  it  isn't.  With 


overtime,  a  machinist  sometimes  hits 
$100,000  a  year.  Today's  toolrooms 
are  antiseptically  clean  and  look  more 
like  Silicon  Valley  laboratories  than  the 
public's  idea  of  Rust  Belt  factories. 
Bespectacled  workers  wear  white 
smocks  as  they  adjust  giant  computer- 
controlled  lathes. 

The  $40  billion  machine  tool  indus- 
try makes  the  vital  components  and 
tools  for  lathes  and  drill  presses  that 
work  metal  into  parts  for  automobiles, 
airplanes,  computers  and  industrial 
machinery.  It  is  the  very  heart  of 
American  manufacturing. 

So  companies  are  recruiting  hard, 
and  at  least  some  youngsters  are  listen- 
ing. Travis  Dommer,  23,  certainly  is. 
He's  one  of  42  apprentices  at  Rem- 
mele Engineering,  Inc.  in  St.  Paul, 


Minn.  Domrl 
got      interesl 
while  pushin 
broom         ai 
■MBB  school  at  a  lol 

machine  shopl 
Wausau,  Wis.  While  half  of  his  frier] 
chose  college,  he  went  to  technil 
school.  At  Remmele  he  makes  roclT 
engine  components  for  Boein| 
Rocketdyne  division.  Within  a  fil 
years  he'll  be  earning  more  than  $.| 
an  hour.  And  with  nice  perks,  too. 

Nor  is  that  as  high  as  he  can  hope  I 
go.  Take  44-year-old  former  Remmcj 
apprentice  David  Baumgartner,  wl 
worked  his  way  up  from  mill  operatl 
to  manufacturing  manager  for  Rerl 
mele's  large-parts  operation.  He  makl 
$75,000  a  year— 27%  more  than  tl| 
average  for  college  graduates  his  a§ 
He  owns  a  16-foot  fishing  boat  arl 
five  horses  in  Elk  River,  Minn.,  whel 
$75,000  a  year  goes  a  long,  long  waj 
Gerald  Sommers,  cofounder  anl 
president  of  Courtesy  Corp.  in  Buffij 
lo  Grove,  111.,  is  another  success  stor| 
Courtesy's  machines  produce  plast 
molds  that  form  everything  from  trig  J 
ger  sprayers  to  pregnancy-tefl 
applicators.  Sommers,  57,  dil 
two  years  of  college  befor| 
starting  his  apprenticeship. 

"I  wasn't  the  type  for  college  I 
I  was  more  of  a  doer,"  he  says  I 
While  working  as  a  moldmakel 
at  a  small  shop  in  the  Chicagc| 
suburbs,     he     moonlighted 
building  vises  in  his  partner' 
garage.  After  four  months  h< 
and  his  partner  rented  a  building  anc 
bought   a   $3,500   manual   milling 
machine.  One  of  their  first  big  jobs 
making  the  mold  for  a  liquid-mar- 
garine spout.  This  year  sales  should  top 
$200  million.  Sommers  has  a  50% 
stake  in  the  company. 

The  industry  wants  more  young- 
sters to  harken  to  such  stories.  To 
attract  talent,  John  Effmann,  vp  of 
marketing  at  Cincinnati  Milacron, 
persuaded  the  Association  for  Manu- 
facturing Technology  to  host  a  youth 
summit  at  its  international  show  in 
Chicago  this  month. 

Effmann  hopes  to  attract  5,000  kids 
within  a  300-mile  radius  of  the  show. 
Companies  will  pay  to  bus  them  in. 
There  they  will  see  gadgets  like  water- 
jet  metal  cutters  and  giant  spider- 


172 


Forbes  ■  September  21,  1998 


bu're  In  Business 
b  Stay  Connected... 
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Introducing  Toshiba  Solutions  -  The  One-Stop  Solution  For  All  Your  Office 
Equipment  Needs.  Gain  the  Toshiba  advantage  throughout  your  entire  office 
system  with  Toshiba  Collective  Technology  -  all  trom  your  authorized  Toshiba 
dealer.  Now  Toshiba  Solutions  puts  its  entire  line  of  quality  computers,  copiers, 
facsimiles  and  digital  office  products  together,  under  one  roof.   It's  your  one-stop 
source  tor  reliability,  service,  and  advanced  technology.  And  because  it's  all  from 
Toshiba,  it  all  works  together  seamlessly.  Contact  your  nearest  Toshiba  dealer  now. 
We've  got  the  right  connections  for  your  success.  Call  1-800-GO-TOSH1BA  or 
visit  our  Website:  http://copier.toshiba.com  or  http://fax.toshiba.com 

In  Touch  with  Tomorrow 


TOSHIBA 

COPIERS  ♦  FAX 


um  a  Piece  of 

American  History. . . 


.  .  .  the  grandest  American  eagle  by  our  first  professional  sculptor,  the  original 
drawing  for  the  most  popular  of  all  of  the  engraved  portraits  of  George 
Washington,  a  stunning  full-length  sculptural  portrait  of  Alexander 
Hamilton,  or  yet  dozens  of  other  works  of  art  that  resonate  with  the  sights  and 
sounds  of  American  history. 

Ultimate  fine  and  decorative  arts,  and  ultimate  advice. 


^irschl  IrAdler 


t/ALLERIES   INC. 

21  East  70"  Street,  New  York,  N.Y.  10021    Phone:  212  535-8810  Fax:  212  772-7237 


shaped  machines  called  hexapods  t 
can  mill  square  blocks  into  spheres. 

Harrisburg,  Pa. -based  amp,  Inc 
■  running  local  TV  infomercials  adver 
ing  gleaming  factories  and  compli 
high-speed    equipment.    One    3 
second  spot  aired  during  the  seas 
finale  of  Seinfeld.  To  grab  the  young] 
set,  AMP  is  producing  an  education] 
video  featuring  Nascar  drivers  wl 
came  from  tool-and-die  backgrounc 

At  its  space-rransportation-syster 
facility  in  Los  Angeles,  Boeing  invit 
high  school  teachers  to  use  software  I 
draw  sheet-metal  outlines  of  tl 
Orbiter  space  shuttle.  The  images  a. 
fed  to  a  computer-controlled  tool  th 
instantly  cuts  the  shapes  before  the 
eyes.  Boeing  hopes  the  sessions  wi 
persuade  the  teachers  to  steer  kids  int 
manufacturing  careers. 

Last  year  Federal-Mogul  Corp.  ser 
Lane  LeBrun,  head  of  its  local  appren 
rice  program,  to  a  Chicago  high  schoc 
to  teach  a  metalworking  class  once 
month.  Maynor  Vidal,  18,  was  s* 
taken  with  LuBron's  tales  from  th'! 
shop  that  after  graduation  he  appliec 
for  an  entry-level  maintenance  job 
Next  year  he'll  be  an  apprentice.  Say: 
Vidal:  "I  was  thinking  about  going  tc 
aviation  school,  but  I  really  like  metal 
working.  It  changed  all  my  plans." 

That  spirit  unfortunately  hasn't  yet 
infected  young  women,  many  ol 
whom  apparently  still  view  tool-and- 
die  work  as  a  grungy  job  involving 
heavy  lifting.  Shops  do  try  to  recruit 
women,  emphasizing  the  user-friendly 
environments.  "But  our  results  are 
pretty  dismal,"  says  Richard  Walker, 
education  director  at  the  National 
Tooling  and  Machining  Association. 

Some  kids  shun  the  trade  because 
they  think  it  is  prone  to  layoffs. 
It  really  isn't.  Unlike  semiskilled 
machine  operators,  precision  machin- 
ists can  apply  their  trade  almost 
anywhere.  When  business  slowed 
at  Wheeling,  111. -based  Spectrum 
Manufacturing  in  1992,  for  example, 
production  manager  Ryan  Timm 
got  the  pink  slip.  Then  a  26-year-old 
machinist  and  father  of  twin  baby  boys, 
Timm  drove  down  the  street 
to  Swiss  EDM  Wirecut,  Inc.  He  went 
inside  to  ask  about  a  job  and  the 
company  hired  him  on  the  spot. 
He  was  unemployed  for  all  of 
15  minutes.  H 
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he  Ultimate  Drive™  for  the  Susan  G.  Komen  Breast  Cancer  Foundation 


BMW  invites  you  to  a  very  special  driving  event  -  where 
Your  Drive  can  make  a  difference.  For  each  mile  you 
test  drive,  BMW  will  donate  $1  to  the  Susan  G.  Komen 
Breast  Cancer  Foundation.  Call  toll-free  1-877-4-A-DRIVE 
today  to  reserve  the  car  of  your  choice. 

4*4 

j)B, '/  l[4JI=t1l/k  The  Susan  G.  Komen 

Hi  .  -^"■^-■^■^■^■™  Breast  Ca«c«rFour>d.ilon 

A 


GE^AR 

■° : 


'  Became  jo  much  u  ndlng  on  your  ti 


The  Ultimate  Driving  Machine* 


Meyei  Kahn 
Applying 
private  sector 
skills  to  policing. 


After  poverty,  crime  is  South  Africa's  worst  problem. 

The  Mandela  government  has  picked  a  most  unusual  crime  fighter. 

Beer  baron  turns  top  cop 


By  Luisa  Kroll 

In  the  spring  of  1997,  Meyer  Kahn, 
58,  chairman  of  South  African  Brew- 
eries, got  a  phone  call  that  really  star- 
tled him.  The  caller  was  South  Africa's 
deputy  president  and  Nelson  Man- 
dela's likely  successor,  Thabo  Mbeki 
(Forbes,  Oct.  6, 1996). 

It  wasn't  the  caller  that  surprised 
the  well-connected  Kahn.  It  was  the 
caller's  message:  Mbeki  and  Mandela 
wanted  Kahn  to  run  South  Africa's 
1 30,000-strong  police  force. 

Kahn  was  flattered,  but  hesitated. 

176 


South  Africa  is  one  of  the  world's  most 
violent  nations,  with  eight  times  the 
proportionate  murder  rate  per  day  of 
the  U.S.,  a  rape  every  ten  minutes  and 
2,642  carjackings  a  year  in  Johannes- 
burg alone.  Add  to  that  racial  prob- 
lems and  you  get  a  police  problem  diat 
would  daunt  any  hardened  cop. 

And  Kahn  was  no  cop.  He  was  a 
successful  businessman  with  100,000 
employees,  running  breweries,  hotels 
and  stores. 

In  the  end  he  said  yes  to  a  two-year 


term.  If  crime  was  one  of  his  country's 
worst  problems,  he  felt  it  was  his  duty 
to  try  to  tackle  it.  "Large  organiza- 
tions are  about  people,  structures  and 
resources,"  says  Kahn.  "Policing  is  no 
different." 

Taking  the  tide  of  Chief  Executive 
of  South  African  Police  Service  on 
Aug.  1,  1997,  Kahn  set  about  using 
businesslike  methods.  Before,  the 
police  in  cities  such  as  Johannesburg 
had  been  split  evenly  among  precincts. 
He  changed  that,  staffing  precincts  in 
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lerging  giant 

lOUGH  THERE  ARE  only  41  million  of  them,  South  Africans  drink  a  lot  of 
ler.  That  and  the  fact  that  it  has  98%  of  the  local  market  help  explain  how 
lever  Kahn's  South  African  Breweries  Ltd.  has  become  a  brewing  giant. 
lit  it's  the  expansion  outside  the  home  market  that  made  it  the  world's 
lurth-largest  brewer,  up  from  ninth  place  hve  years  ago.  SAB  dominates 
Jf  a  dozen  African  markets  like  Zambia  and  now  owns  eight  breweries  in 
stern  Europe.  It  has  the  edge  in  these  emerging  markets,  having  learned 
maneuver  through  South  Africa's  rural  areas  and  townships.  You  can 
)k  for  much  more  such  expansion  from  this  $6.5  billion  company,  which 
(so  owns  hotels,  restaurants  and  soft  dnnk  bottlers. 

As  much  as  one-fourth  of  sab's  stock  now  owned  by  South  African 
)nglomerates  like  Liberty  Life  may  be  put  up  for  sale.  Look  for  a  rival 
iternational  brewer  to  buv  a  stake.  -L.K.   H 


)'s  domi- 
:e  in  the 

African 
sr  market 
ixtends  deep 

to  black 
|cownships 
this  one. 


high-crime  areas  on  peak  crimes  days 
with  extra  police  and  cutting  back  to  a 
skeleton  staff  in  quieter  areas  and 
times.  "It's  not  Einstein  stuff,  it's  basic 
business  principles,"  says  Kahn.  "I'm 
ju^t  applying  it  to  the  public  sector." 

A  6-foot-3-incher  with  a  booming 
voice  and  a  no-nonsense  demeanor, 
Kahn  mixes  authority  with  informali- 
ty. He  enjoys  telling  stories  about  how 
he  got  drunk  with  police  colleagues. 
Racism  in  the  police  force  is  still  a 
problem.  One  of  Kahn's  first  tasks  was 
to  shepherd  through  a  stringent  code 
of  conduct  prohibiting  such  behavior, 
and  make  each  cop  sign  it. 

Training  black  officers  is  a  big  part 
of  the  job:  By  2000  the  plan  is  to  turn 
the  predominately  white-led  police 
force  into  one  in  which  half  of  the 
managers  are  black.  Easier  said  than 
done  since  so  many  blacks  are 
unskilled  and  ill-educated.  Kahn  has 
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introduced  into  police  training  many 
ideas  that  have  worked  well  in  the 
brewing  company's  training  programs. 

South  Africa  is  a  poor  country  and, 
despite  the  crime  problem,  has  little 
money  available  to  beef  up  the  police 
force.  Kahn  has  been  wrangling  with 
finance  minister  Trevor  Manuel  over 
an  extra  $50  million.  So  far,  no  luck. 
"I  don't  give  up,"  says  Kahn. 

Has  he  diminished  the  crime  prob- 
lem? No,  but  it  isn't  getting  any 
worse,  and  the  ever-optimistic  Kahn 
calls  that  progress:  "My  experience  has 
been  that  once  things  stop  getting 
worse,  that's  when  they  start  to  turn 
around.  I'm  very  determined.  The  last 
thing  on  earth  I  want  to  do  is  finish 
off  my  career  with  something  that  I 
consider  a  failure." 

With  a  guy  like  that  in  charge, 
South  Africans,  black  and  white,  are 
already  feeling  a  bit  safer.  M 


Once  is  not 
enough. 
Time  it  twice. 


Ref.  3712 

The  Portuguese  Rattrapante 
split-seconds  chronograph  in  rose 
gold,  platinum  or  stainless  steel 
with  flyback  for  recording  an 
intermediate  or  second  time.  The 
Portuguese  Chronographs  start 
at  $  5  950.-  (the  Rattrapante 
model  shown  in  steel  $  8  500.-). 


IWC 


CORNER  OF  >5lh  STREET 

700  FIFTH  AVENUE-NEW  YORK.  N.Y.10019 

TELEPHONE  (212)  397-90  00 


For  complete  IWC  catalog 

please  call  (800)  432-9330 

http://www.iwc.ch 


Yes,  it's  only  a  vision.  But  what  if  it  came  true?  Heart  and  circulatory  diseases  are  still  the  major  cat] 
death.  That's  why  the  scientists  at  Hoechst  Marion  Roussel,  our  pharmaceutical  company,  are  puttint 
hearts  into  research  and  development  to  find  new  ways  of  improving  the  lives  of  cardiac  patients.  Sj 
some  day  the  only  cure  necessary  for  an  aching  heart  will  be  a  smile  on  the  face  of  a  loved  one. 


Imagine    lovesickness  being  the  only  thing  that  can  cauftli 


Hoechst  Marion  Roussel  is  the  pharmaceutical  company  of  Hoechst,  an  international  group  of  corr 


The  Future  in  Life  Sciences 


eading  innovation  in  Life  Sciences. 


Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 


Magna's  Frank  Stronach  loves  to  spend  money. 
Good  thing  he's  so  adept  at  making  it. 

Magna  inside? 


By  Bruce  Upbin 


Magna  Chief  Executive  Donald  Walker  and  Chairman  Frank  Stronach 
From  the  chateau,  a  whole-car  strategy  emerges. 


Under  construction  at  Magna 
International  Inc.'s  new  head  office 
in  Aurora,  Ont.  is  a  $5  million,  18- 
hole  golf  course.  It's  right  behind  a 
French-chateau -style  headquarters 
building  with  formal  gardens,  twin 
fountains  and  a  reflecting  p< 

Is  this  any  way  to  spend  share- 
holders' money?  Chairman  Frank 
Stronach  bristles  at  the  question. 
Narrowing  his  eyes  and  speaking  in 
the  strong  accent  of  his  native  Aus- 


tria, he  comes  back:  "There  are  very 
few  original  thinkers  in  this  world. 
They  have  a  choice  where  to  work. 
Here  they  can  play  on  the  golf 
course.  It  doesn't  cost  too  much  to 
build,  and  it's  another  reason  a  top 
person  would  work  here." 

Since  Stronach,  a  poised  and  regal 
65-year-old,  doesn't  play  much  golf 
himself,  the  explanation  has  the  ring 
of  truth.  Especially  so  since  Stronach 
is  in  a  sense  spending  his  own  money: 


He  owns  700,000  Magna  shard 
worth  $43  million,  and  he  and  r| 
daughter  Belinda,  32,  control  73% 
•the  votes  through  various  trusts. 

And  you  can't  argue  with  tt 
results.  Magna's  Toronto  and  Nel 
York  Stock  Exchange-traded  stod) 
has  climbed  from  $2  to  $62  sine 
mid- 1990.  For  the  last  25  years  salt 
and  earnings  per  share  have  grown  al 
annual  29%  an| 
17%,  respectively. 

Magna  derives  ill 
revenues — $5.l| 
billion  last  year- 
building  parts  fcJ 
other  manufacturl 
ers'  cars.  The  comil 
pany's       splendid! 
growth — revenue/ 
were  just  $1.3  bil| 
lion     in     1990- 
traces  in  good  part 
to      the      steadilyl 
increasing   use   oil 
outside  parts  andJ 
assemblies  by  the| 
giant     carmakers. 
No  longer  do  com- 1 
panies  like  Magna] 
just  turn  out  things] 
like  a   bumper  orl 
headlight.  They're " 
on    the    verge    of| 
delivering  an  entire 
front  module  con- 
taining lights, 
bumper,     radiator 
and  all  the  hard- 
ware in  between. 

Other  suppliers 
have  their  niches. 
Lear  Corp.,  for 
example,  can  deliv- 
er a  complete  seat 
module;  Dana  Corp.,  a  ready-to-roll 
chassis.  But  Stronach  alone  can  sell 
complete  interiors,  exteriors  and 
chassis  (see  photos,  p.  182). 

Three  months  ago  Magna  became 
the  only  supplier  in  the  world  that 
can  design  and  build  an  entire  car. 
Stronach  beat  out  Dana  and  Borg- 
Warner  Automotive  by  paying  $276 
million  to  buy  Steyr-Daimler-Puch 
Group,  an  old-line  maker  of  parts 
and  cars,  from  Bank  Austria  AG.  Steyr, 
with  $  1  billion  in  sales,  assembles  the 
Jeep  Grand  Cherokee  for  the  Euro- 
pean market  and  builds  all-wheel- 
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You're  awakened  at  midnight  by  a  strange  noise. 


It's  the  sound  of  hailstones  hitting  the  roof. 


This  makes  you  think  about  the  company  picnic. 


It  is  scheduled  to  be  held  in  three  days. 


Will 


unny  weather  in  72  hours? 


>*&*, 


■ 


Some  problems  look  trickier  than  they  are.  If  only  conventional  thinking  didn't  cloud 
things  up.  Thinking  that  72  hours  means  three  daytimes,  and  that  'sunny'  means  'not 
raining,'  can  hide  the  obvious  -  that  72  hours  from  midnight,  it  will  be  dark.  We're  Capital  Re, 
a  diversified  specialty  reinsurance  company  with  a  knack  for  seeing  what  others  miss,  especially 
from  a  customer  view.  For  example,  we  lead  in  dedicated  title  and  mortgage  reinsurance  because 
each  is  a  category  we  invented.  As  a  result,  Capital  Re's  customers  benefit  in  unexpected  ways. 
Because  we  saw  opportunity  where  others  didn't.  Want  sunny  weather?  We're  at  1  -21 2-974-01 00. 


v^apital  IRje 


puliation 

Capital  Re  is  a  specialty  insurance  and  reinsurance  company  providing  innovative  solutions  to  problems  of  risk  and  financial  management. 


drive  versions  of  the  G  and  E  Class 
sedans  for  Mercedes.  In  August  Steyr 
was  awarded  the  contract  to  assemble 
some  30,000  M  Class  sport  utilities 
for  Europe. 

For  Stronach  the  Steyr  deal  caps  a 
string  of  36  small  acquisitions  since 
1994  that  brought  his  European  sales 
to  $3  billion  from  $100  million. 

Worldwide,  Magna  is  already 
Chrysler's  top  supplier  and  Daimler's 
number  two.  Steyr  will  get  a  lot 
of  outsourced  Mercedes  business 
after  the  Chrysler  merger. 

With  his  fiercely  capitalistic  ways, 
Stronach  will  have  some  problems 
absorbing  Steyr.  Several  of  its  top 
engineers  have  left  since  Stronach 
paid  cash  for  67%  control.  Austria  has 
strong  socialist  traditions,  and  the 
Steyr  people  are  used  to  a  state-run 
shop  with  a  guaranteed  salary,  not 
Stronach's  low  salary  plus  bonus. 
Magna's  tight  links  to  Daimler-Benz, 
now  even  tighter,  may  cause  BMW  to 
pull  its  long-standing  four-wheel- 
drive  power  train  work  from  Steyr. 

But  this  is  a  small  problem  com- 
pared with  the  opportunities  open  to 
Magna  at  a  time  when  even  General 
Motors  is  moving  away  from  inte- 
grated production  toward  being  a 


mere  assembler  and 
marketer  of  cars  (see 
p.  166). 

Letting  someone 
else  build  your  parts 
and  even  your  entire 
production  of  certain 
models  makes  sense 
in  today's  car  world. 
A  fragmenting  mar- 
ket makes  it  desirable 
for  every  car  compa- 
ny to  offer  a  wide 
variety  of  models, 
but  their  resulting 
small  production  runs  are  not  cost- 
efficient.  Why  not  then  delegate,  say, 
your  sport  utility  vehicles  to  someone 
else  and  put  your  own  finish  and 
flourish  on  them  and  market  them 
under  your  own  image? 

Ford  delegated  to  Magna  both  the 
interiors  and  exteriors  for  the  1998 
Lincoln  Navigator,  the  hot-selling 
luxury  offshoot  of  the  Expedition 
sport  utility.  All  Ford  had  to  do  was 
add  the  engine  and  chassis  used  for 
the  Expedition.  Ford's  development 
team  probably  would  have  needed 
36  months  to  produce  the  Navigator. 
Magna  got  it  done  for  them  in 
24  months,  selling  $1,600  worth  of 


No  longer  do  suppliers 
like  Magna  turn  out 
a  bumper  or  a  head- 
light. They're  on  the 
verge  of  delivering 
an  entire  front  module 
containing  lights, 
bumper,  radiator 
and  all  the  hardware 
in  between. 


its  own  content  an 
overseeing      $3,00 
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Bumper  to  bumper 


Hull  chassis  frame  inclu 
hydroformed  front  rails,  interior  d 
panels  and  switches 


GE    CARAVAN 


Complete  seating,  front/rear  plastic 
■mpers,  mirrors,  parkit 
assemblies,  ' 


1998  MERCEDES-BENZ  E32 
In  Austria,  assembly  of  four-wheel-drive 

model,  carpets,  body  side  moldings, 
rocker  and  door  panels,  visors,  mirrors 


Magna  oversees  50  interior  and  exterior 

suppliers.  Makes  rear  console,  running 

board,  door  and  liftgate  panels. 
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more  produced  by  5 
other  suppliers. 

GM  also  tappe 
Magna  for  a  simila 
job  managing  thj 
interior  of  its  200 
Cadillac  Catera. 

Magna  is  two  yeai 
ahead  of  competitor 
like  Dana  and  Towe 
Automotive    in    tfo!    ■ 
latest  metal-bendinj' 
art,       high-pressun 
hydroforming.    Pre-hydroforming 
chassis    and    engine    cradles    wen 
stamped  into  clamshell  shapes  ano 
welded  together.  With  hydroforming 
steel  tubes  are  clamped  into  a  mold' 
and  ballooned  into  the  desired  shape 
by  15  seconds  of  water  pressure  aV 
21,000  pounds  per  square  inch.  Partsi 
swell  evenly  and  come  out  lighter.: 
stiffer  and  more  consistent.  GM  gave 
Magna  a  $400  million  annual  con 
tract  to  hydroform  frames  for  its  new 
pickups  and  sport  utilities. 

All  that  is  a  long  way  from  the 
one-man  tool-and-die  shop  Stronach 
opened  in  1958  in  Toronto,  where 
he  kept  a  cot  in  the  corner  for  sleep- 
ing. Sales  were  $8,200  then, 
until  his  first  contract  with  GM 
in  1960.  Expanding  rapidlv  in 
the  1970s  and  1980s  with 
debt-financed  plants,  Stronach 
started  to  dabble  in  outside 
ventures.  He  opened  a  fancy 
Toronto  restaurant  named 
after  daughter  Belinda,  invest- 
ed in  real  estate  and  made  a 
failed  run  for  Canada's  parlia- 
ment in  1988. 

But  with  debt  at  62%  of  cap- 
ital, Magna  was  hard  hit  by  the 
1989  car  slump  that  was 
accompanied  by  escalating 
interest  rates.  Tired  of  haggling 
with  bankers,  Stronach  vowed 
to  get  out  of  debt.  He  did  so  by 
eliminating  the  dividend  for  a 
year  and  pouring  every  penny 
not  needed  for  expansion  into 
debt  reduction.  Today.  Magna's 
debt  is  2%  of  capital. 

It's  no  secret  that  a  major 
reason  carmakers  are  turning  to 
outsourcing  is  to  bypass  union 
labor.  Only  3  of  Magna's  133 
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ts  axe  organized  but,  seeing  busi- 
draining  from  carmaker  plants  to 
tside  suppliers,  the  union  has 
wed  to  go  after  the  parts  plants, 
onach  has  so  tar  managed  to  keep 
e  union  out  with  cash  and  stock, 
ch  vear  10%  of  Magna's  pretax 
ofits  are  distributed  to  employees, 
at  works  out  to  about  $3,000 
ch.  Managers  can  hand  out  addi- 
nal  money  based  on  each  plant's 
oductivity.  Turnover  at  a  typical 
agna  plant  is  3%,  one  of  the  lowest 
the  business. 

"We  keep  chasing  them,  and  they 
ay  |iist  far  enough  ahead,"  cont- 
ains Canadian  Auto  Workers  Presi- 
ent  Basil  Hargrove. 
In      handing      out      incentives, 
tronach  has  not  neglected  himself, 
ince  1995  Magna  has  paid  $44  mil- 
on,  roughly  6%  of  aftertax  profits,  to 
rank  Stronach  &  Co.,  a  Swiss  "con- 
ulting  firm"  he  o\\  ns 

Nor  has  Stronach  been  shy  about 
tsing  Magna  money  to  indulge  his 
ancies.  In  1996  Stronach  first 
bowed  Austrian  officials  a  scale 
odel  of  the  "World  of  Wonder,"  a 
500  million  theme  park  to  be  built 
artiallv  with  Magna  funds  on  675 
acres  Stronach  bought  near  Vienna. 
A  year  ago  Stronach  built  an  18-hole 
golf  course  and  residential  develop 
ment  nearby,  complete  with  a  21 -acre 
man-made  lake,  all  of  it  with  share- 
holder money.  And  it's  all  within  eye- 
right  of  his  castle.  He  also  floated 
plans  for  a  luxury  transatlantic  airline. 
Stronach  says  that  by  year-end  all 
the  nonautomotive  interests,  includ- 
ing Magna's  manufacturing  real 
estate,  will  be  spun  off  to  sharehold- 
ers in  a  new,  separately  traded  public 
company.  "Investors  like  their  com- 
panies very  clean  cut,"  says  Stronach. 
Despite  all  the  sideline  activity, 
Stronach  will  never  fully  ease  himself 
out  of  the  day-to-day  affairs  of  the 
automotive  company.  But  he  has 
already  seen  to  succession:  Donald 
Walker,  42,  Stronach's  very  able  son- 
in-law  and  himself  a  12-year  Magna 
veteran  with  close  ties  to  every  pur- 
chasing boss  in  Detroit,  is  chief  exec- 
utive and  the  anointed  heir.  Unless 
Walker  fouls  up,  Magna's  future 
seems  assured  in  a  world  where  the 
vast  auto  business  is  undergoing  a 
radical  transformation.  ■■ 
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In  an  age  of  terrorism,  security  training  is  becoming  a  necessary 
part  of  the  international  businessperson's  education. 

Thwarting  terrorists 


By  Jay  Akasie 


ITI  instructor  Tom  Harm  and  director  Bob  Lukens  at  the  firing  range  in  Dilley,  Tex. 
Training  executives  for  defense  in  an  increasingly  hostile  world. 


New  York  consultant  John 
McCann  knew  he'd  made  a  wrong 
turn  into  a  bad  neighborhood  in 
Dilley,  Tex.  when  he  passed  his  fifth 
rusting  car  hulk.  Before  he  could  turn 
around,  a  man  with  a  rifle  popped  up 
from  behind  a  junked  Cadillac  and 
fired  directly  at  his  windshield. 

The  bullets  exploded  into  pink 
globs  of  paint  when  they  hit  the  glass. 
McCann  was  on  a  training  course  on 
how  to  deal  with  thugs  and  terrorists. 
His  assailants  were  instructors  from 


International  Training  Inc.,  and 
McCann  was  their  student.  Not  your 
standard  training  for  an  international 
consultant,  but  it's  becoming  that  at 
a  time  when  corporate  executives' 
work  takes  them  to  dangerous  places. 
"Executives  doing  business  in  parts 
of  Latin  America  and  die  Middle  East 
are  placing  themselves  in  real  hotbeds 
of  terrorism  and  violence  these  days," 
says  Robert  Lukens,  54,  director  of 
operations  at  International  Training 
Inc.'s  Dilley  facility.  An  officer  in  the 


Air  Force  Office  of  Special  Investiga- 
tions before  he  retired,  the  strapping 
Lukens  heads  a  staff  of  about  ten 
equally  formidable  former  military  and 
law  enforcement  officers  who  teach 
senior  executives  how  to  recognize 
danger  and  avoid  becoming  targets, 
and  if  they  do,  how  to  drive  and  shoot 
their  way  out  of  a  jam. 

As  part  of  the  training,  students  are 
shown  slides  illustrating  the  1989  ter- 
rorist killing  of  Deutsche  Bank  chair- 
man Alfred  Herrhausen,  whose  30- 
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Our  clients  include  every  Brazilian  company  with  sales  over  $100  million.  Most  of  the  others,  too.  So  invest  some  precious  time  with  us. 
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man  security  detail  failed  to  save  him. 
No  one  had  checked  out  the  repair- 
men working  for  a  few  days  down  the 
road  from  Herrhausen's  home.  They 
were  building  the  remote-controlled 
bomb  that  killed  Herrhausen. 

Bob  Lukens  points  to  a  screen  with 
a  photograph  of  four  Union  Texas 
Petroleum  Co.  employees  gunned 
down  in  Pakistan  last  year.  "Look  at 
the  photo,"  Lukens  says  sternly.  "Were 
the  men  in  the  backseat  reading  the 
morning  newspaper?  They  should 
have  been  watching  for  suspicious- 
looking  cars.  And  they  shouldn't  have 
used  the  same  route  every  day." 

Moral:  Notice  everything,  trust  no 
one.  After  morning  classes  Lukens 
drives  his  students  into  the  neighbor- 
hoods of  San  Antonio  and  tests  them 
to  see  just  how  alert  they  are  about 
different  pedestrians  and  cars. 

The  real  fun  starts  the  following 
day  in  Dilley,  an  hour  south  of  San 
Antonio.  It's  a  town  so  small  that  a 
lunch  of  barbecue  and  hush  puppies 
at  the  local  diner  means  sitting  next 
to  the  rotund  county  sheriff. 


An  instructor  "shoots"  an  executive  trainee  at  point-blank  range 
In  the  real  world,  thugs  use  bullets,  not  paint. 


The  class  receives  instructions  on  tac- 
tics in  an  air-conditioned  trailer  from 
Thomas  Harm,  43,  a  former  Texas 
policeman,  before  leaving  for  the  driv- 
ing track.  There  the  students,  each  in  a 
gold  Pontiac  Grand  Prix,  hit  speeds  of 
90mph,  dodging  cones  and  peeling  off 
the  road  into  the  brush  to  avoid  being 
broadsided.  Then  they  move  into  older 


cars  to  learn  how  to  smash  into  the  rea 
axles  of  vehicles  blocking  the  road  ant 
spin  them  out  of  the  way. 

"I  trained  with  a  bunch  of  staid 
executives,"  says  Barry  Hughes,  an 
executive  director  in  a  Houston  lav 
firm.  "By  the  time  we  started  smash 
ing  up  cars,  these  businessmen  were 
as  excited  as  little  kids." 
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Tax-Free  Depth 

Did  you  know  Strong  has  one  of  the  best  lineups  of  tax-free  funds  around?  Whether  you  already  own  municipals,  or 
you're  wondering  whether  you  can  achieve  higher  after-tax  returns  with  municipals,  call  Strong  today. 


Municipal  Money  Market  Fund 


High-Yield  Municipal  Bond  Fund 


Municipal  Advantage  Fund 

Municipal  Bond  Fund 

Short-Term  High  Yield  Municipal  Fund 


30  Day  Yields  Annualized 
as  of  8-14-98 

5.46%        8.53% 

Current  Tax  Equivalent 

(36%  tax  bracket) 


Average  Annual  Total  Return  as  of  6-30-98  for  the  Strong  High-Yield  Municipal  Bond  Fund  were  12.05  and  8.04  for  the  1-year  and  since 
inception  (10-1-93)  periods  respectively.  Strong's  high-yield  fundi  invest  m  junk  bonds.  Performance  is  historical  and  does  not  represent  future  results  Investment 
returns,  yields  and  principal  value  vary,  and  you  may  hare  a  gain  or  loss  when  you  sell  sliares.  The  Strong  Municipal  Income  Fund-;'  income  may  be  subject  to 
state  and  local  taxes,  and  depending  on  your  tax  status,  the  Alternative  Minimum  Tax.  From  time  to  time,  the  Fund's  advisor  lias  waived  its  management  fee, 
resulting  in  higher  returns  Call  for  a  free  prospectus  kit  containing  mm  complete  information,  including  management  fees  and  expenses  Please  read  it  carefully 
before  you  invest  or  send  money.  Strong  Funds  Distributors,  Inc.  8687H98W 

FundsNetwork  is  a  service  of  Fidelity  Brokerage  Services,  Inc  (FBSIj.  .1  lemh  r  KYSF,  S1PC  FBSI  may  receive  remuneration  for  providing  certain  recordkeeping 
and  shareholder  services  to  the  fund  family.  FBSI  dues  not  recommend  or  endorse  any  particular  mutual  fund 
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Tips  to  save  your  life 

Since  80%  of  all  attacks 
against  businesspeople  occur 
during  their  commute  between 
work  and  home,  in  trainers 
hammer  home  these  tips: 

1.  If  attacked,  speed  up  and 
keep  moving.  Don't  slow  down. 

2 .  Drive  a  car  with  a  bench 
seat.  If  the  driver  is  shot,  the 
passenger  can  move  over  and 
keep  driving. 

3.  Keep  windows  closed. 
The  glass  will  deflect  Molotov 
cocktails. 

4.  If  a  gunman  is  standing  on 
the  side  of  the  road  or  in  front, 
floor  the  accelerator  and  aim  the 
car  right  at  the  thug  instead  of 
trying  to  dodge.  With  a  speed- 
ing car  heading  right  at  him, 

the  thug  is  not  likely  to  take 
careful  aim. 

5.  Be  extremely  careful  at 
checkpoints.  In  poor  countries, 
watch  for  matching  shoes  and 
belts  among  the  guards — if  one 
guard  wears  sneakers  and  anoth- 
er boots,  that  could  be  a  sign 
they're  terrorists  disguised  in 
police  or  army  uniforms. 

6.  Always,  but  always,  vary 
your  routes  and  times. 

7.  If  you  can  drive  off  the 
road  during  an  attack,  or  to 
avoid  a  roadblock,  do  so.  But  do 
it  gradually,  rather  than  abruptly, 
so  as  not  to  roll  over. 

8.  If  a  broken-down  car  is 
blocking  the  road  and  there  is  a 
side  street  that  connects  with 
the  normal  route,  do  not  take 
it.  Why  would  terrorists  give 
you  such  a  beautiful  escape 
route  unless  they  wanted  you 
to  take  it? 

9.  As  long  as  your  car's  engine 
is  running,  keep  moving.  Cars 
will  go  a  long  way,  even  on  shot- 
out  tires. 

10.  If  a  car  is  blocking  the 
road,  look  around  for  any  other 
signs  of  danger.  Is  there  any- 
body hiding,  coming  from 

the  side?  It  might  look  like  an 

innocent  situation,  but  look 

all  around.  -J. A.  I 


This  Forbes  reporter  got  a  taste  of 
the  stuff.  I  was  finishing  my  second 
day  of  classes  at  iti,  and  there  was  one 
final  test:  driving  a  course  on  which  my 
teachers  would  be  the  attackers. 

Bob  Lukens  left  me  on  the  track 
with  a  walkie-talkie  and  a  197-8 
Chevy  Malibu.  When  they  gave  the 
signal,  I  pulled  onto  the  track.  Sud- 
denly I  saw  a  car  behind  me.  Anoth- 
er pulled  out  from  the  brush  and 
passed  me.  When  it  was  in  front  of 
me,  the  first  car  pulled  alongside. 

Sweat  beaded  on  my  forehead  as  the 
car  in  front  stopped.  As  I  tried  to 
figure  out  what  to  do,  an  instructor  in 
the  car  to  my  left  fired  three  paint  pel- 
lets into  my  window.  Goodbye,  world. 


General  Motors,  AlliedSignal  and'' 
Cola  generally  pay  $2,500  to  send  \ 
utives  on  the  three-day  course. 

Founded  by  two  former  Air  For 
Office  of  Special  Investigations  of! 
cers,   Jerry   Hoffman   and   Geral 
Smith,  the  school  grew  slowly  c| 
government  business  until  the  es 
1990s,  as  the  world  became 
dangerous  and  executives  were  tra'j 
eling  more  widely. 

Today  rn  is  part  of  a  Fairfield, ' 
based  publicly-held  security  conglor 
erate  called  Kroll-O'Gara  (1997  re\l 
enues,  $190  million).  The  NYSE-tradef 
Kroll-O'Gara  owns  Kroll  Associates, 
corporate  intelligence  group,  and 
O'Gara-Hess  &  Eisenhardt  Co.,  whic 


A  trainee  (right)  is  boxed  in  for  easy  attack 

The  instructor's  advice  on  defense:  "Aim  for  the  fender,  and  take  him  out. 


"You  should  have  rammed  the  car 
on  your  left  and  run  it  off  the  road," 
blared  the  voice  of  instructor  Tom 
Harm  from  my  radio.  "Then  you 
could  have  sped  around  the  other  car 
and  kept  going." 

This  kind  of  training  was  originally 
tailored  for  U.S.  government  employ- 
ees. Since  1989  m's  original  facility  in 
rural  Virginia,  complete  with  firing 
range  and  driving  track,  has  trained 
Federal  workers  about  to  be  sent  to 
dangerous  spots.  The  Texas  facility,  offi- 
cially opened  this  June,  draws  more 
from  the  private  sector.  Businesspeople 
now  account  for  nearly  half  of  iti's 
annual  enrollment.  Companies  like 


builds  armored  limousines  and  other 
security  products. 

In  July  ex-student  John  McCann, 
the  New  York  consultant,  was  in  Cara- 
cas. On  the  first  day  there,  in  a  robbery 
attempt  outside  his  hotel,  local  thugs 
pistol-whipped  an  American  business- 
man and  shot  his  wife  to  death. 

The  next  day  McCann  came  within 
a  hundred  feet  of  three  shootings.  "I 
was  doing  work  for  a  bank,  and  I  went 
to  see  the  CEO,"  says  McCann.  "As  I 
was  getting  out,  I  heard  shots,  so  I 
threw  my  fat  Irish  ass  right  back  in  that 
cab.  ITI  taught  me  how  to  move  for 
cover  quickly  even  when  stress  starts 
freezing  you  up."  ■■ 
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FOR  YEARS  COMPANIES  HAVE  LOOKED  INWARD  AT  THEIR  OWN  O 
speed  the  delivery  of  high-quality  products,  better  serve  customers  and  achieve  a  higher  return  on 
assets.  But  the  times  have  brought  a  set  of  business  challenges  that  can't  be  solved  with  a  patchwork 
of  internal  solutions.  Modern  companies  face  shorter  product  life  cycles,  predatory  competition  and 
highly  exacting  customers  —  all  combined  with  the  urgent  need  to  reduce  expenses.  With 
these  pressures  growing,  no  manufacturer  can  afford  to  make  a  mistake,  even  once. 
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True  enterprise-wide 

integration  means 

real-time,  accurate 

information  from  the 

executive  office  to  the 

shipping  dock  and  beyond. 

Today,  only  one  software 

provider  can  deliver  that 

kind  of  end-to 

integration. 
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Supply  Chain 
Management 
At  Its  Best 

TECSYS  is  recognized  as  the 
best  price/performance  provider 
of  distribution-focused  software 
solutions.  Our  flagship  product, 
the  EliteSeries.  is  the  world's 
leading  integrated,  enterprise- 
wide  distribution  management 
software  system.  Its  superior 
integration  eliminates  the  costs 
and  inefficiencies  of  disparate 
systems. 

The  EliteSeries  is  also  one  of  the 
easiest  solutions  to  implement 
and  deploy.  It  gives  you  best- 
practice  tools,  technology  and 
business  processes,  as  well  as 
instantaneous  access  to  critical 
information.  All  the  power  you 
need  to  succeed.  Today,  and  well 
into  the  21st  century. 

1-800-922-8649 

solutions@tecsys.com 
www.tecsys.com 
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We're  the  piece  that  fits. 
Perfectly.  Profitably. 
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Most  leading  manufacturers  recognize 
that  the  key  to  market  dominance  in  the 
future  is  to  look  outward  and  enlist  the  help 
of  their  trading  partners.  Through  inter- 
company planning,  collaboration  on  prod- 
uct development,  and  sharing  production 
schedules  and  consumer-demand  informa- 
tion, manufacturers  are  trying  to  drive  costs 
out  of  goods,  heighten  responsiveness  and 
improve  quality.  To  do  this  effectively,  com- 
panies need  to  understand  the  supply  chain 
—  the  complex  set  of  relationships  among 
suppliers,  distributors  and  customers  that 
they  depend  on  to  make  and  sell  their  mer- 
chandise. Fastening  on  piecemeal  solutions, 
whether  simply  finding  cheap  raw  materials 
or  capturing  low  labor  costs  overseas,  is  not 


along  with  70  charter  member  companiel 
the  Council's  membership  currently  exceet  1 
400  leading  manufacturing  companiel 
supply-chain  planning  software  vendors  an  j 
management  consultancies.  The  Council;! 
key  to  unlock  the  mysteries  of  the  suppl 
chain   is  the  Supply  Chain  Operatior 
Reference  model,  or  SCOR,  a  collaboratioil 
between  the  cofounders.  In  less  than  rwd 
years,  SCOR  has  earned  recognition  as  thil 
global  standard  in  defining  supply-chairl 
metrics,  as  well  as  the  best  business  practice  I 
in  any  given  industry.  The  model  is 
management  tool  that  helps  companies] 
understand    the    web    of   supplier    and  | 
customer  relationships  that  characterize 
manufacturing  today. 


SCOR  Is  Founded  on  Four  Distinct 
Management  Processes 


Suppliers'  Supplier 

Supplier  (internal  or  external) 


Your  Company 


Customer 

(internal  or  external! 


Customer's 
Customer 


Source:  Supply  Chain  Council 

enough.  Nothing  less  than  an  integrated 
approach  will  do,  one  that  never  loses  sight 
of  the  product  —  from  sourcing  materials  to 
final  delivery. 

Although  many  companies  embrace  some 
form  of  supply-chain  management,  most  are 
at  a  loss  to  evaluate  the  usefulness  of  existing 
practices.  How  do  organizations  begin  to 
measure  processes  that  have  been  —  for  a 
long  time  —  difficult  to  define? 

One  ally  in  this  struggle  is  the  Supply 
Chain  Council,  a  not-for-profit  trade  asso- 
ciation, whose  objective  is  to  help  companies 
understand  their  own  supply  chain  and 
make  the  transition  toward  more  effective 
operations  and  higher  profits.  Cofounded  in 
1 996  by  the  management  consultant  firm  of 
Pittiglio  Rabin  Todd  &  McGrath  (PRTM) 
and  the  software  market  analysis  firm  of 
u  ed  Manufacturing  Research  (AMR), 


"We  have  found  that  by  using  the  SCOR 
model,  companies  can  complete  in  days 
what  has  traditionally  taken  months  of 
effort,"  says  Bill  Helming,  a  director  at 
PRTM,  a  leading  international  management 
consultant  firm  to  technology-based  com- 
panies. "By  using  a  model  that  has  been 
tested  and  evaluated  by  dozens  of  firms, 
companies  can  eliminate  all  of  the  confusion 
and  frustration  associated  with  supply-chain 
management." 

The  Supply  Chain 

In  theory,  each  enterprise  fits  neatly  into  a 
linear  chain  stretching  from  suppliers 
through  customers.  But  the  reality  is  much 
more  complicated:  Every  company  figures 
into  a  web  of  relationships,  or  threads,  that 
bind  suppliers  and  customers  together.  These 
connections  must  be  nurtured  individually 


our  competitor's  largest  customer 
needs  product  fast 

When  can  you  deliver? 


oyou 


know 


You  can  spend  millions  of  dollars  on  application  software  and  still  not  have  the  information 
you  need  to  run  your  business.  That's  because  most  application  software  automates  just  the 
back  office — or  just  the  front  office.  Oracle*'  applications  integrate  your  entire  business — 
sales,  service,  supply  chain,  manufacturing,  accounting,  projects,  human  resources. 
Everything.  Our  applications  capture  all  the  information  needed  to  provide  a  complete  view 
of  what's  going  on  in  your  business.  Every  decision  you  make  is  based  on  up-to-date 
information  and  impact  on  shareholder  value.  We  call  it  business  intelligence.  And  it's  from 
Oracle.  Now  you  know.  If  you'd  like  to  know  even  more — and  who  wouldn't — call  Oracle. 
1-800-633-0769,  ext.  16303,  or  visit  www. oracle. comlinfol09  today. 

©1998  Oracle  Corporation.  All  rights  reserved.  Oracle  is  a  registered  trademark  and  Enabling  the  Information  Age  is  a  trademark  or 
registered  trademark  of  Oracle  Corporation 
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in  order  to  gain  maximum  efficiency  across 
the  entire  supply  chain.  To  convey  this 
image,  the  Supply  Chain  Council  defines 
supply-chain  management  as  "the  direct 
linkage  of  your  product-delivery  processes  to 
those  of  your  customers  and  their  customers, 
and  those  of  your  suppliers  and  their  sup- 
pliers." Considering  that  a  global  company 
might  have  hundreds  of  suppliers  for  its  pro- 
duction materials  and  distribute  its  finished 
products  to  thousands  of  different  delivery 
addresses,  the  task  faced  by  senior  manage- 
ment today  can  be  daunting. 

"While  it  is  convenient  to  discuss  supply 
chains  in  the  broad  sense  of  trading-partner 
relationships,  each  thread  must  be  developed 
amid  a  web  of  competing  companies  and 
interests,"  says  John  Bermudez,  group  direc- 
tor of  enterprise  research  at  AMR,  a  Boston- 
based  market  analysis  and  consulting  firm 
serving  the  manufacturing  industry  world- 
wide. To  illustrate  this,  Bermudez  maps  a 
segment  of  the  key  relationships  connected 
to  a  single  product,  the  microprocessor  chip. 

•  Intel,  the  chip  manufacturer,  supplies 
IBM,    Hewlett-Packard    (HP)    and 


Compaq  —  and  much  of  the  rest  of  the 
PC  industry —  with  microprocessor  chips 
for  personal  computers,  all  of  which 
compete  for  market  share. 

•  In  turn,  IBM  supplies  disk  drives  to  HP. 

•  But  Intel  is  more  than  just  a  supplier  to 
the  PC  industry;  it  assembles  huge 
numbers  of  its  microprocessors  into 
supercomputers  that  compete  directly 
with  IBM  mainframes. 

•  To  add  to  the  mix,  the  circuit  board 
manufacturer  Solectron  supplies  IBM, 
HP  and  Compaq. 

•  In  this  set  of  relationships,  HP  and  IBM 
aren't  wholly  dependent  on  Intel;  how- 
ever, both  earn  greater  profits  from  sales 
of  computers  containing  their  propri- 
etary technology  than  from  PCs  using 
Intel  chips. 

At  a  glance,  this  example  seems  like  a 
jumbled  knot  of  dependencies  and  compet- 
ing interests.  But  the  picture  becomes  clear- 
er when  these  trading  relationships  are  seen 
as  separate  strands  of  the  supply  chain,  each 
requiring  attention.  In  this  way,  IBM,  Intel 
and  Solectron  can  be  seen  as  key  trading 


UPS  Uses  SynQuest  Software  to  Forecast  New  Service  Offerings 

New  service  offerings,  such  as  guaranteed  on-time  ground  delivery,  can  have  a 
significant  impact  on  United  Parcel  Service's  bottom  line  —  especially  given  the 
opportunities  provided  by  the  $70  billion  U.S.  package  delivery  market.  To  help 
decide  which  new  services  make  it  to  market,  UPS  uses  supply-chain  planning 
software  from  SynQuest  that  forecasts  revenues  and  profitability  of  new  offerings, 
rather  than  the  typical  orders  and  inventory  forecasts. 

At  any  given  time,  UPS  may  be  considering  dozens  of  different  business  sce- 
narios. Because  of  the  volume  of  scenarios  that  UPS  evaluates  every  day,  the 
SynQuest  software  is  often  run  more  than  once  a  day.  "We  enter  cost  drivers  and 
revenue  forecasts  for  each  new  initiative,"  said  Ed  Davenport,  UPS  manager  of 
long-range  strategic  analysis,  "and  the  software  provides  us  with  pro  forma  finan- 
cial statements,  allowing  us  to  more  easily  make  strategic  decisions." 

By  using  the  software,  UPS  has  reduced  the  average  time  to  evaluate  the  finan- 
cial impact  of  strategic  decisions  from  six  weeks  to  less  than  one  week.  The  com- 
pany has  been  using  the  software  since  1996,  and  most  of  the  major  initiatives 
introduced  during  that  time  have  been  evaluated 
using  the  software. 
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partners  in  a  supply-chain  thread  where  l 
goal  is  to  deliver  PCs.  And  while  IBM  i 
major  buyer  of  Intel's  microprocessors,  ma 
of  Intel's  other  customers  compete  direc 
with  IBM.  The  best  way  for  IBM  and  In1 
to  build  a  better  supply-chain  relationship 
to  focus  on  a  single  thread,  in  their  case,  oi 
based  on  the  delivery  of  microprocessors. . 
AMR's  view,  if  companies  are  to  mana$ 
these  complex  interactions  successfully,  th< 
will  need  to  weave  as  many  of  these  threai 
as  possible  into  a  unique  supply  chain. 

Many  Council  members  have  found  th« 
using  SCOR  to  sketch  the  threads  of  thei 
supply  chains  revealed  their  chains  to  be  mor 
complex  than  they  expected  —  which  is,  ii 
itself,  an  enlightening  experience.  "What  yoi 
thought  was  going  to  be  a  simple  process  turn: 
out  not  to  be,"  says  Bermudez.  "You  stanc 
back  at  this  tangled  web  and  say,  And  all  we're 
doing  here  is  making  a  simple  product?' 

The  Supply  Chain: 
Does  It  Really  Matter? 

In  general,  the  competitive  pressures  of  glob- 
alization are  a  compelling  reason  for  any  cor- 
poration to  pursue  supply-chain  manage- 
ment (SCM).  Yet  companies  often  have 
specific  objectives  that  spark  everything  from 
a  preliminary  look  at  supply-chain  concepts 
to  an  outright  reengineering  of  their  entire 
operation.  Some  of  the  difficulties  they  hope 
to  address  are: 

Short  Product  Life  Cycles:  The  rapid 
pace  of  computer  technology  has  brought 
shorter  product  life  spans  that  affect  every 
industry  with  a  high-tech  component  to  its 
products.  Similarly,  while  most  long-standing 
companies  stayed  in  business  for  decades  by 
manufacturing  an  unchanging  product  line, 
the  proliferation  of  competitive  goods  is 
forcing  them  to  innovate  rapidly  in  order  to 
differentiate  themselves  from  rivals. 

High  Product  Costs:  Cutting  costs  is  a 
perennial  concern  for  well-run  companies, 
but  a  new  economic  reality  has  dawned  on 
companies  in  certain  sectors:  Their  delivered 
products  are  way  too  expensive.  The  only 
way  to  achieve  the  cost  reductions  needed  to 
reach  less  affluent  customers  is  to  reengineer 
the  supply  chain. 


When  ASAP  Isn't 
Soon  Enough... 


Only  QAD  Offers  Industry-Specific  Solutions  for  Automotive,  Consumer  Products, 
Electronics,  Food  &   Beverage,  Industrial   Products,  and   Medical   Industries. 


Get  A  Y2K-Ready 
Solution  Now. 


ace  it,  the  year  2000  is  fast  approaching  and  you 
eed  to  get  your  now  ERF  solution  in  place  quickly. 
Jut  with  some  vendors,  there's  no  telling  when  you'll 
ee  results.  A  year  from  now,  two  years  from  now,  or 
naybe  never  is  no  way  to  run  a  business. 

Truth  be  told.QAD's  MFG/PRO"  supplyschain- 
jnabled  ERP  software  has  always  been  Y2K  ready. 
\nd  our  software  running  on  IBM  R.S/6000  and 
Netfinity  servers  is  ideal  for  midrange  to  large 
nanutacturing  companies  with  distributed  operations. 

What's  more,  w  hen  it  comes  to  rapid  deployment 
If  single  or  multisite  business  solutions  supporting 
16  to  1,000+  concurrent  users,  no  one  even  comes 
close  to   matching  our  record  for  fast  installations. 


In  less  time  than  it  takes  most  other  vendors  to  define 
your  requirements,  we  can  roll  out  complete  solutions 
that  will  take  you  into  the  next  millennium. 

Thanks  to  our  rapid  implementation  methodology, 
industry-specific  expertise,  and  global  alliances,  QAD 
systems  are  installable  in  four  months  —  more  than 
four  times  faster  than  the  industry  norm.  And  because 
of  the  proven  scalability  of  our  software  running  on 
IBM  UNIX  or  Windows  NT  servers,  additional  sites 
can  be  rolled  out  virtually  overnight,  no  matter  where 
they  are  located. 

So  if  you're  looking  for  quick  results  and 
ASAP  isn't  soon  enough,  call  the  people  who  really 
understand  the  need  for  speed. 


n 

QAD 

The  speed  to  run  your  business.™ 


QAD  GLOBAL  MARKETING    6450VIAREAL    CARPINTERIA,  CALIFORNIA  930 1 3  USA    TEL:+I  800  2 18  3434  X333  (USA  ONLY)  + 1  805  565  4333X333     WWW.QAD.COM 

©1998  QAD  Alt  rights  reserved.  QAD.  the  QAD  logo,  and  MFG/PRO  are  trademarks  or  registered  trademarks  of  QAD  Inc  The  IBM  logo  is  a  registered  trademark  and  the  IBM  Business  Partner  emblem  is  a  trademark  of  International  Business 
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Maintaining  Industry  Leadership:  Most 
companies  appreciate  the  logic  behind 
supply-chain  concepts  and  the  advantages 
sound  SCM  could  bring.  If  they  are  not  first 
to  embrace  it,  their  competition  will  be. 
Since  many  competitors  rely  on  the  same 
suppliers  and  customers  —  as  in  the  micro- 
processor example  —  those  that  are  fast  and 
first  to  align  with  partners  along  the  supply 
chain  will  win  the  battle  for  key  share  of 
market. 

Focusing  on  Core  Businesses:  Today's 
typical  company  is  staying  competitive  by 
spending  resources  on  what  it  does  best  — 
and  relying  on  the  supply  chain  to  handle 
the  rest.  Some  high-tech  electronics  firms, 
for  instance,  have  discovered  their  core  com- 
petency to  be  product  innovation,  rather 
than  circuit  board  manufacturing,  which 
they  then  subcontract  to  specialists.  The 
catch  is  that  more  complex  supply  chains 
need  oversight.  Reflecting  the  concept  of  a 
supply  chain  that  includes  "your  suppliers 
and  their  suppliers,"  the  high-tech  firm  may 
feel  it  has  an  important  stake  in  helping  to 
manage  the  relationship  between  its  board 


supplier  and  the  companies  that  furnish  the 
chips  and  other  materials  that  are  installed 
on  it. 

SCOR  to  the  Rescue 

To  help  business  leaders  focus  on  the  supply 
chain,  the  Supply  Chain  Council  oversaw 
development  of  the  SCOR  model.  Prior  to 
SCOR,  "there  was  no  common  terminolo- 
gy, no  way  that  companies  could  describe 
the  workings  of  the  supply  chain  or  articu- 
late their  problems,"  says  PRTM  s  Helming. 
The  goal  of  SCOR  is  to  provide  manufac- 
turers with  common  terminology  and  per- 
spectives to  describe  and  configure  their 
supply  chains,  as  well  as  the  metrics  they 
need  to  measure  their  success.  Although 
supply  chains  can  be  notoriously  varied,  the 
SCOR  model  encompasses  four  processes 
common  to  them  all  —  which  it  refers  to  as 
Plan,  Source,  Make  and  Deliver. 

Plan:  This  stage  requires  a  clear  under- 
standing of  demand:  What  does  the  market 
want,  and  how  is  a  company  going  to  array 
its  resources  to  satisfy  it?  This  can  span  plan- 
ning for  a  single  enterprise,  or  across  many 


Logility  Providing  Internet-Based  Collaborative 
Planning  Solution  for  Heineken 

Logility,  Inc.  develops,  markets,  installs  and  supports  state-of-the-art  software  appli- 
cations that  optimize  operations  throughout  the  value  chain.  Logility  Value  Chain 
Solutions  (LVCS)  software  cut  Heineken's  order  cycle  time  from  10-12  weeks  to  4- 
6  weeks.  Utilizing  HOPS  (Heineken  Operational  Planning  Systems),  developed  by 
Logility,  beer  distributors  can  plan  inventory  replenishment,  and  forecast  customer 
demand  via  the  Internet,  modifying  and  submitting  orders  using  a  Web  browser  and 
Heineken's  innovative  extranet. 

Using  criteria  such  as  historical  performance,  seasonal  trends  and  planned  pro- 
motions, LVCS  generates  orders  and  replenishment  recommendations  for 
Heineken's  distributors  —  allowing  them  to  spend  less  time  on  conventional  com- 
munications to  Heineken  and  more  time  selling  beer.  Andrew  Thomas,  director  of 
operations  planning  for  Heineken  USA,  agrees:  "This  program  enables  Heineken, 
or  any  company,  to  place  the  focus  of  its  entire  business  system  on  the  market- 
place, where  it  belongs.'' 

HOPS  utilizes  Logility's  award-winning  Demand  and  Supply  Chain  Voyager™  to 
share  forecasts  and  inventory  replenishment  plans  with  their  distributors.  LVCS 
uses  an  Oracle  database,  runs  on  Windows  NT  or  Unix*  and 
supports  all  types  of  Windows  clients.  For  more  information, 
call  800-762-5207  or  visit  www.logility.com. 


companies.  Plan  is  an  overarching  concepi 
that  stretches  across  the  SCOR  model's  othe  i 
.three  elements:  source,  make  and  deliver.  A 
such,  it  encompasses  plans  on  how  to  run  ;i 
factory,  manage  distribution  warehouses  anc 
make  purchases  from  suppliers. 

Source:  In  this  stage,  a  company  has  tc 
determine  where  the  raw  materials  and  sub- 
components will  come  from  that  are  needed  ( 
to  make  the  final  product.  Included  in  the 
process  are  such  steps  as  selecting  vendors, 
ordering,  receiving  and  monitoring  the  qual- 
ity of  goods  and  issuing  the  materials  for 
production. 

Make:  These  are  the  actual  steps  that  a 
company  takes  to  transform  raw  materials 
into  a  final  product,  and  it  is  essential  to 
spell  them  out.  Some  procedures  may  be 
quick;  others,  such  as  those  in  the  pharma- 
ceutical industry,  may  be  composed  of 
dozens  of  separate  processes. 

Deliver:  This  step  involves  providing  mer- 
chandise to  customers.  It  includes  taking 
and  filling  orders,  transporting  and  possibly 
installing  the  products.  Getting  "the  right 
product  to  the  right  place  at  the  right  time" 
is  critical  to  achieving  maximum  profitabil- 
ity and  maintaining  market  share. 

By  design,  SCOR  is  first  a  diagnostic  tool. 
It  can  help  a  company  clearly  understand 
how  it  does  business,  makes  decisions  and  is 
affected  by  each  supplier  relationship.  It  can 
also  help  companies  determine  the  appro- 
priate technologies  needed  to  support  best 
practices  in  supply-chain  management.  As  a 
company  begins  to  apply  these  four  basic 
concepts,  the  SCOR  model  delves  into 
deeper  levels  of  company  analysis.  In  all 
cases,  however,  the  Council's  advice  is  to 
view  the  supply  chain  as  an  integrated  whole 
—  rather  than  in  discrete  chunks.  "One 
needs  to  look  at  SCM  with  a  balanced 
perspective  and  approach  —  and  balanced 
solutions,"  says  PRTM's  Helming. 

In  addition  to  providing  a  simple  but 
powerful  way  to  describe  the  supply  chain, 
the  SCOR  model  helps  industries  compare 
their  performances  in  these  four  areas  against 
a  set  of  cross-industry  standards  called  "best 
practices."  Initially  culled  from  PRTM's 
Integrated  Supply  Chain  benchmarking 
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-;  dies,  and  since  augmented  from  the  col- 

;  5  ave  experience  of  Supply  Chain  Council 

i   mber  companies,  these  best  practices 

j  ve  as  qualitative  examples  or  how  supply- 

c4  iin  operations  can  be  improved.  "Its 

ely  the  case  that  a  company  is  world  class 

- i  all  four  SCOR  processes,  and  it's  rarely 

■  j  :  case  that  a  company  is  worst-in-class  in 

ea(   of  those  processes,"  says  Helming.  "The 

ck  is  to  select  the  point  of  focus  that's 

i  ing  to  yield  the  most  rapid  and  most  pow- 


erful return  for  your  investment." 

A  company  can  then  identify  the  process- 
es that  are  ripe  for  improvement.  One  elec- 
tronics distributor,  for  instance,  used  the 
SCOR  model  and  discovered  that  invento- 
ry levels  throughout  the  supply  chain  were 
far  higher  than  what  best  practices  might 
yield.  Unable  to  fix  the  problem  alone,  the 
company  offered  to  consult  with  its  cus- 
tomers free  of  charge  to  help  them  improve 
inventory  management.  The  result:  Within 


Supply  Chain  Management  at  Its  Best 

TECSYS  is  recognized  as  the  best  price/performance  provider  of 
distribution  management  software  solutions.  The  world's  leading 
integrated,  enterprise-wide  distribution  management  system, 
TECSYS'  EliteSeries  ensures  optimal  performance  from  the  exec- 
utive office  to  the  shipping  dock  and  beyond.  TECSYS'  clients 
include  Sprint  North  Supply,  Reynolds  Metals,  PC  ServiceSource, 

Steiner  Electric,  Shoppers  Drug  Mart  and  Dainty  Foods. 
"The  EliteSeries  reduced  our  time  for  report  generation  by  87%  and  our  paper 

costs  by  99%."  —  Sprint  North  Supply  ^^^^+*^  X.  -#■*.     ® 


Petrr  Brrrrton 
Prtsxdent  &  CEO 
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Enabling  Dynamic,  Customer -Centric  Supply  Chains 

Customer-focused  supply-chain  execution  has  emerged  as  the  key 
to  sustained  competitive  advantage  and  growth.  And  with  J.D. 
Edwards  SCOREx  (supply-chain  optimization  and  real-time  extend- 
ed execution),  broad,  robust  functionality  is  delivered  via  distrib- 
uted, network-centric  computing  —  making  it  easy  to  do  business 
the  way  your  customers  want. 
"We've  gone  beyond  client-server  to  truly  configurable  network  computing,"  says 
Dr.  Travis  White,  vice  president,  product  strategies  for  J.D.  Edwards.  "Our  J.D. 
Edwards  SCOREx  software  provides  not  only  a  more  comprehensive  look  at  your 
supply  chain,  but  also  the  ability  to  quickly  and  easily  alter  processes  within  it. 
We  push  you  well  beyond  the  boundaries  of  your  enterprise  to  your  suppliers,  dis- 
tributors and  clients  —  facilitating  rapid  changes  from  a  single  point  of  control." 
Based  on  the  company's  OneWorld  architecture,  J.D.  Edwards  SCOREx  is  designed 
for  networks,  not  individual  machines,  so  a  single  version  of  software  is  deployable 
universally:  "Any  server,  any  client,  anywhere,  anytime,"  says  White.  And  it  has  a  uni- 
form interface  for  all  applications. 

"We  have  a  large  functionality  footprint,"  White  adds, 
"and  what  we  don't  build  ourselves,  we  integrate  from  third- 
party  vendors.  We  provide  supply-chain  solutions  for  com- 
panies that  are  preintegrated  and  highly  interoperable." 


JDEdwards 

Enterprise    Software 

How  it  ought  to  be~ 


six  months,  delivery  performance  improved 
and  inventory  was  reduced  across  the  chain. 

Real-World  Results 

Although  many  companies  embrace  supply- 
chain  management  —  indeed,  some  now 
have  executive-level  positions  in  charge  of 
SCM  —  most  are  unable  to  measure 
whether  their  efforts  are  yielding  real  returns. 
New  research  by  PRTM  offers  some  con- 
vincing proof  that  they  are.  In  1997,  the 
firm  completed  its  most  recent  integrated 
supply-chain  benchmarking  study,  which 
provides  fact-based  performance  targets  for 
supply-chain  management  so  that  compa- 
nies can  tell  whether  they  have  improved  — 
or  not.  The  study  analyzed  the  performance 
of  165  technology-based  companies  and 
identified  those  practices  employed  by  the 
top  20%  —  the  best-in-class  (BIC)  compa- 
nies —  and  compared  them  with  lesser- 
performing  companies. 

The  companies  that  participated  reported 
total  annual  revenues  of  $  1 50  billion  and 
slashed  more  than  $2  billion  in  supply-chain 
costs  last  year,  according  to  the  study.  Not 
surprisingly,  the  bulk  of  the  savings  went  to 
the  BIC  companies. 

Highlights  from  the  1997  study  include: 

Costs:  BIC  companies  spend  5%  to  6% 
less  of  their  total  revenue  on  supply-chain 
management  costs  than  lesser-performing 
competitors.  BIC  companies  spent  6.3%  of 
total  revenue,  while  average  companies 
spent  1 1 .6%.  BIC  companies  with  sales  rev- 
enue of  $500  million  enjoy  savings  of  $  1 5 
million  to  $30  million  over  average  compa- 
nies in  their  sector. 

Inventory:  BIC  companies  hold  50%  to 
80%  less  inventory  (raw  materials,  work-in- 
progress  and  finished  goods)  than  their  com- 
petitors. One  key  to  low  inventory  is  an 
automatic  replenishment  program,  such  as 
Vendor  Managed  Inventory,  where  suppliers 
routinely  restock  materials  based  on  usage 
and  forecasted  customer  demand. 

Working  Capital:  Leading  companies 
have  a  40%  to  65%  advantage  over  average 
companies  in  the  "cash-to-cash  cycle"  —  the 
time  it  takes  for  cash  to  flow  back  into  a 
company  after  it  has  paid  for  production 
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materials.  BIC  companies  therefore  have 
more  working  capital  available  for  use  in 
other  areas  of  the  business. 

Delivery:  Top  companies  meet  their  com- 
mitted delivery  dates  94%  of  the  time,  com- 
pared with  8 1  %  for  average  companies.  The 
best  practices  behind  superior  on-time 
delivery  performance  include  just-in-time 
manufacturing,  outsourcing,  order  consoli- 
dation and  sharing  demand  information 
with  suppliers. 

Demand:  BIC  companies  are  better  pre- 
pared to  respond  to  swings  in  customer 
demand.  Among  process  manufacturers, 
BIC  companies  took  four  days  to  implement 
a  20%  sustainable,  unplanned  increase  in 
end-product  supply,  compared  to  26  days 
for  average  companies.  One  best  practice 
enhances  product  flexibility:  Modular 
designs  that  enable  build-to-order  and  con- 
figure-to-order  are  replacing  build-to-stcck. 

A  Case  for  SCOR 

When  a  $2  billion-a-year  global  manufac- 
turer of  nutritional  products  wanted  to 
expand  its  operations  and  increase  its  prof- 


itability, it  relied  on  the  SCOR  model  to 
chart  its  path.  The  company  was  under  enor- 
mous pressure.  The  U.S.  market,  its  princi-^ 
pal  source  of  revenues,  had  stopped  growing; 
nevertheless,  the  company's  parent  corpora- 
tion had  set  aggressive  annual  growth  targets 
of  a  5%  increase  in  productivity  and  a  15% 
rise  in  revenues.  Faced  with  this  situation,  the 
company  chose  to  grow  by  expanding  geo- 
graphically and  introducing  new  products. 

The  first  step  was  to  perform  an  exhaus- 
tive diagnostic  study,  using  the  SCOR 
model  and  the  four  concepts  of  plan,  source, 
make  and  deliver.  This  yielded  a  rich  report 
on  how  the  company  ran  ever}'  phase  of  its 
business,  both  in  North  America  and  in 
Asia,  its  targeted  market  for  growth.  In 
broad  terms,  the  study  showed  how  the 
company  forecasts  demand,  plans  manufac- 
turing, distributes  and  prices  products, 
sources  materials,  locates  facilities  and  uses 
technology  systems  to  support  and  manage 
the  supply  chain.  Using  SCOR  metrics,  the 
company  then  measured  its  current  perfor- 
mance against  competitors  and  also  against 
its  own  desired  performance. 


"As  power  shifts  from  building  products  to  marketing  them, 
manufacturing-focused  companies  are  turning  to  QAD  for  enabling 
technologies  that  quickly  match  customer  demand  to  product 
flow. " 
—  Pamela  Meyer  Lopker,  Chairman  and  President,  QAD 


Advanced  Planning  and  Scheduling  for  Mid-Range  Manufacturers 

QAD's  Factory  Optimization  PaQ  is  the  world's  most  elegant  and  cost-effective 
Advanced  Planning  and  Scheduling  (APS)  solution  for  single  sites.  It  quickly  moves 
you  from  what-if  to  what's  best  at  an  affordable  price.  Customer  satisfaction 
improves.  Expenses  shrink.  Revenue  grows. 

To  make  sure  you're  able  to  leverage  existing  infrastructure  investments, 
Factory  Optimization  PaQ  integrates  easily  and  elegantly  with  your  Enterprise 
Resource  Planning  systems. 

Factory  Optimization  PaQ  is  a  plant-level  component  of  QAD's  On/Q  Optimizer, 
an  optimized  APS  solution  that  extends  beyond  the  plant  to  include  supplier  and 
customer  supply  chains.  On/Q  extended  supply-chain  applica- 
tions target  dynamic  and  continuously  evolving  processes,  key 
areas  where  companies  create  branding  and  gain  competitive 
advantage. 

QAD 
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Although  the  benchmarking  reveale 
largely  well-run  supply  chain  in  the  U.S 
number  of  overall  gaps  were  identified.  Cen 
assets  —  ranging  from  factories  to  invent 
—  were  being  used  inefficiendy;  a  quantity 
products  was  routinely  damaged  in  tran 
total  supply-chain  management  costs  were 
high;  deliver)'  dates  were  not  always  met;  a 
the  ability  to  meet  unexpected  demand  was  1 
than  optimal.  Separately,  each  issue  may  hr 
seemed  minor,  but  added  together,  they  w 
truly  significant.  The  value  of  closing  t 
supply-chain  gaps  was  $80  million  — 
4%  of  the  company's  total  revenues. 

The  SCOR  model  also  helped  the  cor 
pany  delve  into  questions  about  its  plans 
grow.  Before  devising  its  expansion  stratej 
management  had  to  consider  a  central  que 
tion:  On  what  basis  did  the  company  hoi' 
to  compete  to  gain  new  market  shar: 
Would  it  stress  the  most  rapid,  reliable  deli- 
ery?  Would  it  try  to  become  the  lowe 
priced  product?  Although  the  company  w: 
specific  in  spelling  out  how  it  wished  t 
compete,  it  discovered  that  its  targets  well 
not  always  being  met.  In  order  to  compet 
in  Asia,  for  instance,  managers  said  the 
needed  timely  deliveries  98%  of  the  time;  i 
reality,  they  scored  only  92%  in  that  area. 

SCOR  was  also  used  to  sketch  out 
detailed  configuration  of  the  company 
existing  supply-chain  relationships,  and  ii 
this  way,  determine  which  suppliers  could  b> 
used  for  its  product  launch  and  where  nev 
suppliers  needed  to  be  found.  The  exercis< 
was  revealing:  For  a  multibillion-dollar  com- 
pany with  thousands  of  products  and  man) 
factories,  supply-chain  configuration: 
become  complex.  SCOR  allowed  managers 
to  easily  analyze  the  configuration,  then  use 
the  information  to  make  business  decisions 
rapidly  —  such  as  when  to  use  existing  facil- 
ities and  distribution  channels,  whether  to 
make  or  outsource  products  and  where  to 
locate  manufacturing  facilities  to  best  advan- 
tage. Overall,  SCOR  enabled  the  company 
to  better  meet  the  needs  of  the  various  mar- 
kets they  were  pursuing,  identify  "quick  hit" 
opportunities  and  trim  down  resource-drain- 
ing projects  not  aligned  with  new  company 
objectives. 


How  OneWorld  helped 

Pericom  put  Hs  finger  on  fhe  puke 

of  supply  chain  management. 


docs  a  leader  in  high-speed  circuits 
customer  satisfaction  a  jolt?  Pericom 
iconductor  Corporation  does  it  by 
mating  their  supply  chain,  from 
facturing  through  distribution  and 
i  office  financials.  With  OneWorld" 
rprise  software  from  J.D.Edwards. 
According   to   Dan    Wark,    V.P.   of 


Operations,  "We  wanted  a  partner  that's 
going  to  be  there  for  the  long  haul,  one 
that's  going  to  be  an  A-team,  top-tier  player. 
We're  very  pleased  with  having  chosen 
J.D.Edwards." 

Since  the  implementation  of  OneWorld, 
Pericom  finds  it  easier  to  short-circuit  problems 
and  keep  customers  wired  in.  Says  Wark, 

JDEdwards 

Enterprise    Software 

How  it  ought  to  be- 


"Now  customers  get  delivery  quotes  on-line 
and  we  can  easily  quote  the  status  of  any  order." 

The  result?  Less  waiting.  An  easier  way 
to  do  business.  And  much  happier  customers. 

That's  how  enterprise  software 
ought  to  be.  It  can  be  for  you,  too.  To  find 
out  more,  call  1-800-727-5333  or  visit 
www.jdedwards.com/customer. 


Dm  Wark 
VP  of  Op-rarunis 
rvom  Sinianidnttor  Corp. 


Copyrfhl '  J.D  hlj«rds  World  Source  Comply.  1998.  J.D.  1x1 «. 
sol  In-run  jtc  Irjdcrmksor  rv^wuvu  trjiktrurlcu\of  |.l)  Edward?.  \ 
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Making  Software  Click 

According  to  research  by  AMR,  last  year  the 
supply-chain  management  software  market 
grew  by  more  than  50%,  with  sales  exceed- 
ing $2  billion,  and  this  year  sales  are  expect- 
ed to  grow  even  more.  The  message  behind 
these  numbers  is  clear:  1 997  marked  a  turn- 
ing point  in  the  business  community's  inter- 
est in  supply-chain  management  and  in  its 
willingness  to  spend  huge  sums  on  the  soft- 
ware programs  that  support  it.  "Over  the 
past  several  years,  corporations  have  moved 
decisively  toward  packaged  applications," 
says  Bermudez  of  AMR. 

As  manufacturers  rapidly  pursue  supply- 
chain  concepts,  software  vendors  have  react- 
ed opportunistically  to  their  business  needs. 
This  has  led  to  major  activity  in  the  indus- 
try marked  by  mergers  and  acquisitions, 
heavy  R&D  investments  and  alliances  as 
vendors  seek  to  buy  new  capabilities  to  add 
dimension  to  their  product  offerings.  The 
highlights  include: 

APS:  The  biggest  developments  are  occur- 
ring in  the  advanced  planning  and  schedul- 


ing (APS)  market,  where  total  sales  revenue 
could  top  $1.5  billion  in  1998  —  a  92% 
increase  over  last  year.  While  APS  systems- 
are  expensive  to  implement  and  therefore 
undertaken  only  by  the  largest  corporations, 
these  same  vendors  will  soon  introduce  "lite" 
versions  of  their  products  to  tap  the  poten- 
tially huge  opportunities  in  the  smaller  mar- 
kets. APS  vendors  are  also  developing  new 
Internet-based  products  to  enable  collabora- 
tive planning  with  supply-chain  partners. 

Demand  Planning:  Demand  planning 
and  forecasting  vendors  are  moving  their 
technology  toward  an  integrated  supply- 
and-demand-chain  planning  process  model, 
according  to  AMR.  Through  this,  manufac- 
turers will  be  able  to  balance  their  supply  and 
demand  plans  to  maximize  efficiency,  prof- 
itability, customer  service  and  market  share. 
Last  year,  one  vendor  added  an  innovative 
feature  that  allowed  users  to  incorporate 
point-of-sale  (POS)  information  direcdy  into 
their  supply-chain  planning  processes.  This 
year,  companies  can  expect  to  incorporate 
stote-level  forecasting  and  replenishment  into 


Oracle  and  SCM 

Managing  Constraints  with  SCOR 

Globally  integrated  Enterprise  Value-Chain  Models,  coupled  with  superior  advanced- 
scheduling  and  planning  systems,  permit  management  to  exploit  the  value  chain 
by  identifying  value  activities,  represented  by  linkages  in  the  supply  chain. 

Oracle  applications  and  software  partners,  coupled  with  Oracle  industry  con- 
sultants and  SCOR  best  practices,  can  assist  customers  in  increasing  their 
ROI/ROE  and  reducing  inventory  and  operating  expenses. 

In  order  to  develop  a  successful  SCM  program  and  reach  their  goals,  it  is  essen- 
tial for  companies  to  know  where  the  "constraints"  are  in  the  system.  The  next  step 
is  to  use  SCOR  best  practices  and  technology  to  optimize  the  supply-chain  process. 

Oracle's  industry  approach  is  scientifically  based  on  processes  that  rely  on  the 
SCOR  model.  Together,  they  enable  a  systematically  run  supply-chain  company  to 
become  a  world-class  supply-chain  competitor. 

Oracle  can  help  your  company  do  this  —  NOW. 


ORACLE 

Applications 


the  full  supply-chain  planning  process. 

ERP:  The  enterprise  resource  plannl 
(ERP)  vendors  are  scrambling  to  increase  til 
presence  in  SCM.  ERP  applications  funcnl 
as  an  infrastructure  that  contains  all  of  i 
information  a  company  needs  to  operate  \ 
from  financial  information  to  customer  lis 
and  from  product  pricing  to  distribution  nul 
agement.  While  many  business  leadJ 
thought  they  could  satisfy  SCM  demands 
pursuing  ERP,  the  two  ideas  are  not  exacil 
coincident  because  the  scope  of  ERP  is  mud 
larger.  Currently,  many  ERP  vendors  a  I 
trying  to  deliver  some  level  of  APS  capabi] 
ties.  "This  will  serve  as  a  foundation  for  mo| 
advanced  capabilities,  such  as  supply-cha 
collaboration,"  says  Bermudez. 

Internet:  The  Internet  has  developed  to  dl 
point  where  it  is  now  a  significant  tool  for  crd 
ating  competitive  advantage.  By  using  day 
and  applications  over  the  network,  busines:! 
es  are  enhancing  their  ability  to  commun 
cate,  collaborate  and  respond  quickly  to  cud 
tomer  demands.  In  1998,  AMR  expects  thil 
trend  to  continue  with  companies  beginninl 
to  place  mission-critical  data  on  the  Internet! 
"The  maturing  of  the  Internet  has  led  to  | 
rapid  rate  of  change  for  vendors  offering  tool 
and  technology  to  build  and  deploy  Interne 
applications,"  says  Bermudez. 

Going  forward,  manufacturers  believe] 
their  input  will  help  software  vendors  devel- 
op the  best  next-generation  tools  for  supply- 1 
chain   management.  As  a  result,  man)  I 
Supply  Chain  Council  members  cite  the] 
opportunity  to  work  with  vendors  and  tol 
develop  the  required  software  for  supply- 
chain  improvements  as  a  reason  for  their 
membership.    Similarly,    most    vendors 
believe  that  the  concepts  and  standards  | 
developed  by  the  Supply  Chain  Council 
will  make  it  easier  for  them  to  create  inno- 
vative products. 

For  information  on  the  Supply  Chain 
Council  and  its  September  20-22  confer- 
ence, please  visit  http://www.supply-chain.org 
or  call:  412-781-4101. 

Lynn  Morrissey  is  a  freelance  business  writer 
based  in  New  York. 
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GREAT  PERFORMANCES  DON'T  JUST  HAPPEN 

It  takes  genius  to  create  a  masterpiece  in  music 
-  and  in  business. 

Orchestrating  all  the  players  across  the  supply  chain  with  strategic, 
tactical  and  operational  software,  SynQuest  is  optimizing  supply 
chain  performance.  Which  translates  into  lower  costs  and  greater 
profitability  for  our  customers. 

What  do  we  consider  a  great  performance? 


Delivering  office  furniture  products  in  two  days  while  the 
competition  takes  five  weeks.  Slashing  $72  million  out  of  a 
European  consumer  goods  supply  chain.  Driving  market  share 
up  for  a  sporting  goods  manufacturer  from  50  to  62  percent 
without  additional  capital  investment. 

At  SynQuest,  we  optimize  performance  for  our  customers 
around  the  world. 

TOGETHER.  ME  CAN  MARE 

THE  NEXT  GRERT  PEREORMRNCE  YOURS 

Call  us  for  your  free  copy  of  Performance  Optimized, 

a  guide  to  the  Financial  Optimization  of  complex  supply  chains. 

800.844.3228  (Europe  +31.0.183.610.610) 
www.synquest.com 
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SUPPLY  CHAIN    PERFORMANCE' 


value  chain  problems  are  complex 
but  the  solution  doesn't  have  to  be. 


ake  a  closer 
►  look  at  Logility. 
We  provide  the  complete 
solution  you  need  to  simplify 
your  value  chain  problems.  You 
see,  Logility  is  the  first  to  deliver    t/C^^^L 
true  collaborative  planning  via  the 
Internet.  Our  proven  formula  for  success 
helps  you  reduce  cycle  times,  improve  service, 
lower  costs  and  streamline  inventories.  This  all  adds 
up  to  the  fastest  possible  return  on  your  investment. 

Your  value  chain  management  doesn't  have  to  be  a  big 
problem.  The  answer  is  perfectly  clear.  Call  today  and  see  what 
Logility  Value  Chain  Solutions  can  do  for  you, 


Demand  •  Distribution  •  Manufacturing  «  Ware*  liportal 

800-762-5207   •  www.logility.com  •  email    asfe3bgility.com 
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jading  a  revolt  of  the  airline  business  traveler. 

lying  Buffett 


Howard  Banks 
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Buffftt 


sn't  sound  depressed 
his  paper  loss  of  over 
pO  billion  in  the 
lugust  market  crash.  In 
let,  he  can't  repress  his 
ithusiasm  tor  his 
fcrrt  investment. 

'Look,"      he      tells 
fORBES,   "I    drink  the 
K  C  okc  that  you  do, 
eat  the  same  McDon- 
lid's,    and    I    bet    our 
Rouses  are  not  that  dif- 
:rent.  But  the  big  dif- 
ierence  is  that  for  sure  I 
avel  one  hell  ofa  sight 
Bttcr  than  you  do!" 
He's  talking  up  Exec- 
utive Jet,  a  company  he 
ought  in  July  tor  Berk- 
shire    Hathaway     tor     ^^^B 
■>-2S  million.  Executive 
Jjet  operates  Netjets,  a  program  of 
fchared  ownership  of  business  ]ets. 

It's  based  on  this  pnnciple:  Private  jets 
are  a  great  convenience  ti>r  the  wealthy, 
but  o\\  ning  one  is  rarely  worth  the  cost 
because  your  plane  sits  idle  when  you 
are  not  using  it.  By  sharing  your  jet  with 
a  group  of  other  rich  folks,  you  bring 
the  cost  way  down  without  sacrificing 
any  of  the  luxury-on-demand. 

Executive  Jet  was  conceived  and  cre- 
ated by  Richard  T.  Santulli,  53,  a 
mathematician  who  was  head  of  Gold- 
man, Sachs'  Leasing  Corp.  Buffett 
expects  Santulli  to  do  for  business  avi- 
ation what  Fred  Smith  did  for  express 
package  delivery  witii  Federal  Express. 
"Smith  created  a  whole  new  business. 
FedEx  started  small  and  is  now  huge. 
Same  thing  will  happen  with  Executive 
Jet,"  says  Buffett. 

He's  got  a  point.  Right  now  the 
well-heeled  business  traveler  gets  the 
short  end  of  the  stick:  He  pays  many 
times  the  fare  leisure  travelers  pay,  but 
puts  up  with  the  same  rigid  schedules, 
crowded  airports  and  deteriorating  ser- 
vice. Buffett  sees  Executive  Jet  as  lead- 


Warren  Buffett,  happy  buyer  of  Richard  Santulli's  Executive  Jet 
"For  sure  I  travel  one  hell  of  a  sight  better  than  you  do!" 


ing  a  revolt  for  the  upper  end  of  the 
business  market  against  the  airlines. 

Buffett  has  been  an  unpaid  salesman 
for  Executive  Jet  as  well  as  an  enthusi- 
astic user  since  he  discovered  the  pro- 
gram in  1*995.  You  don't  have  to  be 
Buffett  rich  to  afford  to  use  the  Net- 
Jets  program,  but  you've  got  to  have 
some  pretty  big  bucks. 

The  smallest  stake  on  offer  is  a  one- 
sixteenth  share  in  a  seven-seat  Citation 
V  Ultra,  which  costs  $417,500  (it 
comes  with  a  buyback  at  market  prices 
after  two  years;  pre-market  crash  that 
was  around  $376,000)  plus  an  annual 
management  fee  of  $60,000.  This  deal 
provides  a  minimum  of  50  hours  flying 
at  $1,223  an  hour. 

That  will  allow  about  ten  typical 
round-trips  for  a  jet  this  size,  say  New 
York  to  Florida  and  back,  or  Washing- 
ton, D.C.  to  Dallas-Fort  Worth.  Figure 
total  operating  costs  for  the  50  hours 
Come  to  just  over  $121,000  a  year.  So 
if  you  take  along  four  pals,  such  a  trip 
works  out  to  about  $3,000  per  person 
per  round-trip  ticket.  That's  about  50% 
more  than  an  unrestricted  first-class  air- 


line ticket.  There  is,  however,  no  wait- 
ing at  ticket  counters  or  for  baggage 
and  no  worry  about  reservations.  And 
you  are  guaranteed  an  aircraft  within 
four  hours  of  deciding  to  take  a  trip, 
with  Netjets  providing  a  similar  craft  if 
one  of  its  own  isn't  available  on  time. 
Cost  rapidly  escalates  for  bigger  and 
fancier  jets,  of  course. 
Besides  Cessna  Citations 
for  shorter  ranges,  Net- 
Jets  operates  eight-seat 
Raytheon  Hawker  800s 
for  midrange  ($741,000 
for     a      one-sixteenth 
share,  plus  $1,648  an 
hour  and  an  annual  fee 
of  $75,000)  and  Das- 
sault Falcon  2000s  and 
Gulfstreams  for  longer 
flights.  The  same  deal 
for  the  ten-seat  Falcon 
2000  costs  $1,344  mil- 
lion,  plus   $2,160   an 
hour  and  an  annual  fee 
of  $120,000,  but  it  will 
fly       nonstop       from 
London  to  Saudi  Arabia. 
The  food  is  whatever 
you  want  to  order  for 
your  flight.  The  larger 
jets      have      gourmet 
kitchens  aboard.  Or,  it  can  be  smoked 
salmon  and  Sancerre  for  you  and  your 
wife  and  Fruit  Rollups,  Goldfish  and 
Capri  Sun  fruit  drink  for  the  kids.  And 
the  crew  treat  you  as  though  you  are 
the  full  owner,  especially  in  front  of 
guests. 

Right  now,  Buffett  has  a  different 
kind  ofa  deal:  He  owns  his  own  Chal- 
lenger. But  Buffett  has  enrolled  sever- 
al business  acquaintances  and  four 
family  members  into  the  shared  own- 
ership program.  "The  four  have  done 
around  850  flying  hours  between 
them  over  the  past  three  and  a  half 
years,"  he  says. 

If  Executive  Jet  is  such  a  hot  busi- 
ness, how  come  it  was  for  sale?  Back  in 
1995  Santulli  needed  capital  to  expand 
his  then-U.S.-only  operation  into 
Europe,  and  sold  25%  of  the  company 
to  his  former  employer,  Goldman, 
Sachs.  Wanting  to  cash  out,  while  San- 
tulli wanted  to  expand,  Goldman  was 
pressing  him  to  take  Executive  Jet 
public.  Santulli  asked  Buffett's  advice. 
Buffett's  response:  "Well,  what  if  I  buy 
the  company?" 
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Concluding  the  deal  took  less  than 
three  weeks  and  involved  next-to-zero 
poring  over  company  books.  Buffett's 
kev  question — "I  always  ask  it  to  myself 
on  every  deal,"  he  says — was  whedier 
Santulli  would  take  the  money  and  go 
sit  on  a  beach  or  stay  and  run  the  com- 
pany. Santulli  convinced  Buffett  he 
would  stay.  "I  still  think  of  it  as  my 
company,"  Santulli  says. 

This  cash-rich,  famously  knowl- 
edgeable investor  was  just  what  the 
doctor  ordered  for  Santulli.  He  wanted 
to  expand  fast  before  rivals  caught  on 
to  a  great  thing  and  started  crowding 
him.  In  this  kind  of  operation,  where 
capital  costs  are  high  (a  Dassault 
Falcon  2000  costs  $21. 5  million), 
expansion  eats  into  earnings.  For  a 
publicly  owned  company,  that  creates 
problems  of  shareholders'  becoming 
unhappy  because  lagging  earnings 
penalize  the  stock  price.  Buffett  is  con- 
tent to  watch  the  business  grow  and 
take  the  rewards  when  they  are  ready 
for  harvesting. 

So  far,  Executive  Jet  has  about  1 ,000 
customers  using  135  business  jets,  and 
it  manages  40  other  private  ones.  This 
year  it  is  expected  to  generate  S975 
million  in  revenues,  up  from  S 1 00  mil- 
lion in  1995.  But  this  is  nodiing  com- 
pared with  the  future:  On  order  are 
220  more  planes,  with  orders  for  60 
more  expected  shortly.  Total  cost  of  the 
planned  expansion:  S3. 8  billion. 

Right  now  the  program  is  available 
in  the  U.S.  and  Europe,  but  by  1999 
the  Middle  East  will  be  added,  and 
Santulli  plans  to  offer  a  service  in  Asia 
within  five  years. 

"Later,  we'll  use  the  Boeing  business 
jet  for  long-haul  flights  around  the 
world,"  says  Santulli.  Executive  Jet  is  in 
a  joint  venture  with  Boeing  to  market 
and  manage  part-ownerships  in  the 
Boeing-Netjets  program  that  adapts 
Boeing's  newest  737  to  business  jet  use. 

Aren't  Buffett  and  Santulli  worried 
that  the  stock  market  crash  will  put  a 
crimp  into  a  luxury  business  like  this? 
Yes,  but  they  expect  any  hit  to  be  far 
from  fatal.  Santulli  concedes  that  Net- 
Jets  is  not  necessarily  recession  proof. 
But  because  it  offers  guaranteed  fixed 
costs  and  performance,  he  says  it  is  a 
lot  less  likely  to  be  canceled  by  a  user 
feeling  the  pinch  than  a  wholly  owned 
business  jet,  which  often  is  the  first 
thing  to  go  in  a  financial  crisis.         H 


Called  in  to  rescue  database  vendor  Informix, 
Robert  Finocchio  took  an  ax  to  the  cost 
line.  Now  he  has  to  work  on  the  top  line. 

Is  Informix 
back? 


By  Nikhil  Hutheesing 

At  long  last  there  is  a  glimmer  of 
hope  for  Menlo  Park,  Calif-based 
Informix  Corp.,  a  database  company 
that  lost  its  head  last  year  after  he  was 
shown  to  have  presided  over  the 
improper  booking  of  S278  million  in 
revenues.  Now  a  new  chief  executive 
has  staunched  the  flow  of  red  ink  and 
is  attracting  new  customers. 

Why,  then,  has  the  company's  stock 
continued  to  trail  the  software  sector? 
It's  simple:  Wall  Street  assumes  that 
the  demand  for  databases  is  tapped 
out.  Sales  of  this  kind  of  software  grew 
30%  in  1996  but  only  10%  in  1997, 
according  to  Aberdeen  Group.  What's 
more,  the  giants  seem  to  have  grabbed 
the  turf:  Oracle's  databases  dominate 
Unix-based  servers,  IBM's  dominate 
mainframes  and  Microsoft's  stand  to 
conquer  Windows  NT  servers. 

Nonsense,  says  Informix's  new  chief 
executive,  Robert  Finocchio.  "If  you 
think  the  database  business  is  slowing 
down,  you're  wrong,"  he  says.  "The 
market  for  databases  will  only  grow, 
not  shrink.  Customers  want  improved 
performance,  they  won't  settle  for 
what  they  have.  And  companies  are 
not  done  buying  databases." 

That's  what  you'd  expect  him  to 
say.  But  Finocchio's  words  command 
respect  in  Silicon  Valley.  During  his 
nine  years  at  3Com,  he  played  a  big 
role  in  turning  it  from  a  small  seller  of 
PC  network  cards,  with  revenue  of 
$419  million  in  1990,  to  a  giant  net- 
working company  with  revenue  of 
$3.1  billion  in  1997. 

Since  coming  to  Informix  in  July 
1997,  Finocchio  has  sold  real  estate, 
producing  S60  million  of  cash.  He  cut 
costs  by  S200  million,  mostly  by  firing 
600  employees.  He  also  raised  $150 


million  selling  stock  and 
arranged  for  a  $75  million 
bank  line  of  credit,  which 
remains  untouched.  Most 
important  for  his  firm's 
credibility,  he  reformed  its 
accounting  practices,  so 
that  real  costs  and  rev- 
enues would  be  clear  to 
all.  In  the  last  three  quar- 
ters, it  has  broken  even  or 
made  a  small  profit,  hi  the 
first  half  of  this  year  it 
netted  $14  million  on  rev- 
enues of  $308  million. 

To  sell  more  product, 
Finocchio  organized  In- 
formix    around     three 
groups.  One  sells  high- 
end  transaction  software 
for  Informix's  standard 
relational  database,  used 
mainly  to  slice  and  dice 
standard  corporate  finan-   I 
cial  information.  Another  g 
group  specializes  in  data  | 
warehousing,  which  3 

makes  sense  of  all  sorts  of  | 
arcane  patterns — say,  the  § 
correlation  of  toothpick 
sales  and  olive  sales.  The  third  group 
works  on  E-commerce,  so  that  when 
Web  sites  start  doing  serious  business. 
Informix  databases  will  be  there  to 
keep  track  of  it  all. 

If  Finocchio  is  right,  and  companies 
indeed  come  to  rely  on  data  ware- 
houses more  than  ever,  then  his  com- 
pany's advantage  is  clear:  Informix  pro- 
grams scale  up  easily.  All  of  today's 
packages  can  handle  gigabyte  databas- 
es used  by  one  or  two  experts,  but 
tomorrow's  will  have  to  master  ter- 
abvte  monsters  accessed  bv  thousands 
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of  people  at  a  time. 

To  get  an  idea  of  how  Informix 
expects  database  software  to  evolve, 
consider  the  Web  site  of  Hyatt  Hotels. 
To  reserve  a  room,  you  plug  in  what 
you  want — the  size  of  the  bed,  the 
number  of  guests  and  die  length  of  the 
intended  stay.  The  database  will  com- 
pute the  price  and  give  you  a  written 
description  of  the  room  and  its  view. 

Now  imagine  how  Hyatt's  site 
might  look  with  Informix's  new  data- 
base, which  deals  in  images  as  well  as 
text.  You  could  get  a  180-degree  view 


from  your  hotel  window  and  decide 
whether  it  was  worth  an  extra  $  1 00  to 
see  the  oceanfront  instead  of  a  brick 
wall.  You  might  take  a  peek  at  what's 
on  the  buffet  table  in  the  dining  room, 
or  at  the  scene  in  the  hotel  pool. 

To  sling  pictures  as  well  as  text 
requires  what  is  called  an  object  rela- 
tional database,  which  Informix 
bought  into  in  1995,  when  it  spent 
S400  million  in  stock  for  Illustra  Infor- 
mation Technologies.  "They've  got 
the  technology,  and  it  works,"  says 
Aaron  Zornes,  research  director  at 


Stamford,  Conn. -based  Meta  Group. 

Few  companies  use  the  new  data- 
bases, but  Aberdeen  Group  says  they 
will  before  long.  It  projects  a  market  of 
$14  billion  by  2003. 

Object  relational  databases  cross- 
index  their  contents  in  a  hierarchy  of 
categories,  including  those  peculiar  to 
multimedia.  As  their  name  implies, 
they  mix  and  match  items  in  a  number 
of  distinct  databases.  An  insurance 
company  might  scan  a  photo  of  your 
damaged  car  into  its  digital  photo 
archive,  compare  die  damage  to  diat  of 
past  cases,  access  a  database  to  find  the 
part  that  needs  replacement  and  the 
list  price  of  the  part,  together  with 
labor  expenses.  Then  it  could  come 
back  with  an  estimate  of  what  it  would 
cost  to  fix  the  car. 

Because  all  the  subgroups  are 
searched  simultaneously,  instead  of 
serially,  as  in  standard  databases,  the 
new  technology  offers  an  edge  in  pro 
cessing  speed.  Users  may  prefer  the 
new  software  even  if  they  don't  need 
to  manipulate  graphics  and  audio. 

This  summer  Sabre  Group  Hold 
ings  moved  its  airline  reservation,  fare 
and  scheduling  system  from  Informix's 
standard  database  to  its  new  one 
Sabre's   system   can   estimate   what 
another  airline  charges  for  a  given 
route  on  a  given  day — a  trade  secret — 
by  piecing  together  publicly  available 
information.  A  process  that  would 
have  taken  tour  hours  to  complete  on 
the  old  database  now  takes  just  10  sec 
onds,  boasts  Brad 
Robert  Finocchio,       Jensen,  a  vice  pres- 
et! let  executive  of       ident  with  Sabre. 
I tiformix  Software  Informix       still 

A  second  chance     sells  a  lot  of  its  stan- 
for  Informix?  dard  databases,  but 

■■■■■  it  wants  to  make  it 

easy  for  users  to 
move  up.  To  that  end  it  has  rewritten 
the  standard  product  so  that  it  can  be 
transformed  into  an  object  relational 
database  with  the  addition  of  a  simple 
plug-in  program. 

Informix  has  recently  signed  on  a 
number  of  new  customers,  some  of 
whom  say  they  chose  it  over  Oracle. 
Among  them  are  the  British  Broad- 
casting Corp.,  America  Online,  Lucent 
Technologies  and  Calvin  Klein. 

It  may  be  too  soon  to  claim  that 
Informix  is  out  of  the  woods  entirely, 
but  Finocchio  is  off  to  a  good  start.  1M 
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It's  not  exactly  rocket  science  that  James  Wilson  has  applied 
to  Cordant  Technologies.  Just  prudent  diversification. 

Thiokol  needed  a  booster 


By  Subrata  N.  Chakravarty 

At  11:39  a.m.  on  Jan.  28,  1986,  mil- 
lions watched  in  horror  as  the  Chal- 
lenger turned  into  a  fireball,  killing  all 
seven  aboard.  A  lengthy  investigation 
would  later  criticize  the  National 
Aeronautics  &  Space  Administration 
and  the  builder  of  the  solid  fuel 
booster,  Morton-Thiokol,  for  lax 
attention  to  safety. 

In  part  as  a  result  of  that  trauma, 
Morton  and  Thiokol  have  since  each 
gone  their  own  way,  splitting  into  two 
companies,  and  Thiokol  became  Cor- 
dant Technologies  last  May.  Cordant 
continues  as  the  sole  supplier  of  the 
solid-fuel  boosters  for  the  space  shut- 
tle and  has  just  announced  the  best 
year  in  its  history,  with  revenues  of 
$1.8  billion  and  net  income  of  $119 
million — $3.15  per  fully  diluted  share 
for  the  June  fiscal  year. 

Cordant's  chief  executive,  James 
Wilson,  joined  Salt  Lake  City-based 
Thiokol  as  chief  financial  officer  in 
July  1989,  just  a  couple  of  days  after 
the  spinoff  from  Morton  took  effect. 
Memories  of  the  Challenger  disaster 
were  not  the  worst  of  its  problems. 
Morton  had  loaded  the  company 
down  with  debt — about  50%  of  total 
capital,  Wilson  recalls — and  operating 
margins  were  poor.  By  concentrating 
on  cash  flow  and  reducing  the 
number  of  divisions,  Wilson  quickly 
cut  debt  and  improved  margins. 

Later  that  year  the  Berlin  Wall  came 
down  and  the  Cold  War  started  to 
wind  down,  reducing  the  demand  for 
defense  projects  like  the  MX  ballistic 
missile,  tactical  missiles,  submarine- 
launched  missiles  and  munitions  pro- 
grams on  which  Thiokol  had  relied. 

"There  wasn't  much  we  could  do 
about  it,  other  than  manage  the 
downsizing  efficiently,"  says  Wilson 
with  a  grimace.  "We  took  out  thou- 
sands of  people.  But  even  during  a 
very  difficult  time,  we  were  able  to 
keep  our  operating  margins  at  very 
good  levels,  with  high  cash  flow." 


That  and  try  to  reduce  its  depen- 
dence on  government  programs.  "We 
decided  to  try  to  carefully  diversify 
without  going  too  far  afield,"  says 
Wilson.  "We  have  no  basis  to  assess  an 
electronics  company,  let  alone  run  it. 
So  we  came  up  with  a  framework  of 
things  that  would  fit:  things  that  were 
engineered,  something  you  could 
touch  and  kick  and  understand." 

Thiokol  had  been  down  this  road 
before.  In  the  1960s  it  had  diversified 
into  such  things  as  tracked  snow  vehi- 
cles. Then  came  a  let's-focus-on-our- 
core-business  phase.  Now,  in  1991, 
Thiokol  was  once  again  ready  to  make 
a  stab  at  a  new  line  of  business. 

Late  that  year  it  bought  Huck,  a 
maker  of  industrial  fasteners  used  in 
trucks,  railcars  and  aircraft.  "Huck 
was  an  order-taker,"  Wilson  says. 
"They  were  technically  very  good, 
but  they  were  somewhat  high-cost 
and  they  were  arrogant."  Wilson  fired 
most  of  the  top  management  of  the 
division  and  forced  Huck  to  be  more 
attentive  to  customers.  Revenues  have 
grown  steadily,  more  than  doubling 
to  $354  million  in  1998,  while  mar- 
gins have  almost  tripled,  to  14.5%. 

In  1995  Thiokol  wanted  to  buy 
Howmet,  the  world's  leading  maker 
of  precision-cast  blades  for  jet  engines 
and  gas  turbines.  Though  larger  than 
Thiokol,  it  earned  significantly  less,  so 
there  was  great  scope  for  improve- 
ment. But  Wilson  was  concerned 
about  the  debt  Thiokol  would  have 
on  its  books.  "We  thought  it  might 
take  $1  billion  to  buy  [Howmet],"  he 
says.  "We  weren't  sure  we  were  will- 
ing to  bet  the  whole  company  on  one 
acquisition." 

So  Wilson  found  a  partner:  To 
avoid  having  to  consolidate  Howmet, 
Thiokol  bought  49%  of  the  company 
for  $150  million  in  1995.  The  Carlyle 
Group,  an  investment  company, 
bought  51"  but  gave  Thiokol  an 
option  to  bu\  Carlyle  out. 


Then  Thiokol's  management  went 
to  work  with  Howmet's  to  improve 
margins  and  cut  debt  in  that  business 
as  well.  The  buildup  in  the  commer- 
cial aircraft  business  helped,  and  since 
1996  margins  have  more  than  dou- 
bled, to  14%.  Continuing  Wilson's 
creeping  acquisition,  the  Carlyle 
Group   sold    13%   of  Howmet   to 
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liokol  for  SI 83  million  last  year  and 

ither  15%  to  the  public.  Wilson  can 

Carlyle's    remaining    23%    at 

ket  price  from  December  1999. 

■  With  its  ownership  at  62%  Thiokol 

Lnsolidated  How  met,  in  the  process 

mbling  the  size  of  the  company.  It 

this  change  that  led  to  the  name 

from  Thiokol  to  Cordant. 


certainly  know  our  product,  having 
sat  on  top  of  it,"  says  Crippen,  61, 
wryly.  With  revenues  now  stabilized, 
operating  income  of  the  unit  has 
more  than  tripled  in  the  past  two 
years  because  of  Crippen's  cost-cut- 
ting and  consolidation  efforts. 

Now  new  business  is  coming  in. 
"We'd  been  in  a  downsizing  mode  for 


Cordant's  rocketry  business  is  still 
under  the  Thiokol  name.  Thiokol 
Propulsion  Group's  president  is 
Robert  Crippen,  a  former  astronaut 
who  flew  four  missions  on  the  space 
shuttle,  served  on  the  Challenger  acci- 
dent investigative  team  and  gave  the 
final  go-ahead  for  the  launch  of  the 
first  post-  Challenger  shuttle  fight.  "I 


so  long  that  morale  was  not  the  best," 
says  Crippen.  "We're  turning  that 
around.  We're  actually  in  a  hiring 
mode  because  we're  starting  to  suc- 
ceed in  winning  new  business." 

Last  year  the  Thiokol  Propulsion 
Group  won  the  contract  to  renew  the 
solid-fuel  engines  of  the  nation's 
Minuteman  ballistic  missiles.  It  is  also 


working  on  a  new  Trident  II  subma- 
rine-launched missile. 

Here  again  the  Challenger  tragedy 
has  had  an  impact,  but  not  in  the  way 
one  might  imagine.  Thiokol's  shuttle 
contracts  are  unaffected,  but  the  mis- 
sion of  the  shuttle  has  changed.  "One 
of  the  decisions  made  at  the  accident 
[investigation]  was  that  commercial 
payloads  would  be  flown  on  expend- 
able launch  vehicles,"  says  Crippen. 
That  makes  for  fewer  shuttle  flights — 
and  fewer  shuttle  booster  sales. 

Most  of  Thiokol's  hope  for  future 
growth  lies  in  the  commercial  launch 
business:  Boeing's  Delta  launch  vehi- 
cles and  Lockheed  Martin's  Adas  rock- 
ets. With  dozens  of  satellites  being 
launched,  especially  by  the  communi- 
cations industry,  the  potential  is  good. 
"We  think  there  will  be  a  replacement 
market  developing  as  satellites  fail  one 
at  a  time,"  says  Wilson.  "They  can't 
launch  six  at  once,  and  they're  not  all 
going  to  fail  at  the  same  time." 

Cordant  today  has  a  number  of 
what  Wasserstein  Perella's  Wolfgang 
Demisch  calls  "annuity  businesses," 
ranging  from  its  shuttle  contracts  to 
the  replacement-parts  business  of 
1  low niet's  turbine  blades  and  vanes, 
which  exceed  its  original  parts  busi- 
ness. It  has  a  strong  balance  sheet, 
high — and  growing — margins  and 
prospects  for  growth.  Yet  at  $36.44, 
the  stock  sells  at  less  than  1 2  times  its 
just-announced  earnings  and  a  bit 
over  9  times  Demisch's  $3.83  per 
share  estimate  for  1999.  That,  says 
Demisch,  is  low  even  for  the  lightly 
regarded  aerospace  group. 

In  short,  Cordant  has  found  a  mis- 
sion for  itself  in  the  post-Cold  War 
era,  depending  far  less  on  government 
contracts.  In  fiscal  1991,  51%  of  the 
company's  profit  came  from  space 
programs  and  the  rest  from  defense. 
With  the  addition  of  Huck  and 
Howmet,  space  now  accounts  for  21% 
and  defense  for  16%  of  Cordant's 
business.  Commercial  business  is  a 
solid  63%.  "Our  vision  for  the  com- 
pany is  having  three  or  four  business- 
es that  have  high  technology  and 
highly  engineered  products  that  sell 
only  to  large  companies,"  says  Chief 
Executive  Wilson.  "All  three  of  our 
businesses  are  the  technology  leaders 
in  their  particular  niches." 

An  unheralded  job  well  done.     WM 
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The  U.S.  Treasury  issues  loads  of  $100  bills. 
How  come  one  rarely  sees  them? 

Going 
underground 


By  Peter  Brimelow 

When  did  you  last  see  a  hundred-dollar  bill?  "I 
can't  remember  the  last  time  I  was  standing  in 
line  behind  somebody  using  one,"  says  Bruce 
Bardett,  senior  fellow  at  the  Dallas-based  Nation- 
al Center  for  Policy  Analysis.  "You  just  don't  see 
them.  Stores  don't  like  them.  ATMs  don't  issue 
them.  Cash  registers  don't  even  have  slots  for 
them." 

Yet  century  notes  now  make  up  nearly  two- 
thirds  of  the  value  of  currency  in  circulation,  up 
from  a  fifth  30  years  ago  (see  chart). 

This  is  partly  due  to  inflation.  A  hundred -dollar 

Research:  Edwin  S.  Rubenstein, 

research  director,  Hudson  Institute,  Indianapolis 

edwinr@hii.hudson.org 


bill  is  now  the  equivalent  of  $18  in  1960s  mon  ■ 
But,  inflated  or  not,  where  are  they? 

In  a  recent  ncpa  paper,  Bartlett  suggests  thl 
the  mysteriously  missing  hundred-dollar  bills  m 
be  seen  as  a  proxy  for  the  underground  econonJ 
Cash  is  king  not  just  in  the  drug  trade  but  in  t  j 
many  informal  transactions  that  Americans 
tactfully  hide  from  the  Internal  Revenue 
Service. 

These  informal  transactions 
are  on  the  rise  again, 
as  might 


'61        '62       '63       '64       '65       '66        67        '68 

.vs  consistent  percentage  increase  as  straight,  upward-sloping  line. 
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expected  after  the  big  Clinton/Bush  boosts  in  mar- 
lal  income  tax  rates.  Estimated  unreported  income  has 
jen  increasing  since  the  late  1980s,  when  the  Reagan- 
tax  reforms  started  to  unravel.  A  similar  surge  in  unre- 
frrted  income  occurred  at  the  end  or"  the  previous 
^cade,  following  the  unlegislated  rate  increases  that 
jcurred  when  inflation  pushed  people  into  higher  tax 
jackets. 

lificantly,  individuals  in  the  U.S.  now  appear  much 
[>s  likely  to  earn  income  underground,  perhaps  because 
(ithholding  bv  employers  has  made  it  difficult.  Business- 
are  10  times  more  likely  not  to  report  a  dollar  of 
come,  possibly  because  it  is  more  often  in  cash.  Farm 
»llars    not  shown)  are  15  times  more  likely  to  be  plowed 
ider  where  the  irs  can't  find  them. 
Hundred-dollar  bills  are  among  the  U.S.'  principal 
sports,  too.  Remarkably,  over  half  of  the  S400 
illion  U.S.  currency  in  circulation  is 
leld  abroad,  in  places  like 
latin    America     in 


the  late  1980s)  and  Russia  (now).  Recendy,  the  bulk  (over 
80%)  of  any  increase  in  U.S.  currency  has  been  immedi- 
ately emigrating  abroad.  Hundred-dollar  bills  are  espe- 
cially nomadic. 

This  is  great  for  die  U.S.  Treasury,  which  gets,  in  effect, 
an  interest-free  loan  from  dollar-holding  foreigners.  But 
competition  looms:  The  ncpa's  Bartlett  notes  that  the 
European  Union  plans  to  issue  500-euro  notes  when 
member  currencies  merge  next  year.  Worth  about  $500  $458 
each — five  times  the  largest  U.S.  note  in  circula- 
tion— they  appear  to  be  an  explicit  bid  for 
the  business  of  the  world's  under- 
ground economy.  H 


14% 

12 
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The  income  gap 

Amount  by  which  Americans  understate 
their  income  expressed  as  a  proportion 
of  adjusted  gross  income. 


Sharp  surge  follows  increasing 
marginal  tax  rates. 


Hill 


'47       '50 


Portion  of  the  income  gap 
contributed  by  business 


'60 


70 


'80 


'90  '95 


Note:  Unreported  income  is  estimated  by  subtracting  adjusted  gross  income  as  reported 
to  the  IRS  from  an  estimate  of  such  income  based  on  Commerce  Department  data. 
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Source:  Treasury  Bulletin,  various  issues. 
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In  today's  entertainment  business, 
it's  the  bright  young  minds 
creating  marketable  content 
who  are  getting  rich  and  powerful. 

Hollywood's 

idea  . 
moguls 


By  Robert  La  Franco 

Kevin  Williamson,  Hollywood's  hottest 
writer-producer  of  the  moment,  was  in 
mid-banter  when  an  aide  popped  into  his 
office.  Bob  Weinstein,  the  powerful 
cochairman  of  Walt  Disney's  Miramax 
Films,  was  on  the  phone. 
"Does  he  know  I'm  here?"  Williamson  asked.  "Good. 
Tell  him  I'll  call  back  as  soon  as  you  find  me." 

Why  didn't  this  33-year-old  phenomenon  drop  every- 
thing for  a  studio  mogul?  He  didn't  need  to.  He  already 
has  Weinstein's  signature  on  a  three-year,  $35  million 
guaranteed  development  deal. 

Work-for-hire  scriptwriter  is  not  his  job  description 
anymore — he's  one  of  the  powerful  new  breed  of  Holly- 
wood talent — a  "hyphenate,"  as  in  "writer  hyphen  pro- 
ducer." In  the  last  four  years,  Williamson,  a  onetime  high 
school  loner,  has  taken  Hollywood  by  storm  with  a  very 
marketable  literary  gimmick:  self-absorbed  youngsters 
who  speak  in  adult  psychobabble.  Since  1996,  when  his 
Scream,  a  slapstick  take  on  teen  slasher  flicks,  debuted, 
the  four  movies  he's  written,  produced,  directed  or  just 
been  adviser  for  have  collectively  grossed  more  than 
$500  million  at  the  box  office.  Three  more  are  in  the 
works.  Before  he  turns  40  Williamson  will  have  earned 
more  than  $100  million  from  a  10%  cut  of  his  movie 
creations. 

But  that's  not  the  real  pot  of  gold.  His  first  TV  series, 
Dawson's  Creek,  is  now  a  signature  si  ow  on  Time 
Warner's  hot  WB  network.  And  before  the  love-tossed 
youngsters  of  that  sen.' I  hive  mewed  on  to  adult!  iod, 
Williamson  will  have  other  fare  aimed  at  the  highly 
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A  show  about  nothing, 
worth  a  lot  of  something 


| 

4  J| 

Kevin  Williamson  and  his  million- 
dollar  icon.  Small  screen,  big  bucks 
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Seinfeld  is  the  single  most  profitable  piece  of 
entertainment  of  all  time.  How  did  the  self-pro- 
claimed show  about  nothing  manage  such  a 
feat?  It  became  the  must-see  TV  of  its  genera- 
tion, snagging  almost  $200  million  in  annual 
ad  revenue  for  NBC  in  its  later  years.  Then  it 
landed  close  to  $1 .7  billion  in  syndication 
sales.  Here's  a  look  at  the  pockets  it  lined. 

NBC:  Earned  about  $15  million  from  some 
$180  million  in  revenues  in  the  last  season 
alone.  Counting  all  nine  seasons  and  deduct- 
ing estimated  ad  costs,  the  take  was  probably 
about  $400  million,  plus  untold  profits  in 
ancillary  ad  sales  and  publicity. 
Castle  Rock  Entertainment:  A  $600  million 
profit.  In  1995,  with  110  episodes  filmed  and 
banked,  Castle  Rock  got  $3  million  per 
episode.  This  year,  with  a  total  of  200 
episodes,  it  earned  another  $6  million  per 
episode. 

Columbia  TriStar:  A  15%  cut  went  to  the  dis- 
tributor, totaling  $250  million  from  the  syndi- 
cation sale. 

Jerry  Seinfeld:  More  than  $100  million  in  fees 
from  the  network  run  and  another  $250  mil- 
lion from  the  syndication  sale. 
Larry  David:  A  modest  producer  fee,  probably 
totaling  $20  million;  plus  a  50/50  syndicatior 
split  with  Seinfeld,  or  another  $250  million. 
Michael  Richards,  Jason  Alexander,  Julia  Louir 
Dreyfus:  The  final  year  each  earned  $600,f 
per  episode,  a  $15  million  payday  for  the 
season,  or  about  what  each  had  totaled  f     he 
entire  eight  previous  years. 
Howard  West  and  George  Shapiro:  A  sra&l  fee 
for  "executive  producing,"  maybe  $5      lion 
over  the  life  of  the  run,  plus  a  5%  cui    >  the 
syndication  sale  (worth  son  a  $8  mil   ..i). 

-R.L 
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desired  18-to-34-year-old  audience. 

Says  he,  eyeing  a  television  sitcom  project:  "You  can 
make  so  much  more  money  in  television;  it  dwarfs  the 
movie  business." 

He's  not  boasting.  Nor  is  he  miscalculating.  Take  a 
look  at  the  Forbes  Top  40  this  year.  Half  of  the  top  ten 


names  on  the  list  are  creators  or  st 
of  television  shows.  Fifteen  of  the 
are  paying  for  their  beach  houses  I 
television  riches.  Ten  years  ago  th 
were  five. 

In  media — and  in  the  general  ec« 
omy — the  idea  is  king.  In  films — a-' 
even  more  so  in  television — wh 
increased  competition  has  been  fit 
ously  bidding  up  the  cost  of  hits,  cc 
tent  sells.  Williamson  himself  v 
likely  vault  into  the  top  ten  in  a  y< 
or  two.  Not  bad  for  the  son  of  a  ca; 
strapped  North  Carolina  commen 
fisherman.  Living  in  near-poverty 
his  teens,  Williamson  pounded  t 
pavement  in  New  York  and  Holl 
wood  for  acting  jobs  in  his  20s.  F 
first  writing  effort,  a  gory  short  t; 
of  date  rape  and  the  injustice  of  beii 
a  teenage  outsider,  earned  him  ; 
"F"  in  a  high  school  English  class.  I 
still  reads  Mad  magazine. 

Today  he's  on  location  with  t 
Dawson's  Creek  cast  in  the  Carolina 
in  the  movie  editing  suites  of  L» 
Angeles,  or  in  a  bustling  Hollywoc 
office  scribbling  some  new  dialogu 
His  second  hour-long  series,  Wax 
land,  premieres  on  ABC  next  yea 
And  if  the  sitcom  he's  developin 
performs  as  well  as  the  rest  of  hi 
work,  his  30%  cut  of  receipts  will  be  worth  hundreds  < 
millions.  Sitcoms — cheap  to  produce,  easy  to  syndicat 
and  easily  digestible  for  impatient  audiences — are  th 
mother  lode  of  TV. 

It's  hardly  high  art,  but  in  a  country  stocked  with  3 
million  free-spending  teens  and  people  who  just  thin 


A  rich  history  E*Z 


From  /  Love  Lucy  to  Ally  McBeal, 
Howdy  DoodyXo  South  Park, 
Lawrence  Welk  to  MTV,  Dragnet 
to  The  X-Files,  Cronkite  to 
CN1":    -TV  has  come  a  long  way 
in  i  half-century.  But 

Chan,  and  content 

seem  ,  an  old  black- 

and-wiv.  ,ole  when  you 

look  at  i      eal  revolution  in  the 
busing       ie  billion-dollar 
deals,     jworlf    ide  distribu- 
tion, the  empire-making  profits. 
Take  a  look  a      e  milestones. 


Commercial  TV  begins 
in  earnest  with  NBC, 
ABC  and  CBS  moving 
radio  talent  to  televi- 
sion. The  Golden  Age  of 
Television  begins  when 
NBC  airs  the  Kraft  Tele- 
vision Theatre  live 
drama  series. 


1948 


600.000  televisions  receive 
signals  from  45  TV  stations  in 
the  U.S.  Milton  Berle  draws  92% 
of  the  audience  as  star  of  NBC's 
Texaco  Star  Theatre. 


1950^ 

Your  Show  of  Shows 
and  a  year  later 
I  Love  Lucy  begin 
airing.  Berle's  share 
drops  to  81%.  Oesi 
Arnaz  convinces  Lucy 
sponsor  Philip  Morris 
to  let  his  Desilu  Pro- 
ductions film  the 
show  live  in  Holly- 
wood with  three  cam- 
eras— and  distribute 
it  on  film  later. 
Library  of  shows  sets 
stage  for  syndication 
annuity  still  earning 
more  than  $100,000 
per  episode  today. 
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X;  them,  Williamson's  creations  are  candy  for  television, 
frtere  networks  and  advertisers  have  little  appetite  for 
a*  one  even  remotely  close  to  wrinkles, 
r  (These  are  indeed  gilded  days  for  TV's  idea  talent. 
Punk  six  national  networks,  164  cable  channels,  400 
faiependent  television  stations  and  a  digital  future  that 
jiomises  an  even  greater  fragmentation  of  the  viewing 
Idience. 

•  jln  a  way,  it's  just  the  concentrated  payoff  from  an 
■brmation  economy,  where  distribution  (in  this  case  the 
liidios  and  the  networks)  risks  being  commodified  while 
lie  benefits  of  technology  flow  to  those  who  own  the 
ftntent.  That's  why,  down  the  food  chain  from  the 
jticrosofts  and  the  AT&Ts,  through  the  TCIS  and  newer 
Klivery  channels  such  as  Yahoo!,  big  money  is  going 
Woking  for  stuff  to  serve  up  to  the  world's  waiting  eyes 
iid  cars. 

[i  "All  the  networks  are  nothing  but  distribution  vehi- 
Bes,"  says  Viacom  Chairman  and  CEO  Sumner  Redstone. 
lake  away  the  hits  and  they  lose  money.  People  don't 
latch  distribution." 

I  Redstone  would  know.  His  Comedy  Central  joint  ven- 
ue with  HB()  was  ailing  until  it  started  airing  the  hit  ear- 
on  South  Park.  Within  a  year  ratings  were  up  30%  and 
letwork  subscriptions  up  by  nine  million.  In  the  three 
basons  since  Dawson  s  Creek,  Huffy  the  Vampire  Slayer 
nd   ~tb  Heaven  began  airing  on  the  WB,  ad  revenue 
jripled  to  $300  million.  Losses  will  drop  a  third  by  next 
leason. 

.  Consider  this:  In  just  nine  years  as  a  property,  the 
jitcom  Seinfeld  has  netted  close  to  $1.7  billion  in  profits. 
ha  cbinjjl  The  most  profitable  single  piece  of  enter- 
tainment in  history — far  more  profitable  than  Cosby,  a 
vedecessor  hit  from  the  1980s.  More  profitable  than 
Jurassic  Park.  More  profitable,  even,  than  Titanic,  the 
biggest-grossing  movie  of  all  time. 

And  where  does  all  that  booty  go?  Castle  Rock  Enter- 
tainment, the  show's  producer,  And  Columbia  TriStar, 


More  money  than  Spielberg? 

A  smart  team  of  two 
former  ABC  executives 
has  earned  a  bigger 
bankroll  in  TV  than  Holly- 
wood's mighty  Steven 
Spielberg  has  made  in 
movies.  Chalk  it  up  to 
entrepreneurial  spirit — 
and  the  overflowing 
bounty  of  television.  In 
1981  Marcy  Carsey  and 
Tom  Werner  formed  their 
own  business  so  that  they 
could  own  Cosby  and  the 
other  television  hits  they 
created  and  produced,  rather  than  just  turn  them  over  to  a 
studio  and  sign  away  future  profits.  Spielberg,  until  he 
formed  DreamWorks  SKG  with  David  Geffen  and  Jeffrey 
Katzenberg  in  1994,  was  really  just  a  very  well  paid  employ- 
ee. This  year  number  three  on  the  Forbes  Top  40,  and  having 
a  net  worth  of  $1.6  billion,  Spielberg  isn't  suffering  much. 
But  Carsey-Werner  has  been  quietly  outearning  the  movie 
mogul  over  the  past  14  years.  The  company,  which  was  once 
the  acquisition  target  of  Universal  Studios,  is  now  worth  $1.2 
billion,  probably  more.  Here  is  the  Forbes  estimated  break- 
down of  the  top  properties  and  what  they  earned.  -R.L. 


CARSEY-WERNER 

Cosby.  $442  million 
A  Different  World:  $138  million 
Roseanne-.  $579  million 
3rd  Rock:  $372  million 
Grace  Under  Fire:  $108  million 

Total  Earnings 

$1,639  billion 


SPIELBERG 

Jurassic  Park:  $302  million 
The  Lost  World:  $277  million 
Back  to  the  Future-.  $360  million 
Schindler's  List:  $116  million 
Other:  $504  million 

Total  Earnings 

$1,559  billion 


51 


signs  30-year  contract  guaran- 
;  hirfi  $200,000  per  year  whether 
r  or  not 


154 


Jisney  makes  a  deal  with  ABC  to 
ice  an  hour  of  programming  that 
mes  heavy-handed  promotion  for 
eyland.  Within  a  year  MGM,  Twen- 
Century  Fox  and  Warner  Bros, 
create  shows  for  the  networks, 
*zmg  independent  producers. 


555 


licated  programs  produced 
aply  by  independents  and  sold 
emeal  to  local  stations  generate 
0  million  in  local  advertising 
s,  the  first  significant  challenge 
he  network  oligopoly. 


1960  a 

The  Andy  Griffith  Stow  airs, 
the  first  comedy  to  use  a 
single  camera  without  an 
audience.  To  prevent  credit 
and  royalty  disputes,  the 
Writers  Guild  later  nixed  the 
collaborative  writing  process 
used  by  executives  Danny 
Thomas  and  Sheldon  Leonard 


1966  ▼ 

Aaron  Spelling  leaves  behind  a  $75,000-a-year  job  at  Four  Star  Productions  to  join  Danny 
Thomas  in  independent  Thomas-Spelling.  The  pair's  biggest  hit:  Spelling's  The  Mod  Squad. 
A  year  later,  Desilu  Studios  is  sold  to  Paramount  TV. 


1970 

FCC  passes  the 
financial  interest 
and  syndication 
rule,  barring  net- 
works from  owning 
shows  and  allowing 
independent  produc 
ers  all  the  profits  of 
syndication,  effec- 
tively ushering  in 

the  second  "golden  age"  of  television.  Grant 
Tinker  forms  MTM  Productions  with  his  wife, 
actress  Mary  Tyler  Moore.  Spelling  starts  his 
own  company  with  a  three-year  commitment 
from  ABC. 
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the  distributor,  will  share  close  to  $1  billion.  No  one  says 
the  studios  can't  still  be  collection  machines.  But  creators 
Jerry  Seinfeld  and  Larry  David,  who  took  no  financial 
risk  at  all  on  the  show,  will  walk  off  with  about  $500  mil- 
lion total.  And  that's  after  earning  more  than  $100  mil- 
lion in  fees  during  nine  seasons  of  network  production. 
The  rest  goes  to  the  various  managers  who  helped  form 
the  show  in  its  early  days  (see  box,  p.  209). 

Now  consider  this:  Since  it  aired  Cosby  in  1984,  The 
Carsey-Werner  Co.,  the  only  remaining  TV  production 
company  not  affiliated  with  a  movie  studio,  may  have 

earned  more  money  from  television  than      

Steven  Spielberg  has  from    14  years  of     fIBE 

blockbusters.  If  not  more,  it's  a  dead  heat 
(see  box,  p.  211). 

So  who  can  blame  the  studios  for  lavish- 
ing the  idea-bearers  with  millions?  A 
decade  ago  a  young  writer  would  have  to 
work  for  years  on  a  hit  show  like  Taxi, 
Cheers  or  Who's  the  Boss  before  being 
allowed  to  "run"  a  program.  That  was 
then.  There  are  now  close  to  80  half-hour 
TV  programs  being  produced  in  Holly- 
wood every  year.  A  decade  ago  there  were 
fewer  than  50.  I — _. 

As  a  result  young  writers  with  little  expe- 
rience have  been  winning  a  kind  of  insid- 
ers' jackpot:  $3  million-a-year  guarantees  plus  a  cut  of 
any  potential  profits  from  shows  they  have  yet  to  think 
of.  No  wonder  everybody  in  Los  Angeles  is  supposedly 
working  on  a  screenplay  (see  box,  p.  244). 

Television  drives  studio  profits  now  more  than  ever. 
Just  take  a  look  at  Warner  Bros.,  the  number  one  televi- 
sion producer  in  the  country.  As  its  movie  business  suf- 
fered a  precipitous  fall  last  year,  the  studio  was  chalking 
up  profit  gains  of  10%  from  hit  shows  like  Murphy  Brown 
and  The  Rosie  O'Donnell  Show. 


"All  the  networks 
are  nothing  but 
distribution  vehicles," 
says  Viacom  Chairman 
and  Chief  Executive 
Sumner  Redstone. 
"Take  away  the  hits 
and  they  lose  money. 
People  don't  watch 
distribution." 


Executives  at  Warner  Bros,  didn't  talk  about  it,  but      a  fortune. 


Rupert  Murdoch  did.  Murdoch's  Twentieth  Cen 
Fox  TV  studio  spent  more  than  $60  million  chasing  i 
vision  writers  in  1993  so  it  could  fill  its  studios  \fc 
people  who  just  might  have  a  hit  like  The  Simpson; 
their  heads.  "We've  been  very  aggressive  about  buv, 
talent,"  Murdoch  says.  "When  the  money  from  the  a 
dication  comes  in,  it  offsets  the  unpredictable  risk  of  \ 
movie  business.  We  view  talent  as  our  partners." 

Murdoch  recently  signed  a  deal  with  David  E.  Kej 

(creator  of  Ally  McBeal,  The  Practice  and  Chicago  Hc\ 

that  will  give  the  offbeat  writer  $7  million  a  year,  n 

half  of  syndication  profits.  He  once  g| 

^ — I        60%  of  profits  to  Steven  Bochco,  crea| 

of  Hill  Street  Blues  and  nypd  Blue. 

Brooks'  Gracie  Films  got  a  50%  cut| 

The  Simpsons,  a  deal  that  netted  the  cc| 

pany  more  than  $100  million. 

Viacom's  Redstone  crows  about  ij 
hundreds  of  millions  James  Burro' 
Frasier  is  bringing  in  today.  Thanks! 
the  sitcom  and  other  properties  like  Si'j 
Trek  and  Sabrina,  the  Teenage  Witch, 
value  of  his  TV  production  arm  has  dc 
bled  since  1996  to  $3.3  billion. 

So  it's  no  wonder  that  when  the  gc 
ernment  allowed  them  to  do  so  in  19S 
the  television  networks  quickly  beg  I 
striking  deals  to  own  the  shows  they  air,  instead  of  jij 
collecting  ad  revenue  for  them.  It  was  self-preservatioj 
Remember  the  ER  deal  at  the  end  of  last  season?  Whj 
the  show's  owner,  Warner  Bros.,  made  it  clear  there  w| 
no  shortage  of  interest  from  the  other  networks,  N)i 
ponied  up  almost  $300  million  a  season  to  keep  it,  clo 
to  eight  times  what  it  was  paying  before.  The  networ 
which  owns  no  piece  of  it,  will  likely  only  break  even  ( 
all  of  its  future  airings.  If  the  ratings  drop  when  stl 
George  Clooney  leaves  next  year,  it  could  end  up  losir 


1971 


Norman  Lear  and  Alan  (Bud) 
Yorkin,  founders  of  Tandem 
Productions,  produce  All  in 
the  Family,  which  costs 
$90,000  an  episode,  "We  had 
an  idea  that  syndication 
might  be  worth  something 
some  day,"  says  Lear. 


1976  k 

Tandem  creates  a  dis- 
tribution arm  under  A. 
Jerrold  Perenchio. 
Mary  Hart  man,  Mary 
Hartman  becomes  the 
first-ever  first-run 
syndicated  comedy  to 
give  independent  sta- 
tions "attitude." 


I  1977 


Mary  Tyler  Moore 
goes  into  syndica- 
tion, generating  an 
estimated  $120 
million  in  profits 
before  sale  of  MTM 
n  1988. 


1980 

Michael  Milkin  and  Ace  Green- 
burg  take  Aaron  Spelling  Produc-qj 
tions  public  for  $100  million.  It 
then  merges  with  Cincinnati 
industrialist  Carl  Linder'sTV 
operation  for  access  to  the 
Worldvision  distribution  system. 


1981a 

NBC  picks  up  SC7ycomedy  sho\  j 
and  later  offers  a  glimpse  of 
things  to  come  when  it  cancels 
the  show,  claiming  $360,000  pe 
episode  was  too  much.  It  keeps 
its  own  show  on,  the  struggling 
Saturday  Night  Live,  in  the  hope 
of  greater  profits. 
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No  fretting  among  the  creators, 
though.  Before  the  show  even  hits 
syndication,  executive  producer  John 
Wells,  creator  Michael  Crichton  and 
rights  holder  Steven  Spielberg,  who 
bought  the  original  idea  from  Crich- 
ton, will  split  a  reported  S300  million 
in  fees  between  them. 

"Television  used  to  be  a  cozy  club 
of  insiders,  but  now  it's  scorpions  in  a 
jar,"  says  battle-weary  Don  Ohlmey- 
er,  NBC's  West  Coast  president,  as  he 
puffs  heavily  on  an  endless  string  of 
Marlboros.  "People  have  reported 
that  NBC  made  a  $200  million  profit 
on  Seinfeld  last  season.  Well,  we 
didn't.  The  truth  of  it  is  Jason  Alexan- 
der [the  actor  who  played  George  on 
the  show  for  a  $15  million  annual  fee] 
made  more  than  we  did." 

Maybe  that's  why  creative  talent 
from  the  movie  business  is  rushing  to 
TV.  CBS  Television  Chief  Executive 
Leslie  Moonves  recently  signed  deals 
with  producers  Sydney  Pollack,  Mark 
Johnson  and  John  Lee  Hancock,  and 
former  Spielberg  proteges  Kathleen 
Kennedy  and  Frank  Marshall.  Imag- 
ine Entertainment,  the  production 
company  of  director  Ron  Howard,  is 
set  to  air  its  first  teen  drama,  Felicity, 
on  the  WB  this  year.  Brad  Grey,  owner 
of  Brillstein-Grey  Entertainment,  says  he  expects  to  make 
about  $8  million  from  the  film  The  Wedding  Singer, 
which  grossed  $116  million  worldwide.  But  if  his  NBC 
sitcom  Just  Shoot  Me  holds  up,  his  paycheck  could  be  30 
times  greater. 

"er  opened  a  lot  of  eyes,"  says  CBS  Television  President 


Moonves.  "Everyone  saw  that  there  is  a  lot  of  money  t> 
be  made  around  here." 

It's  all  happened  rather  suddenly.  Stephen  J.  Canneli 
one  of  Universal  Studios'  most  prolific  TV  writers  of  th 
1970s  and  1980s,  exemplifies  the  shift.  He  remember 
getting  $1  million  a  year  plus  a  cut  of  the  back  end  a 


1982 

M*A*S*H\s  getting  $300,000  an  episode 
in  syndication.  The  market,  now  flush  with 
hundreds  of  stations,  begins  to  gobble  up 
sitcoms.  All  In  the  Family  gels  over 
$400,000  per  episode.  Later,  Laverne  & 
Shirley  sells  for  $700,000,  Diffrent 
Strokes  and  The  Facts  of  Life  for  $1  million 
and  Who's  the  Boss  for  $2.6  million. 


1985 


Lear  and  Perenchio  sell 
Tandem  to  Coca-Cola, 
then  owners  of  Columbia, 
for  $500  million. 


1987^ 

Cosby  is  sold  into 
syndication,  landing 
its  namesake,  Bill 
Cosby,  among  the 
richest  Americans. 
The  show's  produc- 
tion company, 
Carsey-Werner,  the 
last  fully  indepen- 
dent studio,  is  later 
estimated  to  be 
worth  at  least  $1.2 
billion.  21  Jump 
Street,  a  Mod  Squad 
remake,  launches  the 
Fox  Network  into  the 
big  time. 


1988  ▼ 

MTM,  producer  of  Hill  Street  Blues,  St.  Elsewhere  and 
Mary  Tyler  Moore,  is  sold  to  Television  South  Pic.  for  $32 
million.  A  year  later,  Lorimar  Telepictures  is  sold  to  Warr 
Communications  for  a  reported  $1.1  billion  in  cash 
and  debt. 
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his  peak.  His  output:  Adam  12,  Baretta,  and  The  Rock- 
ford  Files. 

The  trouble  was  that  in  calculating  the  net,  Universal 
was  charging  him  for  everything  on  the  lot,  including  the 
caterers  in  the  commissary  and  the  tram  drivers  working 
the  back  lot  tour.  In  eight  years  of  service,  he  saw  little 
more  than  his  fee. 

So  in  1979  Cannell  financed  his  own 
company  with  a  $60  million  line  of  credit 
and  went  on  to  produce  35  hour-long 
series,  including  The  A-Team,  Hunter  and 
The  Greatest  American  Hero.  Suddenly  the 
profits  were  real,  but  he  was  a  little  ahead 
of  the  boom  and  on  the  wrong  side  of  the 
business.  Cannell  had  no  sitcoms  to  sell.  In 
1994  he  sold  out  to  New  World  Commu- 
nications for  $30  million,  a  modest  wind- 
fall by  current  standards. 

He's  since  decided  that  this  market  is 
too  hot  to  let  even  his  old  shows  languish 
in  a  vault.  A  rapidly  expanding  pay-TV 
market  overseas  has  given  life  to  libraries  of       ' — mtKUM 
hour-long  dramas  that  historically  had  lim- 
ited resale  value.  Earlier  this  year  Cannell  reacquired  his 
library  from  News  Corp.,  New  World's  parent,  in 
exchange  for  an  8%  distribution  fee. 

In  August,  a  few  days  before  flying  off  on  a  Westwind 
jet  to  his  150-foot  yacht  docked  in  the  Mediterranean, 
Cannell  signed  a  deal  that  brought  him  $5  million  from 
a  handful  of  European  territories. 

Before  this  gilded  age  of  television,  the  creative  talent 
was  at  least  as  good,  but  the  opportunities  for  riches  not 
nearly  as  great.  Norman  Lear,  Grant  Tinker  and  a  few 
other  smart-minded  writers  were  packaging  intelligent 
comedies  that  spoke  to  a  young  and  affluent  audience 
that  until  then  had  been  ignored  by  the  networks.  With 
only  3  networks  to  play  off  one  another  and  50  inde- 
pendent stations  vying  for  off-network  syndication  rights, 


This  is  a  quote  box 
for  the  top  40  TV 
story.  This  is  a 
quote  box  for  the 
top  40  Television 
story.  This  is  a 
quote  box  for  the 
top  40  TV  story. 


All  in  the  Family  sold  for  about  $400,000  an  episod] 
versus  $6  million  this  year  for  Seinfeld,  its  second  t 
around  in  syndication.  Mary  Tyler  Moore,  another  of 
golden  comedies  of  the  1970s,  generated  just  $120  r 
lion  in  syndication  profit  for  Tinker's  mtm  Productic 
(They  didn't  starve.  When  Lear  sold  his  company 
1985,  he  and  partner  A.  Jerrold  Perenchio  took  ho 
$500  million.) 

But  Hollywood  can't  necessarily  c 
brate  today's  riches  as  a  demonstration 
the  creative  mind  as  business  moo 
What  we're  seeing  now  is  not  an  ent 
preneurial  payoff  so  much  as  a  windfl! 
Lear  risked  his  own  capital  on  All  in 
Family  and  the  shows  that  follow 
Today? 

"There  are  no  entrepreneurs  left  in  t 
business,"  says  Kenneth  Ziffren,  a  par 
at  Ziffren,  Brittenham,  Branca  &  Fischl 
an  entertainment  law  firm.  "What's  enti 
preneurial  about  taking  a  $5  million 
year  guarantee,  plus  profits?" 

In  fact,  young  writers  are  just  waiti; 
for  lightning  to  strike.  Matt  Williams  was  the  creator 
the  Roseanne  show  before  being  fired  by  the  canta 
kerous  star.  Shortly  after,  Williams  was  hired  bv  WV 
Disney  in  a  $10  million,  three-year  development  deqj 
In  nine  years,  his  production  company,  the  Wir 
Dancer  Production  Group,  has  had  just  one  breakaw 
hit,  Home  Improvement.  But  with  a  70%  cut  of  tl 
profits  of  the  show,  Wind  Dancer  has  so  far  taken 
$350  million. 

The  unabashed  47-year-old  says  the  windfall  is 
boon  to  creativity:  "I'm  very  responsible  with  othi 
people's  money,  but  at  the  end  of  the  day,  it  ain't  n 
money.  That  means  I  can  afford  to  be  a  little  bit  bold< 
creatively."  That's  today's  content  tycoon:  bold,  bras 
and  rich. 


1990 

Walt  Disney  goes  on  an  aggressive 
buying  spree  for  top  writer-producer 
teams — including  $10  million  to  Matt 
Williams — with  an  eye  toward  Cosby- 
size  riches. 

1993 

News  Corp.  elevates  the  competition  by 
spending  more  than  $60  million  for 
writing  teams. 


1995 


1997 


King  World  Productions'  cash  hoard  approaches  $1 
billion,  largely  from  the  syndication  of  Oprah.  The 
show's  star,  Oprah  Winfrey,  lands  on  The  Forbes  Four 
Hundred  with  a  $550  million  net  worth.  Owners  Roger 
and  Michael  King  do  not  even  come  close. 


Viacom  launches  UPN;  Time  Warner,  the 
WB,  which,  along  with  Fox,  increases 
the  number  of  broadcast  networks  to 
six.  Cable  networks  now  number  in  the 
hundreds.  Congress  rescinds  the  finan- 
cial-syndication rules.  A  broadcast  free- 
for-all  begins,  with  studios  and  networks 
battling  for  top  talent  and  programs. 
Independent  producers  are  no  longer 
viable  without  a  studio  patron. 


1998  a 

Jerry  Seinfeld  takes  Seinfeld  off  the  air.  Remarkably,  its 
second  round  of  syndication  sales  doubles  the  price  of  the 
first,  earning  $6  million  an  episode.  The  show's  total  profit 
from  the  two  sales  will  be  more  than  $1.6  billion,  making  it 
the  most  profitable  entertainment  product  ever.  Warner 
Bros.,  holding  NBC's  feet  to  the  fire,  wins  a  $13-million-an- 
episode  license  fee  for  fff,  about  eight  times  its 
previous  cost. 
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Star 
bucks 


"Agents  lie  on  spec,"  one  Holly- 
wood attorney  told  a  pair  of 
Forbes  reporters  as  they  made 
their  way  around  the  flossy  office 
suites  of  Los  Angeles,  tracking 
down  the  industry's  top  earners. 

Agents  lie,  lawyers  expound, 
publicists  holler  and  cower  all  at 
once,  and  the  stars  themselves 
occasionally  call  to  spur  us  on  to 
greater  heights  or  knock  our  esti- 
mates down. 

Entertainment  is  one  of  the 
most  influential  industries  in 
America — and  one  of  the  most 
profitable. 

To  arrive  at  the  numbers,  we 
interviewed  scores  of  attorneys, 
managers,  agents,  executives 
and  insiders. 

Published  sources  include: 
Performance,  Pollstar,  Sound- 
Scan,  the  Recording  Industry 
Association  of  America,  ACNielsen 
EDI,  Box  Office  Guru  and  the 
media  companies  themselves. 

The  list  counts  pretax  gross 
income  when  it  is  earned,  not 
when  it  flows  into  the  coffers.  So 
Jerry  Seinfeld  may  have  earned 
$225  million  this  year  by  finalizing 
the  syndication  sale  of  his  hit 
sitcom,  but  it  may  take  the  money 
a  few  years  to  actually  arrive. 

It  also  counts  income  from 
entertainment  work  alone.  Stock 
appreciation  or  outside  invest- 
ments are  not  included.  This  way, 
the  list  is  a  pure  reflection  of  the 
entertainment  value  of  talent. 

-Robert  La  Franco 
and  Ben  Pappas 
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Profit  disaster 

Special  effects  put  the  splash  in  Titan- 
ic, the  lift  in  Air  Force  One,  the  size 
in  Godzilla — and  tieket  buyers  in  the 
seats.  Sixteen  of  the  20  biggest  hits  of  all 
time  banked  on  effects,  according 
to  Baseline.  Yet  the  companies  that  make 
the  dazzling  computer  graphics  are  in 
the  tank. 

Last  year  the  movie  industry  spent  at 
least  $600  million  on  effects.  That's 
more  than  double  the  budget  five  years 
ago,  when  digital  effects  wonder  Juras- 
sic Park  was  released.  George  Lucas' 
Industrial  Light  &  Magic  (ilm)  took  a 
third;  most  of  the  rest  went  to  large 
players  like  James  Cameron's  Digital 
Domain,  Sony  Corp.'s  Imageworks  and 
News  Corp.'s  current  effects  investment 
Blue  Sky/viFX. 

"If  you  make  5%  on  your  money  in 
this  business,  that's  a  lucky  day,"  says 
Jim  Morris,  president  of  ilm.  "It  seems 
people  choose  not  to  make  money  in 


this  business." 

Digital  Domain,  despite  a  S40  milli      he 
effects  budget  for  Cameron's  Titai 
has  so  far  not  booked  a  profit  on 
film.  Boss  Films  shut  down  weeks  ati       i 
completing  work  on  Air  Force  (h 
Warner  Bros,  shoveled  up  to  S40  millii 
into  a  special  effects  operation,  onl 
bury  it  in  June  1997. 

A  minute  oi~  cinematic  trickery  cos 
about  $1  million,  as  a  result  of  the  inn 
duction  of  high-tech  machinery.  IV 
ously  the  most  expensive  equipment  w 
a  $40,000  optical  printer  that  could  I    h 
spread  out  over  ten  years,  and  the  ope 
ator  made  less  than  $80,000  a  year  top     ., 
Today,  the  workstation  costs  $100,0(1,   "if 
and  is  obsolete  in  a  year  or  two, 
salaries  can  soar  to  $300,000  for  U      w 
talent. 

The  effects  houses,  even  those  < 
Lucas  and  Cameron,  are  merely  hire      , 
guns,  and  contracts  go  to  the  lowc 
bidder.  "Hollywood  typically  comes  t 
the     table     with     a     garment-centi     ; 
approach  to  life,"  protests  Scott  Ross     , 
president   and   cofounder   of  Digit.!  R 
Domain.  "And  for  the  most  part  tin 
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OPRAH  WINFREY 
$125  million 

The  one-woman  TV  empire  is 
much  more  than  that  now.  She's 
writing  books,  making  movies 
and  even  igniting  book  sales 
with  her  weekly  literary  spot- 
light. Her  threat  of  leaving  the 
distributor  King  World  Produc- 
tions still  haunts  King  World's 
stock  price. 


c  no  idea  what  they  arc  spending 
ir  money  on." 

low  can  an  effects  house  keep  from 
ng  under?  The  measly  1%  or  2"..  par- 
pation  points  they  may  get  now  as 
t  of  their  compensation  almost  never 
off  (  Titanic  may  someday  be  mi 
tcption).  Encore,  the  company  that 
ates  the  effects  for  Fox's  Ally  .\IcBcal, 
s  for  its  movie  work  with  TV  and 
nmercial  ventures. 

\nothcr  way   is   to   demand   gross 
mts — that  is,  a  percentage  of  the 
now  reserved  for  directors  like 
meron  and  actors  like  Harrison  Ford. 
it  as  long  as  effects  remain  "work  for 
v,"  that's  not  in  the  script.  Pixar  Am- 
nion Studios,  creators  of  Toy  Story, 
anged  the  game  by  developing  copro- 
ictions  with  Walt  Disney,  the  latest  of 
lich,  A  Biijjz  Life,  opens  this  tall.  MM 
>o  expects  to  own  part  of  a  film — 
►ping  for  2%  to  3%  or  so — in  partner- 
ip  with  one  of  the  major  studios. 
At  Digital  Domain,  Ross  is  looking  to 
Cvclop  films  and  is  banking  on  in- 
>usc   creations   like   the   company's 
arbic    Fashion    Designer   interactive 
une,  which  has  sold  1.3  million  units 
orldwidc,  netting  the  effects  house 
>me  S3  million.  Seems  that  little  Barbie 
lay  just  keep  the  giant  Titanic  effects 
pmpany  afloat.  -R.L. 
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Titanic  payoff 


The  most  expensive  movie  ever  made,  Titanic  once  seemed  like  Holly- 
wood's ship  of  fools.  Then  it  set  sail  with  $1.8  billion  at  box  offices  world- 
wide, a  $30  million  television  sale,  $400  million  for  the  25  million  sound- 
track albums  sold  and  an  expected  $700  million  in  global  videotape  sales. 


BIG  WINNERS:  Rupert  Murdoch 
and  Sumner  Redstone 
Take:  $700  million 

Murdoch's  Twentieth  Century  Fox  and 
Redstone's  Paramount  Pictures  divide 
the  profits,  with  about  60%  going  to  Fox. 


BIG  SURPRISE:  James  Cameron 
Take:  $150  million 

The  writer/director/producer  got  about  $7  mil- 
lion up  front,  against  up  to  12%  of  the  back-end 
gross.  When  Cameron  sailed  over  budget,  boss 
Murdoch  yanked  the  back  end  away,  only  to 
return  10%  when  the  movie  scored  big.  "He's 
welcome  to  it,"  Murdoch  says  with  a  smile. 


LUCKY  BREAK:  James  Horner 
Take:  $37  million 

Cameron  didn't  want  a  pop  song,  but  Horner,  who  also 
scored  The  Mask  ofZorro,  flew  to  Las  Vegas  to  enlist 
pop  star  Celine  Dion.  Horner  added  about  $1.42  a 
record  to  his  estimated  $1  million  fee. 


KIDDIE  ALLOWANCE:  Kate  Winslet 
and  Leonardo  DiCaprio 
Take:  $9  million 

The  lovers  who  heated  up  the  icy 
waters  earned  $500,000  (her)  and 
$2.5  million  (him).  When  the  box  office 
exploded,  Winslet  got  a  $1  million 
bonus,  DiCaprio,  $5  million. 


I 
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OUT  IN  THE  COLD:  Digital  Domain 
Take  booked  so  far:  zilch 

Initially  paid  about  $20  million,  the  visual  effects  studio,  10%  owned  by 
Cameron,  hasn't  seen  a  dime  so  far.  The  effects  budget  soared  to 
about  $40  million,  with  much  of  it  farmed  out.  Hopes  for  up  to  $8  mil- 
lion and  a  bigger  back-end  on  future  films  (see  opposite  page).         -R.L. 
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JAMES  CAMERON 
$115  million 

After  hitting  big  with  the 
first  film  to  cost  $100  mil- 
lion, True  Lies.  Cameron 
outdid  himself.  Titanic  cosi 
more  than  $200  million, 
but  still  turned  a  profit 
thanks  to  a  worldwide 
box  office  gross  of 
close  to  $2  billion. 
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TIM  ALLEN                          i 

$77  million                       | 
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Although  he  only  plays  a  handy-   § 

^^H 

man  on  TV,  Allen  has  his  own       i 

•^          .  ^k 

line  of  signature  tools.  His  long- 

*vl 

««*-      jM 

running  fix-it  TV  show  also  con- 

tinues to  make  network  ABC  a 
happy  home.  His  syndication 
profits  are  what  make  him  smile 
these  days. 

Wheeling  and  dealing 


RUSH  LIMBAUGH 

Strategy:  Skewer  political 

correctness  and  roast  the  First 

Couple. 

Stats:  Broadcasts  on  600 

radio  stations,  generating  $27 

million  in  ad  sales 

annually;  newsletter  sales  bring 

in  S13  million. 

Total  take:  About  S25 

million. 

Smart  move:  Forgo  salary 

for  a  50%  cut  of  show  profits, 

endorse  products  on-air 

to  generate  advertiser 

demand. 

Cash  out:  Received  S30 

million  one-time  payout 

last  year  when  Jacor 

Communications  bought 

EEM  Media  for  S80  million. 

Competition:  Dr.  Laura 

Schlessinger  grosses  nearly 

as  much  and  sells  more  books, 

but  her  smaller  cut  meant 

a  more  humble  S17  million 

payout.  Shock  jock  Howard 

Stern  makes  close  to  S20 

million  from  radio, 

cable  and  broadcast  TV. 

Insight:  Why  take  salary? 

Be  an  entrepreneur 

instead. 


JIMMY  BUFFETT 

Strategy:  Turn  island-bum 
lifestyle  into  a  money  machine. 
Stats:  A  modest  1  to  2  million 
albums  a  year;  five  Margari- 
taville  restaurants  and  retail 
outlets  peddle  Margaritaville 
wear;  live  shows  often  break 
the  top  ten  with  some  S25  mil- 
lion in  ticket  sales;  his  books, 
including  autobiography, 
A  Pirate  Looks  at  Fifty,  are 
bestsellers. 

Total  take:  S26  million. 
Smart  move:  When  his  label 
(Mca  Records)  refused  to 
finance  a  multimedia  deal, 
he  went  solo;  now  has  an 
opera  in  progress  and  a  restau- 
rant in  a  Universal  Studios 
theme  park. 

New  idea:  Radio  Margarita- 
ville, a  Web  site  that  launches 
next  month  for  24-hour  access 
to  music,  merchandise  and 
records.  Clearly  shares  money 
genes  with  distant  cousin 
Warren. 

Insight:  Buflett,  an  admittedly 
mediocre  musician,  says 
he  picked  up  the  guitar  to 
meet  chick 


BEASTIE  BOYS 

Strategy:  Fuse  New  York 
street  rap  sounds  of  the  early 
Eighties  with  power  drives  of 
heavy  metal. 
Stats:  Latest  album, 
Hello  Nasty,  is  on  track  to 
exceed  their  first  album's  8 
million  copies.  One  of  their 
most  expensive  tours  ever 
(likely  gross:  more  than  $15 
million)  just  kicked  off,  featur- 
ing a  giant  turntable  stage. 
Estimated  take:  S12  mil- 
lion. 

Sidelines:  Adam  Yauchs' 
organization  of  the  Tibetan 
Freedom  Concerts;  Grand 
Royal  magazine  (50,000 
circ),  provides  an  outlet  for 
band's  opinions  and  interests. 
Latest  moves: 
Success  of  independent  label 
Grand  Royal,  formed  after 
they  left  Def  Jam  for  Capitol 
Records.  Packaged  Luscious 
Jackson,  a  big  seller  at  500,000 
units;  Sean  Lennon  album 
coming  this  year. 
Insight:  "They  never  thought 
the  band  would  be  financially 
successful,"  says  their 
publicist. 


GARTH  BROOKS 

Strategy:  Fuse  explosive 
like  showmanship  with  clean- 
cut  country  music.  Keep  o] 
tion  costs  down  with  in-hoi 
team  of  agents  and  managers 
Total  take:  S54  million. 
New  twist:  Bucks  SlOO-ricki 
trend.  With  an  average  S18 
ticket,  his  tours  still  rank 
in  the  top  ten  (S43  million  in 
tickets  sold  1997  and  1998 
thus  far). 

Power  play:  Had  record  label 
Capitol  Records,  install  Pat 
Quigley  at  the  helm. 
Latest  move:  Budget-priced 
(S40)  six-CD  collector's  set, 
making  only  2  million  copies 
and  assuring  a  sellout;  plans  to 
release  a  hybrid  dyd/cd  forma 
to  reach  a  wider  audience. 
Smart  move:  When  hbo 
offered  him  SI 5  million  for  fro 
concert  in  New  York's  Central 
Park,  Brooks  spent  it  all  on  the 
show,  pocketing  nothing.  Pay- 
back: A  sold-out  world  tour 
from  the  publicity. 
Insight:  "You  gotta  think 
Disney  when  you  think  Garth 
Brooks,"  says  Quigley. 
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[hael  crichton 

million 

hton  has  a  bit  of  the  boob 

I  in  him  as  well.  Like  Spiel- 
I — and  often  with  Spiel- 
I — Crichton  goes  for  multi- 
|ia.  E.R..  Jurassic  Park  and 

i  endless  books.  In  today's 
Iket  Crichton  could  probably 
|the  concepts  in  his  head 

i  few  hundred  million. 
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HARRISON  FORD 

CD 
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$58  million 

iS 

Superstardom  has  its  pit- 

35 

falls,  but  this  income  isn't 

W-.    1 

one  of  them.  Ford  is  still 

o 

cashing  in  on  some  key  roles 

m 

in  graying  years.  $20  million 

'    j 

guarantees  keep  the  out- 

doorsman  fully  stocked 
in  fly-fishing  line. 

ROLLING  STONES 

$57  million 

■J  ~  ^I^H  4      \  ^^^^^^^^^^b  *     *■  ^B 

As  rock's  richest  act 

this  year,  and  with  a 

^\  fflBj^^fr      WvV*  imm  1 1  Mki 

worldwide  tour  that 

included  a  stop  in 

Moscow,  it  may  be  time 

j^b^V    "^B     fliB 

for  the  Stones  to  start 

singing  that  they've 

finally  got  some 

satisfaction. 

FWHfl 

Digital  dreamin' 

Greg  Strause,  23,  pumps  the  gas  pedal  and  his 
$",000  Dodge  Viper  zips  past  the  jam  of  cars  on 
the  Pacific  Coast  Highway.  Behind  him  Colin 
Strause,  21,  guns  his  own  Viper. 

The  brothers  race  up  the  coast  to  Pacific  Pal- 
isades, home  to  the  ramshackle  offices  of  Pixel 
Envy,  the  digital  effects  company  they  formed  two 
years  ago  with  partners  Edson  Williams,  31,  a 
designer,  and  Mat  Beck,  the  40-ish  owner  of 
Light  Matters,  a  company  with  strong  ties  to 
Twentieth  Century  Pox  Corp.  There  they  cob- 
bled together  .m  office  out  of  six  apartments, 
stringing  makeshift  wiring  in  tubes  along  the 
building's  roof  to  connect  their  more  than  $1  mil- 
lion worth  of  equipment,  operated  24  hours 
during  projects  by  the  staff  of  eight.  Sheets  of 
cardboard  taped  to  the  sliding  glass  doors  keep 
out  light  and  prying  eyes.  There's  a  gaping  hole 
w  here  they  ripped  the  stove  out  of  the  main 
room.  "It  sucks  up  50  amps  and  220  volts,"  Greg 
Strause  explams.  "We  need  the  juice." 

The  juice  powers  the  computers  that  Light 
Matters- Pixel  Envy  used  to  create  the  iceberg  sequence 
in  Titanic,  the  I'm  interior  in  the  X-Files  movie  and 
flying  lava  in  Volcano.  In  the  last  12  months  the  Strause 
brothers  and  their  two  partners  booked  close  to  $2  mil- 
lion of  special  effects  work.  Although  most  effects  houses 
struggle  (seep.  220),  the  four  men  split  about  20%  of  that 
in  profits.  They  have  proved  once  again  that  in  today's 
technology-hungry  economy,  higher  education  isn't 
always  the  best  path  to  riches. 

Growing  up  in  Chicago,  Strause  and  Strause  began 
playing  with  computers  even  before  their  teens,  when 
their  father,  a  former  IBM  engineer,  brought  home  one  of 
the  first  PCs  in  1981.  The  gearhead  boys,  who  as  teens 
absorbed  themselves  with  Trans  Am  transmissions, 
became  tech-heads  and  soon  upgraded  to  the  Amiga,  a 
low-powered  graphics  machine.  When  it  came  time  for 
college,  the  brothers  passed  on  the  $18,000-a-year 
tuition.  Why  study  on  outdated  equipment?  Instead,  they 
convinced  their  parents  to  invest  $27,000  in  a  then  state- 
of-the-art  Silicon  Graphics  Indy  processor  and  software. 
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Boys  and  their  toys:  "We'll  find  a  way  to  write  them  off." 


While  Greg  shopped  around  a  demo  reel  of  their  early 
work,  Colin  dove  into  the  manuals  for  compositing  and 
3-D  graphics  software.  In  1996,  when  the  Chicago  ad 
market  proved  anemic,  Greg  took  off  for  Los  Angeles, 
where  he  met  Williams,  who  was  working  with  Beck  on 
the  film  The  Nutty  Professor.  They  were  struggling  to 
create  a  huge  belly  for  a  sequence  in  which  a  giant  Eddie 
Murphy  rampages  a  city. 

Greg  called  Colin,  who  made  the  belly  on  the 
processor  in  two  weeks  at  home.  His  mother  uploaded 
the  images  via  28.8k  modem  to  Los  Angeles.  "We're 
not  painters,  we're  technicians,"  says  Colin  Strause. 
"We  have  to  make  things  look  real.  Most  art  doesn't 
look  real." 

The  Strause  brothers  dream  of  selling  their  own  soft- 
ware to  other  digital  artists.  Right  now  they  are  giving 
Hollywood  what  it  craves:  pulse -raising  special  effects 
and  two  more  shiny  Vipers  roaring  down  its  freeways. 
"We'll  find  a  way  to  write  them  off,"  says  big-brother 
Greg  with  a  wink.  "This  is  entertainment."         -R.L. 
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ROBIN  WILLIAMS 
$56  million  | 

An  Oscar  for  his  touching  | 
performance  in  three-       | 
hanky  Good  Will  Hunting 
served  as  atonement  for 
his  stumbles  in  Father's 
Day  and  F/uW?er  While 
he's  no  longer  Mork  from 
Ork,  his  paydays  continue 
to  be  stellar. 


CELINE  DION  < 
$55.5  millioi | 

"If  Celine  ever  j 
singing,  it  would] 
go  play  golf,"  sal 
publicist,  Kim  Jal 
It  certainly  woukf 
as  well,  althoug 
Callaway  Golf  pr  | 
clubmeister  Dion 
receive  5,000  $M 
Callaway  stock. 
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The  Rap  Pack 


Forget  ring-a-ding-ding. 

For  today's  musical  moneymakers,  the  word  is  "Yo." 


"It's  all  about  the  Benjamins  [hundred-dollar  bills]"  for  rappers  Puff  Daddy  and  Master  P. 


B: 


ehind  the  tough-guy  "noms 
de  rap,"  Master  P  and  Puff 
Daddy,  are  two  28-year-old 
I  kick-ass  entrepreneurs,  Percy 
Miller  and  Sean  (Puffy) 
Combs.  The  superstars  of  rap,  they  each 
earned  more  than  S50  million  this  year. 
Both  Miller  and  Combs  performed  and 
produced  for  their  own  labels  and  cap- 
italized on  intensive  branding  strategics, 
but  each  followed  his  own  route  to  suc- 
cess. 

"Rap  right  now  is  the  most  innova- 
tive music,"  proclaims  Richard  Isaacson, 
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president  of  Loud  Records.  Sales  of  the 
controversial  but  lucrative  lyrics-driven 
music  shot  up  134%  in  the  last  decade, 
while  rock  sagged  and  country  grew 
marginally. 

Master  P,  who  calls  himself  "the 
Ghetto  Bill  Gates,"  cashed  a  $10,000 
malpractice  check  he  received  when  his 
grandfather  died  in  1989  and  founded 
New  Orleans-based  No  Limit  Records. 
His  albums  were  too  raw  for  radio,  but 
he  gained  tans  with  heavy  street  mar- 
keting, posters,  stickers  and  splashy 
computer-generated  print  ads  display- 


ing hoards  of  jewels  and  loot. 

This  year  No  Limit  rang  up  $1( 
million  in  record  sales,  and 
expanded  into  sports  management,  n 
estate  and  phone  sex,  wielding  ti 
fisted  control  over  his  growing  empi 
When  he  negotiated  his  first  mov 
deal,  for  I  Got  the  Hook  Up,  he  foot» 
the  S3. 5  million  budget  and  allow* 
the  distributor,  Miramax's  Dimensio 
Films,  only  a  percentage  of  the  be 
office.  His  celluloid  investment  grossc 
$4.4  million  in  five  days  and  went  on  i 
take  in  $10.5  million  in  the  U.S. 

If  Miller  is  Gates,  then  Sean  Com! 
is  Andy  Grove.  His  videos  even  resen 
ble  Intel's  "bunny  men"  ads,  down  1 
the  retro  music  and  flashy  costumes.  1 
1989  Combs  started  on  the  corpora 
track  with  an  internship  at  New  York 
Uptown  Records,  where  he  worked  fc 
former  Motown  head  Andre  Harrell.  I 
1991  Combs  left  for  Arista  and  founc 
ed  his  own  label,  Bad  Boy,  which  spli; 
profits  50-50  with  Arista. 

Unlike  Miller's  racy  rap  tune: 
Combs'  music  rules  the  airwaves.  B 
singing  over  David  Bowie  and  Le 
Zeppelin  tunes,  Combs  added  cross 
over  appeal  to  Bad  Bov  releases.  I 
1997  the  label  produced  39%  of  th 
number  one  hits  on  Billboard's  Ho 
100  and  R&B  charts.  Combs'  albun 
No  Way  Out  sold  5  million  copies  thi 
year. 

In  his  downtime  Miller  hangs  witl 
his  homeboys  in  Los  Angeles  and  hi 
native  Louisiana.  Combs,  the  nev 
owner  of  the  $2.5  million  Gwathme; 
mansion  in  East  Hampton,  recently 
played  host  to  Revlon's  Ronald  Perel 
man  and  builder  Donald  Trump.  Th< 
two  rappers  don't  take  much  time  out 
though;  both  are  working  on  films 
autobiographies  and  clothing  lines.  A 
Master  P  says,  echoing  the  name  of  hi: 
label,  "Ain't  no  limit."  -B.  P. 
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NATHAN  MYHRVOLD, 

Chief  technology  Officer,  Microsoft  Corporation, 

Chose  the  Gulfstream  V 

As  the  Technically 

.Superior  Airplane. 


Why  This  Brilliant  technical  Futurist  Bought  The  100th  GulfstreamV 


Nathan  Myhrvold  is  Bill  Gates'  chief  scientist  and  widely 
garded  as  perhaps  the  most  influential  technical  mind  of 
jr  time. 

He  is  a  postdoctoral  fellow  in  applied  mathematics  and 
leoretical  physics  at  Camhridge  University.  He  has  a  Ph.D. 

theoretical  mathematics  and  physics,  as  well  as  an  M.S. 
l  mathematical  economics  from  Princeton  University.  He 
as  hoth  an  M.S.  in  geophysics  and  space  physics  and  a  B.S. 
i  mathematics  from  the  University  of  California. 

So.  when  Dr.  Myhrvold  decided  to  purchase  a  large  cabin, 
ltra-long  range  airplane  for  his  use,  as  you  would  expect,  he  did 
tis  homework  very  carefully.  In  discussing  this  experience  he  said, 


^ 


COLLIER  AWARD 


"In  my  job,  I  have  to  evaluate  technical  claims  and  I  did  that 
here.  I  talked  to  the  engineers,  evaluated  the  data,  examined  the 
competition  carefully  and  concluded  that  the  Gulfstream  V   is 
technologically  superior  to  all  of  its  competitors." 

His  choice  of  the  Gulfstream  V  is  another  resounding 
endorsement  of  our  usefully  applied  technology  and  further  proof 
that  this  is  the  airplane  of  choice  for  knowledgeable  individuals, 
companies  and  governments  the  world  over  who  want  the 
unbeatable  combination  of  reliability  and  the  latest  technology. 

To  learn  more  about  the  GulfstreamV  and  our  family  of  transportation 
products  and  services,  call  Bill  Boisture  at  (912)  965-5555  or  visit  us  on  the 
web  at  www.gulfstreamaircraft.com.  After  all,  nothing  flies  like  a  Gulfstream. 
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MEL  GIBSON 
$55  million 

Rumored  as  a  possible  player  in  the 
adaptation  of  Ray  Bradbury's 
Fahrenheit  451,  Gibson  continues 
to  burn  up  the  box  offices,  even  in 
such  retreads  as  Lethal  Weapon  4, 
which  landed  Sergeant  Riggs 
the  biggest  single  payday  for 
a  Hollywood  actor  this  year. 
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GARTH  BROOKS 
$54  million 

The  last  breakout  survivor  of 
country  music's  brief  dominance 
of  the  national  spotlight.  Remem- 
ber Billy  Ray  Cyrus?  Didn't  think 
so.  Brooks  is  more  like  Disney 
meets  Kiss,  and  his  homespun 
motif  is  a  rage  among  both  pickup 
truckers  and  straphangers. 
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The  huff  behind  the  Puff 

Managing  the  rapper's  vast  empire  requires  a  blast  of  hot  air. 

Benny  Medina,  40,  personal  manager  for  rap  mogul 
Sean  I  Puffy  I  Combs,  slumps  over  his  desk  for  a  sip  of 
ice  water.  The  late  afternoon  sun  slants  across  an  office 
thick  with  the  scent  of  gardenias  from  smoldering  can- 
dles. With  a  sigh  he  slips  a  straw  past  a  fresh  lemon 
wedge  in  the  oversize  glass.  He  slurps,  then  shouts. 

"Change  my  flight  to  11:30  and  call  the  Ivy.  Make 
a  reservation  for  7:30!  And  can  we  get  Miss  Lopez 
back  on  the  line?" 

When  DO  one  answers,  Medina  throws  himself  back 
in  his  swivel  chair  and  whispers  a  lament  into  the  tele- 
phone. "Why  can't  you  ever  find  an  assistant  when  you 
need  one?" 

This  breath  of  hot  air  is  the  lead  adviser  to  the  Puffy 
empire,  now  churning  more  than  $100  million  a  year 
through  its  Bad  Boy  Records,  a  New  York  restaurant 
and  a  TV  and  movie  production  business.  Combs' 
charisma  was  worth  a  $40  million  advance  from 
Arista/BMc;,  which  partnered  with  Combs'  company, 
Bad  Boy,  to  sell  more  than  12  million  albums  this  year. 
"Pat-on-the-back  money,"  says  Medina,  who  will  likely 
get  $6  million  from  the  deal. 

When  Forbes  dropped  in  on  Medina  to  talk  about 
Puffy's  riches,  he  dragged  the  reporter  around  in  his 
black  convertible  Mercedes,  cell  phone  squealing. 
Scheduled  to  leave  for  New  York  that  night,  Medina 
had  "business"  to  attend  to  before  the  departure:  a 
visit  to  his  dermatologist,  then  to  his  podiatrist. 

The  trip  was  not  without  drama. 

Actress  Jennifer  Lopez — Combs'  current  girlfriend 
and  Medina's  client — called.  A  powerful  record  exec 
had  invited  her  up  to  visit  in  his  apartment  over  the 
July  4  weekend  while  Combs  was  at  his  Hamptons 
estate  entertaining  the  glittering  locals.  She  was  sweat- 
ing the  repercussions  of  rejecting  the  mogul.  Medina 
ate  it  up.  He  admonished  her  to  handle  it  herself. 

When  Medina  returns  to  his  office,  a  dozen  or  so 
staffers  of  his  Handprint  Entertainment  scurry  franti- 
cally. An  interior  decorator  hovers  over  him  with  pic- 
tures of  the  paintings  that  will  adorn  his  office,  a  New 
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"They  willingly  give  it  up  to  stay  in  the  Puffy  business." 

York  apartment  and  his  newly  renovated  Los  Angeles 
home.  An  assistant  has  left  two  pairs  of  designer  sun- 
glasses on  the  desk  for  him,  but  he  tosses  them  aside 
when  we  suggest  they  don't  fit  his  face.  He  unwraps  a 
new  satchel  that  an  aide  ordered  for  him,  then  screams 
at  him  for  getting  the  wrong  one.  All  the  while  he 
sulks  into  the  telephone,  gossiping  and  making  last- 
minute  dinner  plans. 

Medina  is  riding  high,  despite  losing  Top  40  acting 
client  Will  Smith  earlier  this  year.  Bad  Boy  has  already 
had  seven  top-ten  hits  this  year.  Combs'  songs  domi- 
nate hip-hop  stations  on  both  coasts.  His  appearances 
spike  network  ratings.  Puffy  fans  don't  just  buy  his 
product,  they  inhale  it. 

"What  they  [record  companies]  pay  us,  they  will- 
ingly give  up,"  gloats  Medina.  "They  do  it  to  stay  in 
the  Puffy  business."  -R.L. 
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SEAN  (PUFFY)  COMBS 
$53.5  million 

The  Michael  Jordan  of  rap 
with  the  corporate  touch  of 
gold.  Puffy  may  be  stretch- 
ing his  entrepreneurial 
wings  right  now,  but  his 
success  so  far  has  been  as 
a  very  well  paid  employee. 
First  MCA  Records  and  now 
Arista.  Why  risk  capital  if 
you  don't  have  to? 


MIKE  JUDGE 
$53  million 

The  king  of  the  cartoon  money 
pile.  When  Beams  &  Butthead 
creators  Mike  Judge  and  Greg 
Daniels  came  up  with  King  of 
the  Hill,  it  was  a  dark  horse 
to  begin  with.  Another  edgy 
cartoon  from  Fox  with  some- 
thing deep  to  say  about  drink- 
ing beer. . . 


S 

The  biggest  show  on  earth 

Siegfried  &  Roy  grab  I  MAX  riches  by  their  tigers'  3-D  tails. 


GREG  DANIELS 
$53  million 

...  but  guess  whc 
laughing  now.  The> 
not  happy  about  st 
that  flaunt  their m 
we're  told.  But,  hey 
you  got  that  much, 
fellas,  it's  a  little  h. 
to  hide  it. 


Coming  at  ya'  in  a  theater  near  you:  Siegfried  and  tigers  and  Roy,  oh  my! 

Siegfried  &  Roy  could  have  sold  their  life  story 
to  the  top  bidder  in  any  medium,  but  they 
chose  imax  3-D.  With  their  spectacular  white 
tigers  and  tanned  Tarzanesque  physiques,  the 
German  illusionist  duo  have  been  selling  out  a 
3,000-seat  theater  at  the  Mirage  Hotel  and  Casino  in  Las 
Vegas  for  the  last  11  years.  Tickets,  once  $42,  now  go  for 
about  $90.  Next  July  IMAX  3-D  theaters  will  begin  screen- 
ing their  biography,  including  a  glimpse  of  their  wild  king- 
dom in  the  Nevada  desert  and  a  behind-the-scenes  peek 
at  their  act. 

The  100  theaters  planned  seem  like  small  change  com- 
pared with  the  3,000-plus  screens  showing  Saving  Private 
Ryan  this  summer,  but  the  $13.5  million  film  and  related 
merchandise  sales  will  net  between  $30  and  S50  million. 
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Siegfried  &  Roy  \v 
divide  the  take  wiv 
the  film's  investor 
including  California  ai 
plane  leasing  magnai 
Louis  Gonda. 

"They  have  a  built-i 
audience,"  says  Micha 
V.  Lewis,  chairman  of  I 
Squared  Entertainmen 
the  company  producin 
the  film.  "It's  hard  t 
imagine  it  losing."  I 
October,  L-Squared  wi 
release  its  first  IMAX  3-1 
movie,  T-Rex. 

Over    the    past    fev 
years  theater  chains  lik 
Edwards  Cinema  in  Cal 
ifornia    and    Loews   ii 
New  York  have  pushet 
IMAX  movies,  shot  witl 
special      cameras     ant 
70mm     film,     out     o 
museum  science  center 
and  into  entertainment 
districts.    Everest,   Greg 
MacGillivray's  2-D  film,  is  on  its  way  to  grossing  $100  mil- 
lion on  more  tiian  100  IMAX  screens.  By  next  year  there  will 
be  210  screens  around  the  world,  nearly  100  of  them  ready 
for  3-D. 

Although  imax  films  don't  get  the  marketing  push  or 
wide  release  of  major  Hollywood  films,  diey  tend  to  stay  in 
active  circulation  for  at  least  five  years.  If  the  exhibitor 
doesn't  own  the  film  outright,  it  keeps  between  65%  and 
80%  of  the  gross  (traditional  theaters  keep  50%),  but  pays 
for  film  prints  and  marketing.  A  10-year-old  film  about 
beavers  has  so  far  grossed  more  than  $60  million  on  a  less 
than  $3  million  budget. 

Widi  the  giant  screens  going  up  at  a  rate  of  40  to  50  per 
year,  imax  may  be  finally  catching  the  eyes  of  Disney, 
Universal  and  Sony  (part  owner  of  Loews).  -R.L. 
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CHRIS  CARTER 
$52  million 

X-Files  cash  pile.  Carter 
earned  about  $7  million 
this  summer  for  writing 
what  was  essentially  a 
90-minute  TV  episode 
that  showed  up  in  movie 
theaters.  His  real 
wealth  comes  from  the 
syndication  of  the  X- 
Files  and  the  show's 
huge  video  sales. 


DAVID  COPPERFIELD 
$49.5  million 

Here's  one  magic  show  that 
demonstrates  no  signs  of 
slipping  in  popularity  polls. 
Once  again  Copperfield 
proves  that  you  can  control 
costs  in  entertainment.  His 
three  trucks,  modestly 
priced  production  and  in- 
house  management  team" . 
paid  largely  in  fees  is  a 
cash  cow  for  the  illusionist. 


The  Sound  of  Money 

This  summer,  for  the  first  time  since  the  Sixties, 
a  rare  musical  phenomenon  repeated  itself.  No, 
not  the  Woodstock  reunion — the  overwhelming 
popularity  of  movie  music.  Take  a  look  at  Bill- 
board's top  ten  bestselling  albums  for  the  week  of 
July  11.  Half  were  film  soundtracks.  Number  one 
was  City  of  Angels,  with  Armageddon,  Hope  Floats 
and  Godzilla  four,  five  and  six,  and  Bulworth 
number  ten. 

The  last  time  movies  rang  up  such  sweet  music 
at  the  cash  register?  June  26,  1965.  Mary  Poppins 
held  number  one,  The  Sound  of  Music  was  third, 
and  Goldfinger,  My  Fair  Lady  and  Elvis'  Girl 
Happy  took  slots  seven,  eight  and  nine. 

Soundtracks  are  not  only  back,  they  are  bigger 
than  ever.  That  same  week  in  July,  the  top  ten 
also  included  the  soundtrack  to  Master  P's  (see  p. 
224)  direct-to-video  feature,  MP  Da  Last  Don,  as 
well  as  Will  Smith's  multiplatinum  Big  Willie 
Style,  boosted  by  the  inclusion  of  summer  1997's 
Men  in  Black  theme  (the  official  soundtrack  sold 
more  than  3  million  last  year).  Titanic  stayed 
afloat  at  number  23,  after  selling  10  million  in  the 
U.S.  and  25  million  worldwide,  enriching  com- 
poser James  Horner  by  $37  million  and  diva 
Celine  Dion  by  $7  million. 

"There  is  definitely  a  peak  in  soundtracks  now 
that  has  been  growing  over  the  last  ten  years," 
says  Jacquie  Perryman,  senior  vice  president  of 
Polygram's  soundtrack  division,  who  notes  the 
pressure  to  create  a  record  that  bodi  hypes  its  film 
and  stands  on  its  own.  "Everybody's  desperate  to 
get  their  record  on  MTV,  on  the  radio,  so  you 
look  for  a  star  and  a  smash  artist,  and  that  costs 
money." 

Sony  paid  more  than  six  figures  to  Sean  (Puffy) 
Combs  (see  p.  227)  to  produce  and  perform 
"Come  with  Me"  for  Godzilla.  Combs'  single 
lingers  at  the  top  of  the  chart;  the  film  has  all  but 
disappeared. 

Here  are  the  ten  bestselling  albums  of  all 
time — music  to  studio  bosses'  ears.  -B.P 
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Footloose 

12  million  copies 


Sources:  RIM  (domestic  sales);  record  companies  (international). 
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IT'S  NOT  SO  MUCH 

"COMMUTING" 

AS  IT  IS  ORBITING 

THE  EARTH  AT  A  VERY 

LOW  ALTITUDE. 


Presenting  the  Infiniti'  Q45."  One  of  the 
most  satisfying  ways  to  travel  from  point  A  to 
point  B  this  side  of  Cape  Canaveral. 

What  makes  piloting  the  Q45  such  a  plea- 
sure? On  one  hand,  there's  the  4.1-liter,  V8 
engine  which  forms  the  basis  of  the  engine  we 
supply  to  the  I  ndy  Raci  ng  League  and  whose  per- 
formance would  make  a  space  shuttle  captain 
feel  right  at  home.  And,  on  the  other  hand,  there's 
the  host  of  luxury  features-like  a  custom- 
designed,  200-watt  Bose'  audio  system  and 
plush  Seton-leather  appointments  -  that  would 
make  that  same  astronaut  very,  very  envious. 

Want  to  learn  more?  Call  us  or  visit  our  web 
site.  Better  yet,  head  straight  to  your  Infiniti 
Retailer  for  a  Guest  Drive.' 

Just  remember  to  watch  out  for  all  those 
low-flying  UFOs  and  meteor  showers. 


•J"^ 


INFINITI. 

OWN  ONE  AND  YOU'LL  UNDERSTAND. 

www  infiniti-usa.com  /  800-499-5900 


1998  Infiniti  Division  of  Nissan  Motor  Corporation  U.S.A.  Bose  is  a  registered  trademark  of  the  Bose  Corporation. 


TOP^J 


PAUL  REISER 
$48  million 

Those  AT&T  commercials  sure  | 
are  funny,  but  the  sitcom  he   o 
cocreated  with  writer  Danny    | 
|Jacobson  is  apparently  tun-    ~ 
Inier.  It  too  went  into  syndica- 
tion in  1996,  and  the  earnings 
|that  poured  in  proved  it.  With 
:this  kind  of  cash,  Reiser  won't 
|  have  the  right  to  be  Mad 
mAbout  Anything. 


EDDIE  MURPHY 
$47.5  million  | 

Though  he  mugged  his     ° 
way  through  Dr.  Dolittle,    g 
in  Tinseltown  Murphy  has  | 
been  Mr.  Dolots.  After  pro-5 
viding  the  voice  for    '      % 
Mushu  the  Dragon  in 
Disney's  Mulan,  he'll  be 
yukking  it  up  in'the 
upcoming  comedies  Life 
and  BowfingerBig  Thing. 


Profits  by  the  gross 

Entertainers  seeking  a  bigger  bottom  line 
just  need  to  aim  lower. 


There's  something  about  Jerry  and  "Mary":  More  crass,  more  trash,  more  cash. 


JOHN  TRAV 
$47  million 

From  his  Grea\ 
reprise  to  his  il 
Willie  imitatioi 
mary  Colors,  Jr| 
Travolta  demon" 
ed  he  is  one  wi| 
oiled  acting  ml 
that  can  still  nil 
box  office  hum! 


1 1 
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Hollywood  wants  the  yout 
market — and  why  not?  Curren 
there  are  37  million  U.S.  consume! 
between  14  and  24;  and  millioi 
more  think  like  them.  And,  accords 
to  Roper  Starch  Worldwide,  thi 
annual  spending  power  of  Americar. 
between  19  and  29  is  more  tha 
$100  billion. 

What's  the  newest  way  to  get  thei 
attention  and  their  dollars?  Be  rud 
like  Comedy  Central's  animated  h 
South  Park,  gross  like  Twentiet 
Century  Fox's  summer  blockbuste 
There's  Something  About  Mary  anj 
lewd  like  shock  jock  Howard  Ster: 
and  talk-TV's  Jerry  Springer. 

Watch  17-year-old  Princeton  fresh  I 
man  Giselle  Woo  and  her  15-year-oln 
cousin  Azella  Perryman  as  they  sinf 
along  with  South  Park's  scatologica 
opening  theme.  They  know  ever 
word  by  heart.  In  schools  and  office 
the  show's  plotlines  have  becom< 
underground  water  cooler  chat.  Anc 
while  the  show's  popularity  ma}'  infu 
riate  parents  and  bosses,  it  onh 
inspires  advertisers  and  programmer 
to  even  greater  degradation. 

South  Park  is  unquestionably  gross 
Witness  talking  feces,  a  boy  who  dies 
every  episode,  three  grammar  school  I 
buddies  who  rant  about  lesbians  (one 
of  whom  pukes  all  over  his  classmates 
at  the  very  mention  of  love)  and  theii ! 
favorite  TV  stars,  who  do  nothing  but 
fart  on  each  other. 

Perfect.  Ratings  at  Comedy  Cen- 
tral have  climbed  over  30%  since  the 
controversial  show  first  aired  last 
summer.  It  has  added  7  million  new 
subscribers  to  the  network,  and  on 
one  evening  last  season  even  beat  out 
network  competition  among  viewers 
18  to  49.  Merchandise  sales  from  the 
show  have  hit  about  $100  million.  As 
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Worldclass  "Garden  of  Paradise"  Persian  Tabriz  carpet  from  the  reknown 
idji  Jallili  workshop,    I  Oft.  lin.  x  1 3ft.  Tin.,  3rd.  quarter  I  9th  century. 


Claremont 
Company 


Serving  a  discriminating 
international  clientele 
from  the  beautiful 
San  Francisco  Bay  Area 


6087  Claremont  Avenue 
Oakland    CA    946I&, 

For  more  information 
and  to  order 
a  brochure  ($  10): 
call  (800)  441-1332 


Jan  David Wmitz,  President  and 
Christine  Hunt  Winitz,  Vice  President 


Tru&  art  i&  timeless 


a  result,  creators  Trey  Parker  and 
Matt  Stone  scored  a  $15  million 
movie  and  TV  development  deal,  and 
a  1998  income  estimated  at  about  $8 
million. 

There's  Something  About  Mary, 
a  story  about  a  young  man's 
obsession  with  his  long-lost  high 
school  dream  date,  is  loaded  with 
yuckiness. 

In  one  scene  an  ambulance  carts 
away  comic  actor  Ben  Stiller, 
in  the  role  of  Mary's  suitor,  after 
he  injures  his  private  parts  zipping 
his  prom  tuxedo  pants.  In  another, 
a  stray  fishing  hook  rips  into  his 
cheek  while  he  flirts  with  her.  Young 
audiences  rolled  in  the  aisles  with 
laughter,  boosting  ticket  sales  for 
the  R-rated  summer  comedy  to 
$110  million.  Walt  Disney's  family- 
fare  Mulan  will  barely  beat  it  with 
$120  million. 

Howard  Stern,  the  infamous 
number-one-rated  morning  radio 
jock,  now  also  appears  on  both 
cable  and  broadcast  television, 
putting  him  on  the  tube  every 
evening.  His  nightly  E!  broadcast  is 
the  cable  channel's  highest  rated 
nighttime  series.  The  rude-and- 
crude  factor  will  bring  the  caustic 
Stern  an  estimated  $17  million 
this  year. 

Jerry  Springer's  ugly  hijinks 
feed  the  popularity  of  down-and- 
dirty  fare.  His  slugfest-filled  shows 
now  outrate  Oprah's  touchy-feely 
talk  sessions   and   generate   some 
$150  million  in  annual  ad  revenue. 

Expect  more  outrageous  plots 
and  programming,  not  less.  By  the 
year  2000  there  will  be  5  million 
more  kids  to  entertain  in  this  coun- 
try, and  South  Park  will  be  yester- 
day's gross-out. 

-R.L. 
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Fights,  Camera,  Action!— and  Cash 


That  crown  jewel  of  bad  taste,  The  Jerry  Springer  Show,  bumped  the  gentle 
kinder  Oprah  from  the  top  talk  syndication  slot  this  summer.  The  show  is  c| 
track  to  line  Barry  Diller's  Studio  usa  coffers  with  an  extra  $75  million  this  yea 
Trash  is  cash  in  the  talk-show  business. 

Springer,  a  54-year-old  lawyer  and  former  politician,  laughed  at  his  critics  t 
appearing  on  the  cover  of  Rolling  Stone  with  devil's  horns  and  tail.  In  Chicago 
home  to  his  broadcast,  clergy  are  waging  a  "Dump  Jerry  Springer"  campaigr 
Here's  the  Forbes  tally  of  what  he  rakes  in  along  with  the  muck. 

On  the  tube 

The  Jerry  Springer  Show  revenues: 

$100  million. 

Jerry's  take:  $4  million  with  bonus. 

Read  all  about  it! 


Ringmaster,  from  St.  Martin's  Press, 
due  November  1998. 
Jerry's  deal:  $1.5  million. 


Up  in  lights 

Forthcoming  film  with  producer 
of  Dumb  and  Dumber. 
Jerry's  fee:  $2  million. 

Rewind! 

Sales  of  Too  Hot  For  TV  and  follow-* 

up  home  videos,  gross: 

$80  million. 

Jerry's  cut:  $1  million. 

A  little  on  the  side 

Exclusive  Springer  merchandise, 
Springer  public  appearances. 
Jerry's  slice:  $1  million. 

Jerry's  total  for  1998: 
$9.5  million 
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ireless  phones  are  being  offered  in  some  strange  places 


with  even  stranger  promotions 


confusing  contracts  and  complicated  service  plans. 


right  It's  just 
that  simple." 


r\t  RadioShack,  you'll  find  more  answers  to  help  you  figure  out  what's  best  for  you. 
More  choices  too,  from  digital  to  analog  phones  and  prepaid  to  lower-cost  plans. 


RadioShack 

You've  got  questions.  We've  got  answers.4 


For  our  store  near  you, 

call  1-800-THE-SHACK 

(1-800-843-7422) 
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Travel  the  world  smoothly  on  all  six  Star  Alliance™  airlines  — 
United  Airlines,  Air  Canada,  Lufthansa,  SAS,  THAI  and  Varig. 

Apply  mileage  points  from  qualified  flights  on  any  of  the  six 
airlines  toward  your  overall  frequent  flyer  status. 

Indulge  yourself  in  any  of  our  partners'  lounges.  More  than 
190  around  the  world  are  open  to  eligible  First  and  Business 
Class  travelers  and  to  Star  Alliance  Gold  members. 

Redeem  miles  for  reward  travel  on  any  of  our  six  carriers, 
giving  you  more  than  600  destinations  around  the  world  to 
choose  from. 

Enjoy  Priority  Check-In  on  all  of  our  partners'  flights.  Regard- 
less of  the  airline  you're  fh  ing,  a  priority  counter  awaits 
Star  Alliance  Gold  members. 

Be  more  confident  when  frying  to  1  i  sold-out  flight.  Priority 
Wait-List  and  Priority  Standby*  pui  Id  and  Silver  members 
toward  the  top  of  the  list  on  any  Sta     dliance  flight. 


www.star-alliance.com 


mod  bv  U\v. 


Priority  status  on  six  airlines. 


STAR  ALLIANCE    Z  I 


The  airline  network  for  Earth. 


Rock 
the  Net 

Don't  tell  Edgar 
Bronfman  Jr. — he 
just  paid  $10  billion 
for  PolyGram,  the 
world's  biggest 
music  distribution 
company.  But  the 
Internet  may  mar- 
ginalize the  middle- 
men in  the  music 
industry,  just  as  it 
is  doing  in  informa- 
tion. A  few  entrepre- 
neurial recording 
stars  are  already 
selling  directly  to 
their  fans: 


THE  ARTIST 

(formerly  known  as  Prince) 

Once  one  of  the  industry's  most  extravagant 
acts,  the  Artist,  40,  has  been  on  his  own  for 
more  than  two  years  after  shaking  free  from 
the  "enslaving"  bonds  of  Warner  Bros. 
Records. 

Delivery:  A  full  production  site  for  music 
and  video  recording,  and  a  Web  site  called 
1800Newfunk.com,  which  sells  merchan- 
dise, records  and  paraphernalia  to  fans 
around  the  world.  The  singer's  counsel,  L. 
Londell  McMillan,  says  the  costs  of  the 
entire  operation  (label,  studio  and  product 
delivery),  once  reported  to  be  $10  million  a 
year,  now  run  less  than  $3  million. 

Money:  More  than  100,000  copies  of  the 
album  Crystal  Ball  sold  over  the  Internet, 
with  virtually  no  marketing  and  no  promo- 
tional music  videos,  netting  ,i  comfortable 
$7  million.  Retail  outlets  sold  nearly 
100,000. 

Snags:  Some  fans  protest  that  the  Artist's 
operation  flubbed  many  orders,  gouged 
Internet  buyers  by  later  selling  the  album 
for  less  through  retail  outlets,  and  charges 
exorbitant  prices  tor  jewelry  and  other 
merchandise. 

Plans:  Hawking  a  new  album.  New  Power 


DANNY JACOBSON 
$42  million 

Another  one  of  television's  cre- 
ative wonders  has  syndicated 
his  way  into  fortune — and  at 
least  a  little  bit  of  fame.  Mad 
About  You,  crafted  as  a  star 
vehicle  for  comedian  Paul 
Reiser,  not  only  made  both 
men  extremely  wealthy,  it 
ump-started  the  movie  career 
of  Helen  Hunt,  Reiser's  costar. 


Soul,  from  his  band  and  one  by  soul  sta 
Chaka  Khan,  dirough  retail  oudets.  Even  th 
singer's  harshest  critics  may  admit  he's  on  t< 
something.  "This  is  the  Artist,"  insist 
McMillan.  "You  have  to  throw  out  all  con 
vention  when  you  talk  about  him." 

DAVID  BOWIE 

The  aging  British  rock  star,  now  51,  hai 
become  the  first  musician  to  become  ai 
Internet  service  provider. 

Delivery:  Just-launched  Web  site,  www 
davidbowie.com  charges  music  fans  about  $2C 
a  month  to  access  the  Internet  through  it: 
portal. 

Dream:  An  on-line  community  thai 
revolves  around  music  of  all  kinds,  not  jusi 
Bowie's.  Will  have  content  from  music  site 
like  Ticketmaster,  Billboard  and  N2K,  the 
on-line  CD  seller,  through  a  Web  site  that 
expresses  Bowie's  eclectic  persona,  music 
and  art. 

Money:  "Money  was  not  the  main  reason 
to  go  into  this,"  says  business  manager 
William  Zysblat.  "But  maybe  someday  he'll 
be  selling  records  on-line." 


»l 
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EVIN  COSTNER 
41  million 

Ldiences  sent  The  Post- 
fan  back  to  Warner  Bros. 
i  postage  due. 
ough  movie  executives 
arently  still  think  that 
itner  can  deliver  the 
ds  and  that  his  Mes- 
sage in  a  Bottle  will  drift 
afely  ashore. 


XT 


BRIGHT/KAUFFMAN/ 

2 

CRANE 

P 

$40.5  million 

4 

T!  ^m\          1 

This  powerhouse  TV  cre- 

A 

ation  machine  is  the 
saving  grace  for  NBC's 
ailing  Must-See  TV 
Thursday.  Jo  vg  Veroni- 
ca s  Closet  am  Friends 
will  be  yet  ar*ther  BKC 
production,  /esse,  star- 

ring Christina  Applegate. 

BRAD  PITT 
$40  million 

Before  Pitt  broke  in  big 
in  Tinseltown,  he  took  a 
job  dressing  up  as  a 
giant  chicken  while 
working  for  El  Polio  Loco. 
Today  the  superstar  from 
Shawnee,  Okla.  dresses 
up  for  the  chicks  in 
Japanese  designer 
jeans. 


ODD  RUNDGREN 

Largely  absent  from  the  pop  charts  since 
he  1980s,  Hundgxen.50,  a  long-time  tech- 
nology nut,  is  a  pilneer  in  the  on-line 
nusic  business,  and  fist  raised  the  curtain 
>n  his  own  on-line  venture. 

Delivery:  Patronet  (www.tr-i.com) 
harges  subscribers  a  minimum  of  $20  a 
ear  for  regular  K-mails  of  his  music.  When 


Lara's  big  numbers 


Rundgren  writes  a  new  melody  or  adds  a 
track,  he  sends  it  out.  When  he  completes 
a  single,  fans  can  store  it  on  their  hard 
drives.  When  an  album  is  ready,  they  can 
download  it  or  order  a  CD  by  mail. 

Money:  S2  million  in  potential  subscrip- 
tion revenue,  more  than  enough  to  cover 
recording  costs.  He  produces  other  musi- 
cians' albums  and  studio  work  to  boost  his 
income. 

Next:  Plans  to  serialize  his  autobiography 
\ia  E-mail,  and  hopes  to  open  the  subscrip- 
tion deal  to  bands  with  known  fan  bases 
but  who  are  unable  or  unwilling  to  get 
recording  contracts.  -R.L. 
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She's  graced  the  cover  of  100  magazines.  She's 
toured  with  rock  band  U2  (38  on  1997's  Forbes  Top 
40  list).  Her  life  story  is  headed  for  the  silver 
screen.  She's  Lara  Croft,  one  hot  commodity — but 
she  isn't  real.  The  virtual  heroine  of  the  8 
million  Tomb  Raider  videogames  in  circu- 
lation, Lara  blasts  her  way  around  the 
world  in  search  of  rare  artifacts  and  booty. 
Not  that  she  needs  the  dough.  For  her 
parent  company,  software  publisher  Eidos      ^ 
Interactive,  Lara's  all  about  big  numbers,  and 
we're  not  just  talking  about  34-24-36.  -Ben  Pappas 

LARA  ON  THE  SMALL  SCREEN: 

Tomb  Raider 

Tomb  Raider  II 

Tomb  Raider  Gold 

PlayStation's  Greatest  Hits 

Tomb  Raider  III 

Retail  sales:  $400  million 

LARA  BY  THE  BOOK: 

Lara's  Book 

Tomb  R^der  Strategy  Guide 
Tomb  Rdider  II  Strategy  Guide 
The  Witchblade  Tomb  Raider  Comic 

Book 
Retail  sales:  $18  million 

LARA  IN  PLASTIC: 

Toy  Biz's  Lara  Croft  action  figure 
Retail  sales:  $600,000 

LARA  ON  THE  BIG  SCREEN: 

Paramount  Pictures  film,  currently  in 

preproduction 

Lara's  estimated  upfront  cut:  $2  million 

A  LARA  MODE: 

Tomb  Raider  gear  ($360  leather  jackets 
and  $425  watches)  peddled  at 
www.eidosstore.com 
Estimated  sales:  minimal 

Total  Lara  Loot:  $425  million 

Sources:  Eidos,  industry  estimates. 
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STEPHEN  KING 
$40  million 

The  master-of-horror's  latest 
opus  carries  a  touch  of 
romance,  borrowing  in  part  from 
Daphne  du  Maurier's  Rebecca. 
But  make  no  mistake,  King's 
Bag  of  Bones  is  no  Harlequin 
trash — and  it  is  certain  to 
make  him  a  bag  of  bucks. 


NICOLAS  CAGE 
$38.5  million 

The  nephew  of  Francis  Ford  Coppola! 
Cage  changed  his  name  so  he  could  | 
make  his  own  reputation.  Although 
his  Superman  role  has  been  tem- 
porarily grounded,  films  such  as 
Face-Off  and  Con  /l/rare  proof  that 
Cage  is  a  real  action  figure. 


"Yo,  Tokyo,  wanna  buy  a  ham?" 


What  self-respecting 
Hollywood  movie  star 
would  endorse  prod- 
ucts and  appear  on 
commercials  in  the 
U.S.?  That's  for  humble  TV  stars. 
But  not  in  Japan.  For  the  $14  bil- 
lion Japanese  TV  ad  market,  even 
actors  who  guard  their  image  close- 
ly, like  Harrison  Ford,  are  eager  to 
sell  beer  or  noodles  or  jeans.  Kirin 
Beer  paid  Ford  $4  million  to  hawk 


its  brew.  Brad  Pitt  pocketed  $3  mil- 
lion to  model  Edwin  Jeans.  Leonar- 
do DiCaprio  recently  picked  up  $4 
million  selling  cars  and  blue  jeans. 
Though  Asia's  money  problems 
will  probably  mean  tighter  corporate 
belts,  Japan  has  had  U.S. -size  ad 
budgets — sometimes  as  high  as  $50 
million  for  a  national  campaign — 
and  an  audience  of  126  million 
people  eager  to  see  U.S.  stars. 
Sylvester  Stallone  makes  about  $2 


million  a  year  hawking  ham  while 
wearing  a  macho  flight  suit  and 
posing  in  front  of  propeller  planes. 
Madonna  pitches  bottled  water  as 
she  floats  in  front  of  a  gaudy,  faux- 
religious  backdrop. 

Earlier  this  year  DirecTV  paid 
Schwarzenegger  (who  makes  $20 
million  a  film)  more  than  $4  millior 
to  be  the  spokesperson  for  its  Japan  I 
ese  satellite  TV  service.  He  appears  af 
a  spy  breaking  out  of  a  DirecTV'  com 
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15010  MILES  WITHOUT  STOPPING  TO  CHRNGE  YDUR  CHANT.  RNOTHER  FRRREHCHIN6  IDEA  FROM  lEXflll 


Until  recently,  if  you  wanted  to  travel 
great  distances  without  changing  your 
coolant,  you'd  need  a  camel-a  vehicle 
not  exactly  practical  for  a  freeway  commute. 

But  thanks  to  Texaco's  relentless  pursuit 
of  energy,  there's  now  a  150,000-mile 
coolant  for  cars.  It  lasts  five  times  longer 
than  most  conventional  coolants.  In  fact,  it 
could  very  well  last  for  the  life  of  your  car. 


We've  also  developed  a  system  of 
coolants  for  trucks  good  for  600,000  miles, 
and  we're  working  on  fuels  for  the  future  that 
will  help  save  energy  and  the  environment 
by  letting  drivers  travel  farther  than  ever  on 
a  single  tank  of  gas. 

Although  the  camel  has  been  around 
for  centuries,  we  think  it's  got  some 
catching  up  to  do. 


I  Texaco  Inc. 


@(1  World  Df  Energy 


Visit  www.texaco.com 


BRUCE  HELFORD 
$38  million 

The  co-creator  of  Drew 
Carey  won't  see  all  this  cash 
this  year,  so  if  you  know 
him,  please  don't  ask  him 
for  any.  But  the  fact  is  that 
Warner  Bros.'  sale  of  Drew 
Careyinto  syndication  will 
make  Helford  a  very  rich 
man  in  a  very  short  time. 


LEONARDO 
DiCAPRIO 
$37  million 

Hardly  the  victim  of 
a  sinking  ship,  this 
heartthrob  floated 
ashore  after  landing 
a  $20  million  payday 
to  star  in  The  Beach. 


tainer  on  an  airport  tarmac.  The 
deal  will  eventually  total  more  than 
$6  million  as  the  company  extends 
the  campaign  over  the  next  few 
years.  The  shoot  took  just  two  days 
and  was  done  in  Los  Angeles. 

"It's  more  than  just  the  money; 
it's  a  lot  about  image  management," 
says  Rick  Hersh,  the  William  Morris 
agent  who  made  Schwarzenegger's 
deal.  "But  you  have  to  admit  the 
money  sure  is  delicious." 

It  better  be,  because  stars  can't 
hide  from  the  Internet.  A  Canadian 
English  teacher  living  in  Moriya, 
northeast  of  Tokyo,  keeps  a  running 
history  of  the  panderers  on  his  Web 
site  (www.datadub.com/alan/ 
pander/yumei  1  .html ) .  Gotcha ! 

-R.L. 


?kunJ!| 

Hawking  heads:  no  work,  great  pay. 


\  Bits  for  bit  parts 
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So  $20  million  for  one  movie  sounds  good,  right?  One  million  dollars  per  TV 
episode?  Even  better.  But  the  millions  only  go  to  folks  like  Harrison  Ford,  Jerry 
Seinfeld  and  Helen  Hunt.  Most  of  Hollywood  squeaks  by  on  much  less. 

In  July  the  Screen  Actors  Guild  renegotiated  the  terms  of  its  television  and 
theatrical  contract  with  producers,  including  rules  for  extras,  the  anonymous 
masses  who  line  up  at  casting  calls  hoping  for  that  one  big  break.  Producers  pay 
additional  for  background  players  who  show  up  with  their  own  police  outfits,  policeJ] 
motorcycles,  tuxe- 
dos, aerobics 
clothes,  backpacks, 
golf  clubs  and  tennis 
rackets.  If  you  have 
the  crazed  appear- 
ance of  an  unstable 
homeless  person, 
you  get  paid  for  that. 

When  Heather 
Downey,  a  26-year- 
old  former  personal 
trainer,  showed  up 
for  work  on  the  set  of 
the  Buddy  Faro  show, 
she  was  supposed  to 
get  the  stand-in  rate 
of  $115.  By  the  end  of  her  16-hour  day,  the  check  was  $540,  thanks  mainly  to 
overtime  pay. 

Movie  extras  never  see  residuals  and  have  to  pay  $1,152  to  enter  the  union, 
plus  $85  annually  to  stay  active;  otherwise,  $50  for  a  full  day's  work  may  be  all 
they  can  get  in  California. 

A  producer  pays  union  extras  a  basic  day  rate  of  $90.  Here's  a  list  of  extras' 
extra  fees: 

After  working  six  hours  with  no  food:  at  least  $15/hour 

Working  in  smoke:  $14/day 

Working  wet:  $14/day 

Pets:  $23/day 

Motorc/cle:  $35/day 

Moped:  $15/day 

Auto:  $30/day 
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A  charitable  gift  whose 
greatest  benefit  lies  in  its  potential. 


^s  Americas  #1  grantmaking  organization  *  the 
itable  Gift  Fund  invites  you  to  join  us  in  making 
contributions  larger,  easier  to  make  and  more 
ible.  That's  because  we  invest  your  contributions, 
ring  your  charitable  gifts  to  potentially  grow  over 
Of  course,  you'll  receive  the  traditional  tax,  capital 
i  and  estate  benefits  of  charitable  giving.  At  the  same 
( we  assume  all  of  the  administrative  duties,  so  you 

CHARITABLE 


may  concentrate  on  the  causes  you  care  about  most. 

More  than  50,000  charities  have  already  received 
more  than  $700  million  from  our  donors  through  the 
Charitable  Gift  Fund.  Now  we  invite  you  to  join  our 
donors  in  discovering  a  more  powerful  way  to  give. 

Call  us  today  or  visit  our  website  to  find  out 
more  about  how  the  Charitable  Gift  Fund  is  bringing 
more  to  giving. 


y#Fu 


N  D 


800-258-5759 


16.001 


www.charitable-gift.org 

*Among  public  chanties,  Chronicle  oj  Philanthropy,  1996  ranking. 


JIM  CARREY 
$32.5  million 

Despite  the  critical 
acclaim  Carrey  won  \ 
his  role  in  The  TrumA 
Show,  it  is  comedy  til 
tickles  his  money  bo [ 
$20  million  player  in | 
comedy  flicks,  Carre; 
more  somber  roles  i 
worth  a  mere  $12  mi| 
to  $15  million. 


"It  was  a  dark  and  stormy  night" 

Expecting  to  get  a  first  screenplay  produced  is  a  little  like 

taking  a  chance  on  the  lottery.  Only  thing  is,  the  lottery's  a  safer  bet. 


On  a  cool  August  night  in  Los  Angeles  you 
might  not  expect  to  find  a  pharmacist,  an 
award-winning  Navajo/Hopi  photographer,  a 
starlet  and  20  other  twenty-to-forty-some- 
things holed  up  in  a  building  still  under  reno- 
vation listening  to  a  softspoken 
teacher  explaining  how  they  can 
achieve  their  goals. 

Welcome  to  the  six-week-long 
introductory  screenwriting  course  at 
the  new  headquarters  of  Writers 
Boot  Camp.  These  people  are 
among  the  3,500  who  have  paid 
$795  to  Boot  Camp  founder  and 


Joe  Eszterhas-wannabes  pay  Jeffrey  Gordon  $795  to  make  them  pump  their  writing  muscles. 


producer  Jeffrey  Gordon,  36,  to  help  them  write  a  screel 
play  or  a  sitcom  episode.  A  thousand  students  have  signj] 
up  in  the  past  year  alone. 

"I'm  here  to  make  money,"  admits  40ish  producer  Ma 
Dylan.  "Hell,  yeah,  we  all  want  that  big  house  on  Mulhd) 
land  Drive,"  echoes  private  chj 
Emory  Davis,  37.  How  much  coui 
they  hope  to  make  on  a  script?  Tyj 
ically,  established  screenwriters  c  f 
earn     between     $300,000     ai 
$500,000  for  their  work.  And  wi| 
luck,  well,  who  knows.  Joe  Esztd 
has  reportedly  got  $3.7  million  f  I 
Showgirls.  Lethal  Weapon's  Shail 
Black  pulled  in  an  estimij 
ed  $4  million  for  The . 
Kiss  Goodnight. 

The  chances  of  that  f  I 
enlistees?  "You  are  bett 
off  playing  the  lottery  I 
says  Charles  Slocum,  dire  I 
tor  of  special  projects  f>l 
the  Writers  Guild  of  Arm  I 
ica,  West.  $locum  registej 
35,000  scripts  a  ye< 
However,  only  about  4( 
movies  get  made  annual  I 
The  union  has  8,0( 
members,  and  ev< 
though  barriers  to  enti 
are  high,  their  ranks  a  f 
growing  at  5%  a  year.  $ti 
only  half  manage  to  eai| 
any  money  from  writing. 
Are  Gordon  and  othe  | 
of  his  ilk  selling  the 
swampland  in  Florida?  N* 
he  says.  $creenwritir  I 
hopefuls  need  to  learn  ti 
structure.  "This  isn't  bra 
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News 

from  around  the 

world. 


actually  from  around 


■arid  moves  much  taster  and  is  more  complex  today.  Kvery  minute  important  news  is  happening  all  over  the 
i  -  not  just  in  our  own  backyard.  Each  day  sharpen  your  point  of  view  through  the  eyes  of  Newsworld 
national.  North  Americas  only  24  hour  international  news  service.  NWI  gives  you  the  stories  that  affect  you, 
.1  truly  international  perspective.  We  draw  from  the  finest  news  professionals  around  the  globe,  professionals 
live  in  the  countries  they're  reporting  on.  So  you  can  get  the  facts  objectively.  Call  your  cable  operator  or 
lite  provider  today.  Newsworld  International  -  the  view  looks  clear  from  here. 


ORLD  NEWS  BUSINESS  FOREIGN  NEWSCASTS  INTERVIEWS  TECHNOLOGY 


UM 


mLHT 


NEWSWORLD 

INTERNATIONAL 

A  North  American  Television  Company 


METALLICA 
$32  million 

Patience  pays.  The  band 
has  been  a  big  seller  for 
Warner  Music  Group 
since  1984,  and  waited 
through  the  life  of  their 
deal  before  renegotiat- 
ing. When  bargaining 
time  came,  they  nailed 
the  company  for  a  juicier 
cut  of  the  profits. 


surgery,"  he  admits,  "but  to  be  a 
doctor  you  need  to  go  to  medical 
school." 

Gordon  insists  that  students 
spend  ten  hours  a  week  writing 
outside  of  class.  He  and  his 
instructors  don't  edit  class  mem- 
bers' work,  but  offer  direction  and 
criticism  during  class  and  designat- 
ed "office  hours."  By  the  end  of 
the  six  weeks,  the  student  writers 
are  expected  to  have  completed  a 
first  draft. 

The  Boot  Camp  leader  has  big 
ideas  of  his  own.  With  courses 
running  in  Chicago,  San  Francis- 
co and  New  York  as  well  as  L.A., 
the  school's  revenues  topped  $1 
million  last  year  and  should  hit 
$1.5  million  in  1998.  He's  plan- 
ning Internet  courses,  talks  by 
industry  professionals  and  alumni 
networking  events.  Brand  exten- 
sions— into  supplies  for  writers, 
for  example — are  in  the  works.  He 
is  also  renting  out  office  space  in 
his  new  11,000-square-foot  build- 
ing where  especially  talented 
alumni  can  work. 

If  he  thinks  a  student's  script  is 
particularly  promising,  Gordon 
may  act  as  producer  and  shop  the 
work  around  to  agents.  But  there 
are  no  guarantees.  Bottom  line, 
Boot  Camp  students  benefit  by 
simply  being  forced  to  write. 
That's  why  even  professional  writ- 
ers take  the  class. 

"I'm  here  because  I've  been 
walking  around  for  20  years  with 
ideas  for  screenplays,"  says  Elaine 
Walker-McGrew,  a  40ish  secretary 
for  an  accounting  firm,  who  has 
taken  three  other  courses.  "I'm 
realistic,  though — there  are  very 
few  Joe  Eszterhases  out  there." 
-Caroline  Waxler 


Not  every  writer  toted  big  bucks  home  last  year.  Consider  Simon  Beaufoy,  sere' 

writer  for  The  Full  Monty.  The  quirky  British  sleeper  turned  out  to  be  one  of  the 

most  profitable  movies  of  all  time,  reaping  more  than  $246  million  worldwide, 

while  costing  only  about  $3.5  million.  Beaufoy's  take?  A  crummy  $10,000,  ancjj 

back-end  points — pretty  measly  for  a  movie  nominated  for  four  Oscars:  Best  Pi< 

ture,  Best  Director,  Best  Music  (which  it  won),  and  Best  Screenplay. 

Underpaying  screenwriters  is  nothing  new  in  the  movie  industry,  but  some 
score  at  least  a  small  percentage  of  back-end  points.  With  a  blockbuster  hit,  thlj 
can  mean  a  $10  million  payday. 

Rumors  surfaced  that  Fox  Searchlight  approached  Beaufoy  to  write  a  sequeh 
the  saga  of  unemployed  steelworkers  in  Sheffield,  U.K.,  who  turn  to  performing 
a  male  striptease  club  to  make  a  living.  One  would  assume  this  time  for  a  swee 
compensation.  But  actor  Robert  Carlyle,  the  lead  worker-turned-stripper,  told  th<:| 
British  press  he  would  not  reprise  his  role  even  if  offered  $1.7  million.  Today  Fc* 
denies  that  a  sequel  is  in  the  works.  Makes  sense.  After  all,  how  can  you  do 
better  than  a  full  monty? 


Attention,  writers  with  bad  deals:  Here's  a  way  to  supplement  a  low  income. 

Forbes  ■  September  21,  199 
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The  oldest  country  in  The 
Americas,  the  Dominican 
epublic  set  out  in  the  early 

||90s  to  remake  itself,  reform 
its  government,  modernize 
ts  institutions  and  open  its 

Jpnomy.  Now,  just  a  few  years 
later,  a  new  generation  of 
iders  has  determined  that  the 
minican  Republic  can  change 
and  compete  in  the  global 
conomy  of  the  21st  century. 


._ 


by  Mary  Ramond 

The  Dominican  Republic  last  year  had  one  of  the  highest  growth  rates  and  lowest 
inflation  rates  in  the  Western  hemisphere.  Since  1991,  the  country's  economy  has  grown 
at  an  annual  rate  of  5%  or  more,  inflation  has  fallen  and  remains  below  10%,  and  the 
country's  exchange  rate  is  stable.  The  Dominican  Republic  has  cut  its  foreign  com- 
mercial debt  since  1993  and  built  up  net  international  reserves.  "Broadly  satisfactory," 
was  the  International  Monetary  Fund's  assessment  in  its  most  recent  consultation  of 
August  1997. 

Meanwhile,  Dominican  lawmakers  began  a  series  of  legal  reforms  and  constitution- 
al changes  designed  to  modernize  the  country.  Those 
efforts  continue  under  President  Leonel  Fernandez,  45,  an 
energetic,  technology-minded  attorney  and  professor  who 
took  office  in  1996  and  leads  the  country's  drive  to  reform 
its  laws,  institutions  and  economy.  Fernandez  believes  that 
the  Dominican  Republic  must  strengthen  its  institutions 
and  invest  in  its  human  resources  to  meet  the  demands  of 
world  markets  in  the  new  millennium. 

"Beginning  in  1992,  we  reformed  our  labor,  tariff  and 
income  tax  codes.  These  changes  were  followed  in  1994  by 
constitutional  amendments  governing  the  selection  of 
Supreme  Court  judges  and  legislative  elections.  All  of  these  are 
basic  to  maintaining  law  and  order,"  explains  Dr.  Luis  Heredia 
Bonetti,  a  lawyer  and  founder  of  Dominican  Week  in  the  United 
States,  an  annual  cultural,  academic  and  business  information 
mission. 

Three  important  reforms  that  are  currently  pending  approval 
will  directly  affect  the  development  of  the  Dominican  Republic's 
monetary  and  financial  markets,  according  to  Dr.  Roberto 
Saladin  Selin,  general  manager  of  the  Bank  of  Reserves,  the  coun- 
try's largest  commercial  bank.  These  include  the  Monetary  and 
Financial  Code  now  before  Congress,  a  capital  markets  bill  proposed  by  the 
Central  Bank  and  awaiting  executive  branch  action,  and  social  security  reform. 
The  latter,  which  also  awaits  executive  action,  will  lead  to  the  emergence  of  a 
pension-funds  market. 

Dr.  Saladin  Selin  further  points  out  that  tax  reform  and  the  government's 
"capitalization"  of  many  state-owned  businesses  will  also  have  important  impli- 
cations for  the  country's  financial  markets.  Capitalization  is  the  Dominican 
Republic's  preferred  mode  of  privatization,  wherein  the  government  sells  part 
ownership  and  transfers  full  management  responsibility  of  its  state-owned  enter- 
prises to  private  businesses.  This  administration  has  begun  to  capitalize  hotels, 
sugar  refineries  and  utilities  (such  as  the  power  company)  by  opening  them  to 
private-sector  equity  participation  and  management. 

President  Fernandez  and  his  team  are  not  only  continuing  these  structural 
reforms  but  also  extending  reform  to  new  areas  to  reinforce  the  country's  demo- 
cratic institutions  and  guarantee  economic  growth.  Among  the  administration's 
earliest  programs,  for  example,  was  an  increase  in  health  services  and  technical 
and  vocational  education  in  order  to  raise  the  standard  of  living  and  make  the 
labor  force  more  competitive. 
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Building  on  its  existing  trade  agreements 
with  Europe  and  the  U.S.  through  the 
Lome  IV  Convention  and  the  Caribbean 
Basin  Initiative,  the  Dominican  Republic 
has  expanded  its  markets  by  negotiating 
trade  agreements  with  Central  American 
and  other  Caribbean  countries. 

Both  government  and  business  are 
working  together  to  open  markets,  says 
Foreign  Relations  Secretary  Eduardo 
Latorre.  In  fact,  the  country  will  host  a 
U.S. -Caribbean  forum  on  trade  and 
investment  (from  January  12  to  14,  1999), 
and  will  follow  that  meeting  with  its  first 
international  trade  show. 

The  new  Dominican  Republic  sees  for- 
eign investment  as  a  cornerstone  of  its 
development.  New  laws  guarantee  equal 
treatment  of  foreign  and  national  investors 
as  well  as  full  repatriation  of  profits.  For- 
eign direct  investment  has  grown  since 
1993,  from  $91  million  that  year  to  an 
estimated  $624  million  in  1997,  but  that 
is  only  the  beginning.  The  country  now 
has  laws  in  place  to  protect  foreign 
investors  and  a  government  and  business 
community  determined  to  attract  them. 

Moreover,  the  recently  opened  Domini- 
can Republic  Office  for  the 
Promotion  of  Investment 
(DR-OPIN)  is  carrying 
that  message  to  world  mar- 
kets. DR-OPIN's  executive 
director,  Eddy  Martinez, 
stresses  that  the  Dominican 
Republic  is  changing  to 
meet  the  demands  of 
industry  and  technology  so 
that  it  can  attract  world- 
class  manufacturing  and 
service  companies  into  the 
country. 

Tourism 

Tourism  makes  up  one  of 
the  most  important  and 
dynamic  sectors  of  the 
Dominican  Republics  econ- 
omy. Last  year,  more  than 
2  million  tourists  spent 
$2  billion  here.  And  for  the 
most  part,  these  were  non- 
U.S.  visitors. 

The     country's     hotel, 


restaurant  and  bar  business  has  grown  at 
an  annual  average  of  15%  since  1993. 
Tourism's  contribution  to  the  Gross 
Domestic  Product  (GDP)  now  stands  at 
7%,  up  from  5%  at  that  time. 

In  reality,  when  tourism-related  spend- 
ing such  as  plane  tickets,  taxis,  car  rentals 
and  other  indirect  costs  are  included, 
tourism's  contribution  rose  to  about  22% 
of  GDP  in  1995,  says  Tourism  Secretary 
of  State  Felix  Jimenez.  He  is  convinced 
that  by  the  year  2000,  tourism  will  top 
33%  of  GDP. 

Unlike  its  Caribbean  neighbors,  the 
Dominican  Republic  was  slow  to  enter  the 
tourism  business.  In  1980,  there  were  only 
5,000  hotel  rooms  (an  industry  measure) 
and  566,000  tourists.  But  by  the  late 
1980s,  Dominican  and  European 
investors  began  a  hotel-building  boom  that 
has  produced  more  than  38,000  hotel 
rooms  and  drew  more  than  2.2  million 
tourists  last  year. 

The  Dominican  Republic  leads  the 
Caribbean  tourism  industry  in  both  the 
number  of  tourists  it  attracts  (over 
400,000  more  than  its  closest  competitor, 
the  Bahamas)  and  the  number  of  hotel 


MODERNIZING  A  NATION 

Old  Model 

New  Model 

Reforms  to  ensure  rule  of  law 
&  transparency. 

Nature  of 
government 

Centralized, 
"boss"  power. 

Human 
resources 

Not  an  issue. 

Labor,  pension  and  education 
reform.  More  teachers  & 
material.  Technical  training. 

Judiciary  & 
legislature 

Central  control, 
autocratic. 

Legal  reforms  to  select 
independent  judges  & 
representatives. 

The  economy 

Government-owned 
or  controlled 
utilities  &  many 
businesses. 

Freeing  assets  by  sale, 
concession  ot  "capitalization," 
partial  sale  to  public. 
Opened  to  competition. 

Markets 

Protected. 

Open,  free. 

Foreign 
trade 

Insular;  fragile 
relations. 

Open.  Trade  accords  with  the  U.S., 
Europe,  Central  &  South  America, 
the  Caribbean;  World  Trade 
Organization. 

Foreign 

direct 

investment 

Restricted. 

Open.  Equal  treatment  to 
local  &  foreign  investors. 
Repatt iation  of  profits. 

rooms  it  offers.  And  both  numbers' 
tinue  to  grow.  Dominican  tourism  c 
markedly  from  most  of  its  Caribbean: 
petitots.  The  majotity  (63%  in  195 
visitors  come  from  Europe  —  and 
stay  longer  (10  or  more  days)  than  in 
countries.  The  hotel  occupancy  rate  i 
in  1996)  is  also  said  to  be  the  hi 
in  the  Americas.  Room  rates  are  the  1< 
in  the  region  and 
inclusive"     resorts 
where    pre-paid    i 
rates  include  food,  e 
tainment,  fees  and  ti 
comprise    the    maj: 
(70%)  of  the  hotels. 
Similarly,   more 
55%  of  hotel  investo 
European,  and  50( 
these  investors  are  S 
ish.    Dominicans, 
31%  ownership,  an 
second  most  promi 
investor  group.  Only 
of  the  Dominican  Re 
lie's  tourists  come  I 
the  U.S.  and  less  thai 
of  its  hotel  invest! 
originates  there.  Dor 
can  hoteliers  have  no 
systematically  approa 
the  enormous  U.S.  t 
market,  but  that  o 
Dominican  tourism  a 
and  rich  clientele  — 
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possibilities. 

the  other  hand,  the  U.S.  hospitality 

has  yet  to  take  advantage  of  the 

ican  Republic's  resources.  But  that, 

ill  change,  as  U.S.  hotel  developers 

le  aware  of  the  Dominican  Repub- 

accessibility,  superb  telecommu- 

jns,  deep  pool  of  trained  labor,  low 

Itting  costs,  splendid  scenery  and 

ling  sense  of  history. 

[•are  of  what  the  U.S.  has  to  offer,  the 

lican  tourism  business  appears  to  be 

le  threshold  of  redirecting  both  its 

lmer  and  investor  marketing  efforts 

lid  the  U.S. 

Zones 

tourism  is  a  good  investment  in  the 
inican    Republic,    free    zones    are 
r,"  claims  Victor  Thomen,  president 
rcitec  Engineering.  Free  zones  are 
ly  designated  areas  where  companies 
ate  tax  free  under  customs  and  fiscal 
tives.  These  incentives  permit  duty- 
importation  of  equipment,  raw  mate- 
and  components  for  assembling  prod- 
or  providing  services  for  export  or,  in 
e  instances,  for  the  local  market. 
tlfter  pioneering  hotel  development  in 
o  Plata  on  the  country's  north  coast, 
men  joined  partner  Manuel  Tavares  in 
5  to  develop  PIISA  (Itabo  Industrial 
k),  one  of  the  Dominican  Republic's 
iest  industrial  free-zone  parks.  Today, 
5A  is  home  to  18  factories  that  employ 
ire  than  8,000  workers.  They  make  or 
-<tmble  apparel,  medical  equipment, 
»lth-care  products,  electronics  and  a  host 
primarily  U.S.-bound  products  for  such 
1-known  companies  as  Johnson  & 
nson,  Abbott   Laboratories,   Baxter 
if  tech,  Emerson  Electric,  Siecor,  Cutler 
mmer  and  Hanes. 

n  a  separate  location,  PIISA's  free-zone 
ice  park  houses  five  companies  with  a 
al  of  550  employees  who  are  engaged  in 
a  processing  for  the  hotel  industry,  cus- 
■«  ner  services  for  the  shipping  industry 
i  telephone  answering  services.  Not  bad 
a  single  free-zone  operation  —  and 
ISA  is  only  one  of  more  than  40  in  the 
untry. 

The  Dominican  Republic  began  devel- 
•ing  free  zones  in  1969,  when  fewer  than 


a  dozen  existed  around  the  world. 
Although  the  first  were  government  spon- 
sored, today  23  are  privately  held;  1 5  are 
government  owned,  and  two  are  run  by 
nonprofit  groups.  With  a  nationwide  net- 
work of  40  free  zones  —  and  more  under 
construction  —  the  Dominican  Republic 
ranks  fourth  in  the  world  in  the  number 
of  free  zones.  These  free  zones  house 


446  companies  employing  182,174 
workers.  Nearly  half  the  companies 
are  owned  by  U.S.  investors.  But  entre- 
preneurial Dominican  investors  own 
30%  of  the  free  zones  and  their  number 
is  growing. 

Apparel  makes  up  61%  —  the  bulk  — 
of  their  production,  and  no  doubt 
accounts  for  the  Dominican  Republic's 
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fourth-place,  1997  ranking  among  world 
exporters  of  apparel  to  the  U.S.  Many  of 
Seventh  Avenue's  best  known  labels  — 
from  Ralph  Lauren  to  Liz  Claiborne  — 
are  assembled  or  fully  made  here. 

Other  products  range  from  complex 
medical  devices  to  leather  shoe  "uppers," 
of  which  the  Dominican  Republic  is 


America's  leading  supplier.  But  more  and 
more,  Dominican  manufacturers  are  ver- 
tically integrating,  building  new  factories 
to  supply  material  or  parts  for  existing 
operations. 

Still,  many  companies  hold  mispercep- 
tions  about  doing  business  in  the  Domini- 
can Republic,  according  to  Manuel 
Tavares,  PIISA's  president.  Potential 
investors  question  first  the  labor  environ- 
ment, strikes  and  slowdowns,  and  second, 
the  quality  and  productivity  of  both  labor 
and  management  —  issues  that  Tavares 
believes  need  clarifying. 

Citing  Baxter  Biotech  as  an  example, 
Tavares  says  that  company  has  lost  no 
more  than  two  days  in  10  years  to  labor 
strikes.  As  for  quality  and  productivity  in 
the  Dominican  Republic,  both  are  world 
class.  At  least  half  the  companies  operating 
in  PIISA  are  ISO-9000  (International 
Standards  Organization)  certified. 

"The  minute  I  get  a  manufacturer  down 
here  to  kick  the  tires  and  slam  the  doors," 
Tavares  says,  "  I've  won  him  over." 

Telecommunications 
and  Information  Services 

The  Dominican  Republic  ranks  among 


the  top  10  countries  in  the  world  in  the 
number  of  telephone  calls  received  from 
the  U.S.,  and  half  of  them  originate  in 
New  York.  President  Fernandez  surprised 
a  New  York  business  audience  with  this 
fact  two  years  ago  when  he  described 
telecommunications  as  one  of  his  country's 
most  promising  areas  for  investment.  It  is 
even  more  promising  today. 

The  heavy  overseas  telephone  traffic 
may  not  solely  explain  telecommunica- 
tions' strong  growth  rate  —  19%  in  1997, 
16%  in  1996  —  but  it  does  contribute  to 
the  boom  in  this  service  industry.  New 
rules  of  competition,  which  were  enacted 
by  the  government  in  the  early  1990s  and 
permitted  a  dynamic  young  company 
called  Tricom  to  compete  with  the  estab- 
lished monopoly  Codetel,  largely  explain 
this  industry's  growth. 

The  Dominican  Republic  has  long 
boasted  of  having  the  best  phone  system 
throughout  the  Caribbean  and  Central 
America.  The  European  head  of  an  inter- 
national resort  management  company 
based  in  Santo  Domingo  is  one  of  many 
who  claim  that  the  system  is  the  best  south 
of  the  U.S. 

The  nation's  phone  system  was  devel- 
oped by  Codetel,  a  wholly  owned  sub- 
sidiary of  GTE,  which  has  been  operating 
in  the  Dominican  Republic  since  1933. 
And  it  has  been  expanded  by  newcomer 
Tricom,  which  was  formed  by  the 
Dominican  Grupo  Financiero  Nacional  in 
1992  and  later  joined  by  Motorola.  In 


addition,  several  smaller  compank 
since  linked  with  these  industry  1 
offer  international  service. 

Tricom  became  the  first  Dom 
company  to  issue  ADRs  (Am 
Depository  Receipts)  on  the  Ne 
Stock  Exchange  when  it  went  pul 
May  1998.  In  July,  CEO  Arturo  Pel* 
reported  second  quarter  1998  ope 
revenues  of  $30.7  million,  an  inert 
44.9%  over  1997. 

Although  telecommunications 
fastest-growing  sector  of  the  eco; 
Pellerano  attributes  Tricom's  imp 
performance  to  its  strategy  of  pu 
local  consumer,  cellular  and  interna 
long-distance  markets. 

The  growth  of  telecommunicate 
the  Dominican  Republic  has  also 
driven  by  an  increase  in  related  ser 
These  include  information  services 
on  data  processing  and  imaging;  tr? 
tion  processing;  call-center  function; 
as  toll-free  answering  services,  mark 
and  reservations;  and  import,  ex 
transshipment  and  other  trade-re 
activities. 

The  Dominican  Republic's  Ambas 
to  the  U.S.,  Bernardo  Vega,  along  with 
OPIN,  is  actively  promoting  the  Do: 
can  Republic  as  a  location  for  thest 
other  high-tech  operations.  "With  a 
advantages  it  offers,  the  Dominican  R< 
lie  could  become  the  back  office  o 
United  States,"  he  says.  "American  i 
seeking  to  lower  costs  could  have  r 
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OFFSHORE  ENTERPRISES 

The  Flourishing  Free-Zone  Business 

Year 

Number  of  Parks 

Number  of  Factories 

Number  of  Workers 

Exports 

1985 
1992 

($  U.S.  millic 

3 
30 

NA 
404 

2,000 

NA 

141,056 

$1,194.2  j 

1993 

31 

462 

164,296 

1,251.2  J 

1994 

32 

476 

176,311 

1.416.9J 

1995 

33 

469 

165,571 

1,764.7] 

1996 

36 

436 

164,639 

1,900.0 

1997 

40 

446 

182,174 

2,500.0  1 

1998 

40 

492 

190,000 

NA 

Source: 

National  Council  o 

f  Free  Zones  for  Export 
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erions  performed  in  the  Dominican 
p)lic,  then  transmitted  through  fiber- 
t  technology  back  to  the  U.S." 

0  :ULTURE 

3c  .^  bough  agriculture  no  longer  domi- 

1  the  Dominican  Republic's  economy 
I  id  only  two  decades  ago,  it  still  plays 

or  part.  In  1997,  agriculture  com- 
i  slightly  more  than  12%  of  the 
rry's  GDP. 

riculture's  future  may  lie  in  the 
-  -3  ision  of  agribusiness  and  crop  pro- 
.ij  on  to  meet  market  demands,  and  in 

processing. 

n  >minican  agriculture  is  being  trans- 

led  from  primarily  subsistence  farm- 

•  Jo  more  commercial  enterprises.  The 

•i  try  has  the  available  land,  labor  and 

r;  m/-haw,  says  Bias  Olivo  of  the  Domini- 

•ijAgribusiness  Board,  to  develop  a 

-^ern  agribusiness  industry.  It  even  has 

■Anarkets. 

-.Jot  only  does  the  Dominican  Republic 


supply  food  to  its  population  of  8  million 
people,  as  well  as  2.2  million  tourists,  but 
it  is  the  largest  Caribbean  exporter  of  agri- 
cultural products  to  other  countries  in  the 
region.  To  keep  pace  with  the  Caribbean 
tourism  market  alone,  exports  would  have 
to  grow  an  average  of  4.6%  a  year,  the 
average  annual  growth  rate  projected  for 
the  industry  by  the  Caribbean  Tourism 
Organization. 

What  the  country  lacks  is  produce  to 
satisfy  those  rapidly  growing  markets. 
Investment  in  agriculture  during  this 
period  of  change  will  allow  growers  to 
acquire  new  technology,  increase  and 
diversify  production  and,  ultimately,  seek 
even  more  markets,  Olivo  believes. 

Mining 

Minerals  have  been  excavated  in  the 
Dominican  Republic  since  the  Spaniards 
discovered  gold  there  in  1 5 1 0,  at  what  today 
is  called  the  Pueblo  Viejo  deposits.  The 
government-owned   Rosario   Dominicana 
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Population: 


: 


Capital: 
<cond  city: 
-anguage: 

urrencv: 

_.;dp: 

jDP  growth  rate: 
nflation  rate: 
Exports: 
«  Imports: 
Labor  force: 
Infrastructure: 

Location: 


8  million.  34%  under  15  years  old;  63%  urban  dwellers. 

18,792  sq.  mi.,  nearly  double  that  of  Massachusetts.  Shares 
the  island  of  Hispaniola  with  Haiti.  Located  in  the  West  Indies 
between  Cuba  and  Puerto  Rico. 

Santo  Domingo  (pop.  3.2  million). 

Santiago  de  los  Caballeros,  (pop.  est.  1.3  million). 

Spanish.  English  widely  spoken. 

Dominican  peso.  U.S.  $1  =  Pesos  15.33  as  of  July  1998. 

$15  billion.  Per  capita:  $1,882.00. 

8.2%;  7.3%  in  1996. 

8.4%;  3.8%  in  1996. 

$4.8  billion  ($3.8  from  Free  Zones);  $4.3  billion  to  U.S. 

$6.6  billion  ($2.5  to  Free  Zones):  $3.9  billion  from  U.S. 

3  million.  Unemployment  rate:  15.9%. 

5  international  airports,  6  major  seaports,  7000-mile  highway 
network  and  first-class  telecommunications.  Power  shortages; 
power  company  being  privatized. 

By  ait,  45  minutes  from  Puerto  Rico,  2  hours  from  Miami, 
3  1/2  hours  from  New  York. 


A  representative,  democratic  republic  with  executive,  legislative  and  judicial 
branches  of  government.  Since  1966,  orderly  elections  have  led  to  the  development 
of  a  stable  democracy. 

Santo  Domingo,  founded  in  1496-1498,  was  the  first  settlement  by 
Europeans  in  the  New  World. 


Do  you  need 

quality7  products, 

delivered  on 

a  timely  basis, 

at  internationally 

competitive  prices? 

Look  at 

the  neighborhood 

•Hanes  Caribe 
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•General  Electric 
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•Jose  T.  Contreras/General  Manager 
Tel:  (809)  542-2020 'Fax:  (809)  542-3231 
E-mail:  jt.contreras@piisa.com 
WEBSITE:  http://www.piisa.com 


ADVERTISEMENT  6 


The  New  Dominican  Republic 


company,  which  is  in  the  process  of  being 
privatized,  still  mines  there.  Other  than 
gold,  the  main  minerals  found  throughout 
the  country  include  nickel,  silver,  marble, 
gypsum,  limestone,  granite,  copper  and  zinc. 
Mining  has  declined  since  the  late  1980s 
to  an  annual  average  of  about  2.5%  of  the 
country's  GDP.  But  as  the  government 
modernizes  mining  regulations,  grants  new 


concessions  for  exploration  and  accepts 
new  internationally  recognized  industry 
standards,  the  industry  should  recover. 

The  country's  largest  mining  and  refin- 
ing operation  as  well  as  its  biggest  taxpay- 
er is  the  Canadian-owned  company  Fal- 
conbridge,  which  currently  exports  33,000 
tons  of  nickel  a  year  —  and  there  are 
greater  resources.  An  industry  expert  esti- 
mates that  the  Dominican  Republic  has 
$45  billion  worth  of  nickel,  copper  and 
gold  awaiting  excavation. 

Megaports 

In  yet  another  move  to  open  the  econo- 
my, the  government  of  the  Dominican 
Republic  is  withdrawing  from  port  man- 
agement —  until  recently  a  government- 
only  function.  It  is  inviting  private  man- 
agement of  existing  ports  and  permitting 
private  ownership  of  new  ones.  As  a  result, 
new  enterprises  are  under  way. 

"In  1997,  our  trade  grew  18%  over 


1996,  and  the  first  quarter  of  this  year,  it 
rose  23%  above  1997's  first  quarter,"  says 
Jaak  Rannik,  president  of  Grupo  B&R 
shipping  agents.  "For  every  1%  growth  in 
GDP,"  he  explains,  "we  can  expect  3% 
growth  in  trade.  Ports  are  full;  ships  at  sea 
are  waiting  to  come  in.  We  are  swamped 
by  a  surge  in  volume  —  of  manufactured 
goods,  apparel  and  electronics."  Already 
vessels  of  60  to  70  shipping  lines  call  reg- 
ularly in  the  ports  of  the  Dominican 
Republic. 

Port  privatization  and  these  soaring  trade 
figures  moved  Rannik  and  two  partners  to 
take  advantage  of  shipping's  next  trend:  the 
"megaship"  and  "megaport"  network.  The 
partners  have  joined  to  create  a  new  deep- 
water  container  transshipment  port  and 
free  zone.  Due  to  open  mid-year  2000, 
their  Caucedo  seaport  will  include  a  facili- 
ty capable  of  handling  the  shipping  indus- 
try's latest  giants,  post-Panamax  containers. 

In  addition  to  local  import-export  trade, 
Caucedo  should  capture  a  portion  of  the 
growing  East- West  and  North-South 
transshipment  trade.  The  Dominican 
Republic's  favorable  location,  stable  labor 
relations,  competitive  port  prices  and  high 
port  productivity  will  position  Caucedo  to 
become  a  strong  regional  player  in  the 
growing  container  transshipment  business, 
according  to  Rannik.  He  believes  that 
Caucedo  and  these  assets  will  serve  to 
attract  even  more  foreign  direct  investment 
into  the  country. 

Cybervillas 

Technology  companies  will  lead  the 
Dominican  Republic  into  the  21st  centu- 
ry, according  to  Eddy  Martinez,  the  coun- 
try's chief  investment  promoter.  Among  the 
industries  he  is  seeking  to  attract  are  elec- 
tronics manufacturing,  telecommunica- 
tions services  (such  as  call  centers  and  data 
entry  operations),  software  development 
(including  program  writing  and  coding), 
Internet-related  services  (such  as  Web  page 
design),  along  with  the  manufacture  of 
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medical  and  other  technical  equipmei 
Martinez  welcomes  any  activity 
brings  with  it  a  high-tech  investm 
"Our  free-zone  infrastructure  and 
people's  skills  are  the  keys  to  attrac 
these  businesses,"  Martinez  says.  "My 
is  to  get  them  here." 

President  Fernandez  has  a  vision 
modern  Dominican  Republic  that 
computer  technology  in  its  schools 
offices  and  its  homes.  He  dreams  < 
"cybervilla"  —  a  computer  sciences  tr 
ing  center  with  its  own  research  and  dt 
opment  labs  located  in  downtown  Sa 
Domingo.  Already,  some  40  small  Con- 
nies in  Santo  Domingo  are  writings 
ware  programs  for  local  businesses  and 
export  to  other  Latin  American  count) 
The  President's  cybervilla  would  h 
secure  the  new  Dominican  Repub! 
future  as  the  computer  sciences  edu 
tional  and  production  hub  of 
Caribbean  and  Central  America.  It 
vision  as  promising  as  the  country  itse 


Mary  Ramond,  president  ofCaribbi 
Business  Development  in  New  York,  wr 
frequently  about  Caribbean  countries. 


les  Champy 


3ow  to  foul  up  a  merger 


Everyone 
knew  that  the 
company  did 
not  need  two 
of  everything, 
but  none  of 
the  people 
at  the  table 
wanted  to  fire 
themselves. 


A  lot  of  corporate  marriages 
feel  as  if  the  principals  nailed 
down  all  the  prenuptial  clauses 
but  never  bothered  to  get  to 
know  one  other. 

Don't  get  me  wrong.  Merg- 
ers make  sense  in  an  environ- 
ment of  relentless  industry  con- 
solidation. But,  marry  in  haste, 
repent  at  leisure.  Merger  part- 
ners all  too  frequently  work  out 
the  terms,  take  care  of  the  top 
honchos  and  then  rush  to  the 
altar.  This  merger- making 
method  ensures  a  self-selected 
management  team  that  will  be 
entrenched  tor  years — not  one 
handpicked  by  savvy  investors.        ^^^^^ 
A  good  commander  takes  care 
of  his  troops.  With  this  system  the  comman- 
ders come  first — and  the  soldiers  are  left  to 
fend  for  themselves. 

I  have  to  wonder  about  some  of  the 
compromises  made  to  take  care  of  the  top 
brass.  They  too  often  produce  dual  chief 
executives — Chuck  Lee  and  Ivan  Seiden- 
berg  at  the  new  GTE- Bell  Atlantic  combo, 
and  the  short-lived  pairing  of  Walter 
Forbes  and  Henry  Silverman  at  Cendant. 
The  new  bp  Amoco  arrangement  is  espe- 
cially foggy.  BP's  Sir  John  Browne  will  be 
chief  executive  officer.  Am'oco's  Larry 
Fuller  will  chair  the  board.  According  to  a 
joint  release:  "The  two  will  cochair  the 
transition  team  responsible  for  integrating 
the  operations  of  the  new  group."  Beneath 
them,  "bp  Deputy  Chief  Executive  Officer 
Rodney  Chase  and  Amoco  President  Bill 
Lowrie  will  be  deputy  chief  executive  offi- 
cers and  presidents  of  BP  Amoco." 

Oh. 

Several  years  ago  I  was  consulting  to  a 
merged  health  care  insurer.  The  merger  was 
the  right  thing  to  do;  no  doubt  about  it. 
Two  separate  companies  covered  the  same 
state,  one  in  the  north  and  one  in  the  south. 
Same  products,  same  services.  Putting  the 
two  together  would  result  in  obvious — 
though  vaguely  defined — economies. 

At  the  first  meeting,  the  executives  from 
the  north  sat  on  one  side  of  the  table;  the 
executives  from  the  south  sat  on  the  other. 


Everyone  knew  that  the  company 
didn't  need  two  of  everything,  but 
none  of  the  people  at  the  table 
wanted  to  fire  themselves. 

Two  years  later  when  I  returned 
to  the  company,  the  same  people 
were  sitting  in  the  same  seats,  and 
the  business  was  in  decline. 

Digital's  chief  executive,  Bob 
Palmer,  had  the  decency  to  go 
away  after  his  company  merged 
with  Compaq,  and  so  Compaq 
and  Digital  started  their  corporate 
union  off  on  exactly  the  right 
foot.  Palmer  was  out  with  a  hand- 
some severance,  a  restructuring 
plan  was  announced,  a  strong 
^^^^      strategic  rationale  was  given, 
managers  were  selected  from 
both  organizations  to  head  up  critical  func- 
tions on  day  one,  and  a  realistic  number  of 
planned  layoffs  were  announced.  No 
"teams"  were  left  over  to  study  ways  to 
integrate. 

A  failed  merger  is  worse  than  no  merger. 
Here's  some  advice  on  how  to  make  these 
things  work. 

By  all  means,  make  reasonable — even  gen- 
erous— financial  accommodations  to  senior 
executives  if  that's  needed  to  get  a  desirable 
deal  done.  But  don't  make  dangerous  com- 
promises to  keep  everyone  happy.  Agree  in 
advance  who's  in  charge.  Even  go  outside 
for  talent  if  necessary.  For  example,  after 
buying  ITT  for  $15  billion,  Starwood  Hotels 
&  Resorts  Chairman  Barry  Sternlicht  wisely 
brought  in  Richard  Nanula  from  Disney  as 
chief  executive. 

Spend  enough  time  up  front  to  figure  out 
the  strategy  for  the  new  entity  and  how  it 
will  operate.  Don't  leave  that  to  be  settled 
after  the  deal  is  done. 

Take  care  of  the  troops;  they're  the 
people  who  interact  daily  with  your 
customers.  Let  them  know  what  the 
merger  means  to  them,  and  be  honest  about 
it.  Don't  leave  too  many  of  them  guessing. 

Don't  rush  the  integration:  When 
Aetna  and  U.S.  Healthcare  formed  their 
behemoth,  operations  were  ruthlessly 
consolidated.  The  result:  a  swift  decline  in 
service  and — ultimately — in  customers.      Bi 


Champy,  coauthor  of  Reengineering  the  Corporation,  is  chairman  of  consulting  for  Perot  Systems  Corp.  E-mail:  jimchampy@ps.net 
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computers  &  communications 

Some  congressmen  are  trying  to  put  an  end 
to  junk  E-mail.  A  bunch  of  computer  scientists 
in  Redmond  may  beat  them  to  it. 

Spam  killers 


By  William  Baldwin 

Junk  E-mail  courses  through  the 
Internet,  clogging  our  computers  and 
diverting  attention  from  mail  we 
really  want.  America  Online  estimates 
it  is  the  unwilling  bearer  of  at  least  a 
million  pieces  of  spam  per  day. 

The  counterattack  has  been 
mounted.  At  least  seven  bills  pending 
in  Congress,  including  one  that  has 
passed  the  Senate,  seek  to  outlaw 
spam.  AOL  has  filed  a  flurry  of  law- 
suits against  spam  senders,  charging 
trespass  and  other  offenses.  Some 
Internet  service  providers  have  com- 
piled a  blacklist  of  known  spammers 
and  block  all  mail  coming  from  their 
addresses. 

Will  any  of  these  defenses  solve  the 
problem?  Doubtful.  One  difficulty  is 
that  junk  mailers  can  go  out  of  busi- 
ness and  reappear  a  day  later  with  dif- 
ferent corporate  names  and  different 
E-mail  addresses.  Spam  may  also 
prove  to  be  too  elusive  for  the  feder- 
al statute  writers.  Just  what  consti- 
tutes "unsolicited  commercial  E- 
mail,"  as  the  stuff  is  officially  known? 
To  get  this  story,  a  Forbes  reporter 
sent  out  several  unsolicited  E-mails  to 
experts.  Was  that  spam?  After  all, 
magazine  publishing  is  a  commercial 
venture.  What  about  the  banner  ads 
in  our  Web  site?  Spam? 

The  taming  of  the  spam  monster 
may  come  from  entrepreneurs,  not 
government.  Researchers  working  at 
Microsoft's  Redmond,  Wash,  head- 
quarters have  come  up  with  intrigu- 
ing ways  to  turn  the  computational 
power  of  a  PC  against  the  crap  that 
people  seek  to  put  into  it.  They  have 
come  up  with  several  versions  of  a 
filter  that  zaps  spam  while  allowing 
legitimate  mail  to  come  through.  In 
essence,  the  filter  corners  an  offend- 
ing piece  of  text  in  a  multidimen- 
sional vector  space  where  there  arc  no 
hiding  places. 
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Can  such  a  filter  do  the  job  it  is 
supposed  to  do?  Early  results  look 
promising.  David  Heckerman,  one  of 
the  scientists  working  on  the  project, 
has  the  filter  running  on  his  own 
mail,  where  it  misclassifies  only  0.1% 


of  the  legitimate  mail  while  managi 
to  extinguish  91%  of  what  He*: 
erman    considers   junk.    Says  E| 
Horvitz,  another  Microsoft  scient 
"I  am  fairly  convinced  that  the  met! 
ods  we  are  proposing  will  effectivn': 
kill  spam."  He  expects  the  techno! 
gy  to  turn  up  in  a  coming  version* 
Microsoft's  Outlook  Express,  the 
mail  software  component  of  Interrl 
Explorer. 

It  is  a  simple  matter  to  write  an  I 
mail  filter  that  looks  for  signs 
spam,  such  as  messages  containii 
telltale  words  like  "FREE!"  or  inclufl 
ing  suspicious  patterns  in  the  sendii 
address.  Indeed,  a  few  such  filters  a 
on  the  marketplace,  including  Spa 


IT 


The  fine  line  that  separates 
good  from  evil 


What  distinguishes  trash  from  desirable  E-mail?  A  subtle  interplay  of  many 
features— such  as  the  frequency  of  characters  that  are  neither  numbers  nor 
letters,  the  tendency  to  be  sent  in  the  wee  hours  and  the  occurrence  of  promo- 
tional language  like  "Must  be  21  or  over."  Software  in  development  at  Microsoft 
looks  at  telltale  signs  like  these,  plus  a  few  hundred  others,  in  a  test  bed  of 
several  thousand  real  E-mails.  Then,  in  the  recesses  of  200-dimensional  space, 
it  aims  to  locate  a  hyperplane  that  does  the  best  job  of  segregating  good  from 
bad.  Throw  a  new  E-mail  at  the  program  and  it  tells  you  whether  the  message 
lies  on  the  good  or  bad  side  of  the  plane. 
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Bj>ter  from  Contact  Plus  and  the 
cjrent  version  of  Outlook.  But  the 
tjple  filters  run  into  two  problems. 
Cje  is  that  it's  difficult  to  zap  an 
afertisement  containing  "FREE!" 
•jhout  running  the  risk  of  deleting 
legitimate  E-mail  containing  "free 
f,  lunch?"  The  other  is  that  spam- 
nrs  mutate  like  pathogenic  bugs, 
tinging  come-ons  slightly  to  get 
pit  the  filters. 
(The  experimental  Microsoft  pro- 

.igim  deals  with  the  first  problem  by 

jl)king  at  a  lot  of  variables  at  once. 

■takes  a  constellation  of  symptoms 
i  trigger  the  diagnosis  of  spam — 
$me  having  to  do  with  the  words  in 
.  nessage  and  some  having  to  do 

nth  its  appearance  ( for  example,  a 

•  ^h  percentage  of  special  characters 

C  '  a: 

IJThe  program  will  deal  with  the 
lolution  of  spam  over  time  by 
lutating  itself.  It  is  an  example  of 

ijnachine  learning."  in  which  soft- 
ire  learns  from  experience  and  puts 
at  learning  to  work  in  detecting  pat- 

*lrns.  In  this  case  the  software  would 
>mc  to  your  re  pretrained  on  a  set  of 

•  tveral  thousand  real  world  spams  and 

gitimate  messages.  It  would  keep 
flaming,  observing  the  pile  of  legiti- 
mate E-mail  you  may  have  sitting  in  a 
spider  and  also  a  folder  of  trashed 
inam,  if  you  happen  to  have  one 
t    those.     In    this 
ishion   the   spam- 
jlocker  would 

lecome  sensitive  to 
lour  needs;  if  you 
liork  on  Madison 
vvenue,  it  would 
earn  to  be  more 
olerant  of  exclama-  ^^^ 
:ion  points.  And  it 
vould  maybe  stay  one  step  ahead  of 
he  spammers.  Says  Horvitz,  "It's 
going  to  be  hard  for  a  guy  sitting  in  a 
•pam  center  to  keep  up  with  the  gazil- 
ions  of  filters  out  there." 

The  bad  guys  are  arrayed  against 
|in  interesting  collection  of  talents  at 
Microsoft.  Horvitz,  40,  has  an  M.D. 
Irrom  Stanford.  Why  would  a  software 
firm  want  to  hire  a  doctor?  Horvitz, 
who  also  has  a  Ph.D.  in  decision  sci- 
ence, has  thought  long  and  hard 
'about  diagnostic  logic.  You  must 
detect  a  disease  in  a  constellation  of 
symptoms,  no  single  one  of  which 


Ways  to  fight  spam 


1.  Script  your  E-mail  program  to  route  everything  to  your  secretary 
that  doesn't  contain  "sesame"  in  the  subject  field.  Tell  your  friends 
about  the  password. 

2.  Vote  for  Representative  Christopher  Smith  (R-N.J.).  He  has  a  bill 
to  include  unsolicited  E-mail  in  the  federal  law  banning  junk  faxes. 

3.  Wait  for  an  Internet  service  provider  to  take  up  the  idea, 
promulgated  by  Nicholas  Negroponte  of  mit's  Media  Lab,  that 
advertisers  should  pay  you  to  read  their  E-mail.  You  could  set  your 
filter  to  reject  unsolicited  E-mail  that  paid,  say,  less  than  32  cents. 

4.  Wait  for  the  commercial  implementation  of  an  even  more  exotic 
scheme  concocted  by  Pattie  Maes,  another  Media  Lab  professor.  She 
envisions  a  world  in  which  Web  advertisers  and  vendors  would  be 
able  to  get  the  attention  of  new  prospects  only  after  they  had  built  up 
credits  in  a  reputation  database.  They  would  earn  credits  by  getting 
positive  electronic  feedback  from  your  friends  or  the  public  at  large. 

5.  Wait  for  Microsoft  to  put  its  new  antispam  technology  in 
Outlook  Express.  -W.B. 


Scientist  Heckerman 
uses  the  spam  filter  him- 
self: "I  feel  like  a  great 
weight  has  been  lifted 
from  my  shoulders." 


provides  the  answer.  The  problem  is 
closely  analogous  to  the  spam  prob- 
lem. Among  Horvitz's  colleagues  are 
Susan  Dumais,  an  experimental  psy- 
chologist hired  away  from  Bellcore, 
and  John  Piatt,  who  concocts  math- 
ematical tricks. 

These  are  abstruse  mathematical 
tncks  indeed,  but  the  diagram  (p.  254) 
gives  you  some  idea  of  how  they  work. 
In  this  illustration  of  what  might  set 
spam      apart      from 
good  mail,  only  3  fea- 
tures are  shown.  In 
the  real  spam  filter, 
the   list   of  features 
runs  to  200  or  so, 
meaning  that  the  for- 
mulas dance  around 
in  a  200-dimensional 
vector  space. 
Forget,  for  the  moment,  about  the 
other  197  features,  and  look  at  just 
the  three.  If  possible  you  want  to  cut 
the  space  in  two  so  that  all  the  spam 
is  on  one  side  of  the  plane.  And  you 
want  a  margin  of  safety  around  the 
plane,  to  minimize  the  chance  that 
messages  will  fall  on  the  wrong  side. 
So,  where  do  you  put  the  plane? 

One  way  of  getting  the  answer  has 
to  do  with  the  classic  "Lagrange 
method  of  undetermined  multipli- 
ers," named  after  the  18th-century 
French  mathematical  genius  Joseph- 
Louis  Lagrange.  Clever  though  he 


was,  Lagrange  failed  to  anticipate 
how  slowly  his  elegant  equations 
would  compute  when  late-20th-cen- 
tury  pes  tried  to  tackle  E-mail.  Earli- 
er this  year  John  Piatt  came  to  the 
rescue  with  an  ingenious  shortcut 
that  speeds  up  the  work  by  a  factor  of 
1,000,  according  to  an  academic 
paper  he  published.  He  and  his  col- 
leagues have  since  come  up  with  an 
even  better  scheme,  he  says,  but  this 
one  will  stay  a  trade  secret  for  now. 

There  is  immense  commercial 
value  in  these  algorithms.  If  you  can 
find  the  attributes  that  define  spam, 
you  can  move  on  to  solve  other 
"cluster"  problems  in  artificial  intelli- 
gence. Divine  from  the  features  on  a 
mortgage  application  whether  this 
borrower  belongs  in  the  deadbeat 
cluster.  Or:  Slice  the  population  of 
1040s  so  that  you  can  pluck  out  the 
1%  that  ought  to  be  audited.  Or: 
Decide  whether  a  document  is  more 
about  weather  or  about  commodities. 

Horvitz  and  his  colleagues  are 
already  looking  at  a  text  classification 
problem  very  close  to  the  spam  one. 
They  think  they  can  separate  pornog- 
raphy from  innocent  text.  As  with 
spam,  so  with  obscenity:  You  can't 
define  it,  but  you  know  it  when  you 
see  it.  If  scientists  can  train  comput- 
ers to  recognize  pornography,  that's 
one  more  thing  that  congressmen 
shouldn't  have  to  worry  about.      tM 
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mjHi   tools 

By  David  Churbuck 


The  family  in-box 


If  you  want  to 
register  your 
last  name  as  a 
domain,  first 
check  that  it  is 
available. 
It  helps  to 
have  a  name 
like  Churbuck. 


The  ultimate  vanity  plate  of  the  geek  set 
is  to  have  one's  own  last  name  as  an  Internet 
domain.  So  last  fall  I  registered 
"churbuck.com"  before  one  of  the  other 
dozen  or  so  Churbucks  in  the  world  could 
grab  it.  I  was  all  set,  but  what  about  the 
family?  I  set  aside  daphne@churbuck.com  for 
my  wife.  It  should  have  been  a  simple  matter 
to  teach  my  E-mail  program  to  put  anything 
sent  to  daphne@churbuck.com  in  a  folder 
reserved  for  my  wife.  Indeed,  any  rules-based 
E-mail  program  can  sort  mail  this  way, 
including  Qualcomm's  Eudora,  Lotus' 
ccMail  and  Microsoft's  Oudook  Express. 

The  sorting  didn't  work.  It  was  a  disaster. 

When  I  was  at  work  I  would  download  all 
the  mail,  then  have  to  send  Daphne's  back  to 
churbuck.com  and  call  her  to  tell  her  to  log 
on  and  check  the  E-mail,  but  ignore  any- 
thing to  me.  You  get  the  picture.  The  chil- 
dren wanted  E-mail  addresses,  and  it  would 
only  be  a  matter  of  time  before  my  business 
mail  would  be  interrupted  with  bulletins  for 
my  12-year-old  from  Gamecenter.com. 

Is  there  a  better  way?  My  Internet  service 
provider  came  to  the  rescue.  It  set  up  four 
Churbuck  mailboxes  for  an  extra  $5  a  month 
apiece  (plus  $10  setup  fee) — affordable  atop 
the  basic  $30-a-month  bill  for  hosting  chur- 
buck.com,  providing  ISDN  access  and  100 
hours  of  usage. 

If  you  want  to  register  your  last  name  as  a 
domain,  first  check  that  it  is  available.  It 
helps  to  have  a  name  like  Churbuck.  Don't 
despair  if  your  name  is  Smith.  Try  registering 
names  such  as  thesmiths.com  or  your  first 
initial  and  last  name — dsmith.com. 

David  Strom,  coauthor  of  a  new  book, 
Internet  Messaging,  notes  that  outfits  like 
Mailbank.com  have  snatched  many  of  the 
vanity  domains — but  will  resell  one  for  a  rea- 
sonable fee.  Then  you  can  redirect  that 
address  to  your  America  Online  or  whatever 
account. 

Another  method  is  to  attach  your  last 
name  to  the  suffix  for  an  obscure  part  of  the 
globe — e.g.  smith. tv  (for  Tuvalu)  or  some 
other  small  South  Pacific  country  domain. 
"Manx  of  these  countries  have  servers  locat- 
ed in  Europe  or  northern  California  so  the 
connectivity  isn't  as  bad  as  you  think," 
savs  Strom. 


Use'  InterNIC's  Whois  server  to  find  out 
who  owns  and  administers  an  Internet 
domain.  You  can  find  it  at:  http://rs.int.er- 
nic.net/cgi-bin/whois.  Type  in  the  name 
you  want  with  ".com"  appended  to  the  end    ; 
of  the  search.  You'll  see  the  results.  If  you 
get  a  "no  match"  message  you're  free  to  go 
to  the  next  step,  and  register  the  name.  This 
can  only  be  done  if  you  have  the  technical 
data  about  the  servers  that  will  host  the 
domain.  Where  do  you  get  that  information? 

Call  a  reputable  Internet  service  provider 
and  ask  it  to  do  the  job  for  you.  You'll  be 
charged  the  domain  registration  fee  and  a 
setup  charge.  Say  you  want  a  "virtual 
host" — meaning  your  domain  will  be  on  a 
server  with  other  domains,  as  opposed  to  a 
server  of  its  own.  The  result  is  that  you'll  get 
an  E-mail  address  from  the  ISP,  which  is  set 
up  as  an  alias  of  your  newly  registered 
domain  name.  In  my  case,  my  "true"  E-mail 
address  is  dbuck@shore.net.  The 
churbuck.com  mail  is  an  alias  for 
dbuck@shore.net. 

Good  ISPs  now  offer  Web-based  account 
management  tools  so  you  can  log  on  and 
add  and  delete  mail  subaccounts  yourself  for, 
say,  family  members.  Each  E-mail  subaccount 
has  its  own  password. 

And  what  if  several  family  members  share  a 
single  computer?  Windows  users  should 
make  life  easier  for  themselves  by  setting  up 
multiple  "profiles"  on  the  PC.  Thenceforth, 
each  user  needs  to  supply  a  name  and  pass- 
word every  time  the  computer  boots  up.  The 
mail  program  needs  to  be  modified  for  each 
user  with  his/her  individual  user  name  and 
password. 

There  are  considerable  benefits  to  owning 
your  own  E-mail  domain.  First  is  simplicity. 
Aside  from  Mom,  Dad,  sister  and  brother,  E- 
mail  accounts  can  be  set  up  and  forwarded  to 
work  with  other  E-mail  devices.  I  own  a  PCS 
phone  that  can  receive  E-mail — but  its  Inter- 
net address  is  an  impossible-to-remember 
9178597619@mobile.att.net.  So  I  created  a 
new  mail  subaccount,  phone@churbuck.com 
and  then  arranged  to  forward  all  mail  going 
to  phone@churbuck.com  to  the  nasty 
address.  You  can  do  the  same  trick  with  the 
new  two-way  pagers. 

You  can  get  a  lot  of  these  benefits  without 


David  Churbuck  is  the  editor  of  Forbes  Digital  Tool. 
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owning  a  tana'  domain  name. 
America  Online,  that  mother  of  all 
on-line  access  providers,  grants 
multiple  "screen  names'''  to  its 
members.  For  S21.95  per  month, 
rive  people  can  share  one  account 
but  receive  individual  E-mail  by 
logging  onto  the  service  with  dif- 
ferent passwords.  AOL  also  lets 
porno -paranoid  parents  set  access 
levels  for  younger  users,  ranging 
from  toddler  to  teenager. 

Another  simple  system  for  family 
E-mail  is  the  service  provided  by 
WebTV,  the  S19.95-a-month  basic 
service  that  lets  you  use  the  Web  on 
your  television  set.  You  use  a  remote 
control  to  set  up  additional  E-mail 
accounts  in  minutes.  This  is  a  great 
solution  for  houseguests.  They  arrive 
with  laptop  and  ask  if  they  can 
borrow  your  E-mail  account.  Don't 
do  it!  They'll  have  to  sit  down  in 
front  of  your  in-box  to  get  at  their 
stuff,  your  E-mail  address  could  be 
spread  to  China  and  back,  and  you'll 
be  answering  E-mail  not  meant  for 
you  for  months.  With  WebTV  you 
set  up  houscguesr@webtv.net  and 
then  delete  it  when  the  guest 
departs. 

What's  coming  next?  Jerry 
Michalski,  the  former  editor  of 
Esther  Dyson's  Release  1.0 
newsletter  and  now  a  technology 
consultant  at  Sociate,  a  San  Fran- 
cisco-based computer  consultancy, 
coined  the  term  "fridge  door."  It 
describes  the  place  where  the 
Internet  will  take  personal  connec- 
tions. Try  setting  up  a  Web  site  for 
the  family  that  provides  a  central 
calendar,  everyone's  mailing 
address,  a  place  to  leave  public  and 
private  messages,  baby  pictures, 
news  about  Gramps'  90th  birth- 
day. You  can  control  access  with  a 
password  so  that  creeps  and 
strangers  don't  get  in. 

A  great  ISP  for  hosting  family 
Web  sites  is  MindSpring,  an 
Atlanta- based  company  with 
national  capabilities.  MindSpring 
has  good  on-line  tools  for  manag- 
ing E-mail  addresses  and  readily 
accepts  sites  constructed  with 
Microsoft's  FrontPage.  M 


For  every  new  Internet  phenom  like  Amazon.com, 
there's  a  Barnes  &  Noble  quaking  in  its  boots. 
The  established  order  is  frantically  trying  to  stave  off 
electronic  commerce. 

Bricks  and  mortal4 


fight  back 


By  Scott  Woolley 

What  do  old-fash- 
ioned retailers  do  to 
survive  the  Internet 
siege?  Method  A: 
Make  their  stores  even 
more  attractive.  That's 
how  Borders  is  fight- 
ing Amazon.com  (see 
p.  104).  Method  B: 
Try  to  choke  off  the 
supply  line  feeding  the 
Internet  stores. 

Wine  distributors 
don't  like  the  fact  that 
Virtual  Vineyards  and 
other  Web- based  firms 
have  muscled  in  on 
the  wholesalers'  turf 
by  shipping  wine 
directly  to  consumers. 
So  the  liquor  lobby 
has  started  pressuring 
state  legislatures  to 
outlaw  alcohol  sales  ■■■■ 
over  the  Internet.  In 
Florida  distributors  just  pushed 
through  a  law  making  direct  shipping 
of  alcohol  a  felony. 

"It's  nothing  but  wholesalers  using 
the  government  to  protect  their 
monopoly,"  complains  vintner 
William  Maclver,  the  co-owner  of 
Matanzas  Creek  Winery  in  Santa 
Rosa,  Calif,  and  a  supporter  of  Virtu- 
al Vineyards. 

Twenty-five  auto  dealerships  in  the 
Pacific  Northwest  banded  together  to 
threaten  a  boycott  of  Chrysler  unless 
it  cut  back  the  number  of  cars  it  sold 
Dave  Smith  Motors  of  Kellogg, 
Idaho.  Smith's  offense?  Advertising 


iam  Maclver,  owner  of  Matanzas  Creek  Winery 
Angry  wholesalers  don't  want  him  selling  over  the  Web. 


prices  over  the  Internet  that  were  so 
low  they  drew  buyers  from  neighbor- 
ing states. 

That  boycott  didn't  get  very  far 
before  the  Federal  Trade  Commis- 
sion charged  that  the  group's  threat- 
ened boycott  would  be  illegal — a  col- 
lusive attempt  to  curtail  legitimate 
competition — and  forced  the  dealers 
to  back  down. 

Successful  anti-Internet  efforts 
tend  to  be  subtler.  Larry  Zupancic, 
who  runs  the  Internet  site  appli- 
ances.com,  says  manufacturers,  acting 
at  the  behest  of  established  distribu- 
tors, often  refuse  to  sell  to  his  Web 
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site.  Williams-Sonoma,  Inc.,  like 
many  other  retailers,  makes  it  clear  to 
suppliers  that  the  easiest  way  to  get 
their  products  yanked  from  its  cata- 
logs and  279  retail  stores  is  to  start 
selling  over  the  Web,  Zupancic  says. 

The  San  Francisco-based  retailer's 
vice  president  of  marketing,  Cather- 
ine Halligan,  denies  any  such  blan- 
ket policy  exists,  but  concedes:  "If 
we're  the  number  one  customer  of 
an  appliance  maker  and  they  say 
they're  going  to  put  their  own  site 
up  and  reduce  the  cost  by  50%, 
that's  going  to  cause  a  little  bit  of  a 
friction  with  us." 

Whirlpool  and  General  Electric 
don't  sell  their  appliances  over  the 
Web.  Might  that  have  something  to 
do  with  the  fact  that  a  lot  of  white 
goods  are  sold  by  powerful  chains 
like  Sears  and  Circuit  City  Stores?  Oh 
no,  says  a  Whirlpool  spokesman: 
"Our  research  says  consumers  really 
aren't  ready  to  buy  our  type  of  prod 
uct  over  the  Internet." 

That  response  draws  a  guffaw  from 
appliance. corn's  Zupancic.  "I  have 
people  calling  me  all  the  time  trying 
to  buy  major  appliances  off  the  Web," 
he  says.  "The  big  [players]  in  major 
appliances  behave  as  if  they're  OPEC." 

Amazon.com  is  fighting  for  market 
share  in  Germany  with  one  hand  tied 
behind  its  back.  It  can't  discount 
books,  since  retailers  in  that  country 
are  protected  through  legislation  to 
make  discounting  verboten. 

Even  some  proponents  of  E-com- 
merce  aren't  thrilled  at  price  competi- 
tion. Just  look  at  Microsoft 
Expedia.com,  a  Web  site  that  sells  air- 
line tickets  and  makes  hotel  and  car 
reservations.  Expedia  restricts  com- 
mercial shopping  "bots,"  computer 
programs  that  canvass  the  Internet  for 
the  best  prices.  Many  sites  that  sell  CDs 
don't  let  bots  in  either. 

But  can  these  Web  vendors  stop 
price  shopping?  Yahoo!  and  Excite 
are  rolling  out  their  own  versions  of 
bot  technology.  Adam  Schoenfcld,  an 
analyst  with  Jupiter  Communications, 
argues  that  these  bot  offerings  leave 
Microsoft's  competing  msn.com  site 
at  a  disadvantage. 

Consumers  will  eventually  get 
some  serious  price  competition  out  of 
the  Web,  if  that  is  what  they  want — 
but  not  without  a  bloody  fight.      WM 
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The  year  2000  Chicken  Littles  may  just  be  right  about! 
one  thing:  special-purpose  microprocessors. 

Embedded 
trouble 


By  Srikumar  S.  Rao 


Your  company  is  presumably  up  to 
speed  on  the  software  side  of  the  vear 
2000  problem.  But  have  you  pon- 
dered the  hardware  side?  We're  talking 
about  embedded  controllers,  the  spe- 
cial-purpose microprocessors  that  turn 
valves  on  and  off,  regulate  furnaces 
and  air  conditioners,  operate  pace- 
makers and  car  engines  and  control 
the  nation's  electric  grid.  Warns  G.K. 
Jayaram,  chairman  of  Transformation 
Systems,  a  Princeton,  N.J.  information 
technology  consulting  firm:  "Conic 
2000  there  will  be  rolling  blackouts 
across  much  of  the  U.S." 

To  a  degree  that  surprises  nonspe- 
cialists,  embedded  systems  routinely 
have  recourse  to  time  stamps.  The 
chip  may  contain  a  rule  like  this:  If 
generator  23  hasn't  been  serviced  for 
six  months,  shut  it  down  and  import 
electricity  from  the  neighboring  state. 


"In  tests,  several  utilities  have  suf- 
fered system  crashes  as  the  date  rolls  ■ 
over  to  01/01/2000,"  says  Jayaram.  | 
"Our  electricity  transmission  network 
is  so  highly  interconnected  that  a  fail- 
ure in  one  sector  can  easily  cascade  to 
others  thousands  of  miles  away." 

Just  finding  all  your  embedded  sys- 
tems is  a  challenge.  They  are  under 
the  ocean  in  drilling  rigs  and  nuclear 
submarines,  above  the  earth  in  satel- 
lites and  everywhere  in  between. 
Many  are  encased  in  steel,  buried  in 
concrete  or  otherwise  inaccessible. 
They  program  your  vcr,  inscribe  the 
date  on  your  home  video  and  run  fac- 
tories, refineries  and  office  buildings. 
There  are  more  than  25  billion  of 
these  chips,  says  David  Hall,  embed- 
ded-systems consultant  for  Oakbrook, 
Ill-based  Cara  Corp.,  a  software  con- 
sulting firm.  "In  a  large  plant  you  have 
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buckets  of  just  two  or  three  hundred 
lines  of  code,  but  they  are  in  thou- 
sands of  locations,"  explains  John 
Jenkins,  president  of  Tava  Technolo- 
gies, Inc.,  an  information  technology 
company  in  Englewood,  Colo.  "Fac- 
tory systems  are  networked,  so  one 
component  failure  could  well  bring 
the  whole  operation  down.  Many  of 
the  vendors  of  these  old  chips  are  no 
longer  in  business,  and  the  documen- 
tation for  them,  if  it  ever  existed,  has 
long  since  been  lost." 

"Embedded-chip  snafus  can  show 
up  in  a  mind-boggling  variety  of  set- 
tings," says  Timothy  Broadley,  chief 
engineer  at  Bethesda,  Md. -based 
Computer  Technology  Associates. 
One  of  CTA's  clients  is  a  government- 
owned  facility  that  stores  14  tons  of 
plutonium  and  other  toxic  waste. 
Some  of  the  plutonium  is  in  the  form 
of  dust  trapped  in  pipes  and  crevices  in 
plant  buildings.  Dozens  of  fans  main- 
tain low  pressure  in  the  buildings,  so 
that  there  is  no  radioactive  leak.  A 
programmable  line  controller  moni- 
tors the  fans  and  has  a  millennium  bug 
problem.  "It  is  possible  that  the  fans 
could  shut  down  and  permit  a  leak," 
says  Broadley.  The  facility  is  16  miles 
from  a  city. 

Many  maximum  security  prisons 
have  electronic  door  locks.  "They  are 
designed  to  fail  in  the  'open'  posi- 
tion," explains  Broadley,  "so  humans 
don't  get  trapped  if,  say,  there  is  a 
fire."  When  2000  rolls  around,  will 
some  of  our  most  dangerous  felons  be 
unexpectedly  freed?  Maybe. 

"Most  embedded  systems  have  a 
look- ahead  time  of  less  than  one 
month,  so  the  failures  won't  happen 
for  a  while,"  says  Cara's  Hall.  "There 
has  simply  not  been  enough  testing  to 
comment  intelligently  on  what  will 
happen.  What  could  happen,  though, 
is  plenty  scary." 

Consultants,  to  be  sure,  have  an  ax 
to  grind  when  they  say  you  should 
have  some  consulting  work  done. 
Even  allowing  for  that,  there  seems  to 
be  room  for  intelligent  worry.  If  you 
own  an  explosives  factory,  check  out 
the  controller  on  the  ventilation  fan. 

Srikumar  S.  Rao  is  Louts  and  Jobau 
Vorzimer  Professor  of  Marketing  at  tin 
C.  W.  Post  campus  of  New  York's  Lonjj 
Island  University.  ■■ 


Mark  Wilson  started  out  as  something  of 

a  temperance  crusader.  He  is  now  trying  to  turn 

his  crusade  into  a  business  proposition. 

Alcohol-free 


By  Stephan  Herrera 
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Crusader:  Argyll  Scientific  Managing  Director  Mark  Wilson 
Fighting  demon  rum  under  another  guise. 


Mark  Wilson  is  a  crusader,  in  the 
way  that  only  a  reformed  sinner  can 
be.  Orphaned  at  the  age  of  12,  with 
few  prospects,  he  took  to  alcohol. 
After  drying  out  in  1976  at  the  age  of 
26,  he  went  on  to  become  a  banker 
at  Kidder,  Peabody  in  Houston.  Yet 
something  was  missing. 

Wilson,  47,  found  that  something 
one  day  while  reading  about  a  child 
who  had  been  poisoned  by  the  alco- 
hol in  a  hotel  sample  of  mouthwash. 


Looking  into  the  matter,  he  learned 
that  most  mouthwash  contains  a 
hefty  dose  of  alcohol,  his  lifelong 
bane.  Listerine  is  strong,  at  54  proof. 
Several  thousand  kids  are  treated 
every  year  for  mouthwash  poisoning. 
Wilson  tiled  petitions  in  1988  with 
the  Food  and  Drug  Administration 
and  the  Consumer  Product  Safety 
Commission  seeking  a  mandate  for 
child-resistant  caps  on  mouthwash. 
His  letters,  research  reports,  phone 
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calls  and  visits  to  Washington  con- 
vinced 29  state  attorneys  general  to 
file  suit  against  mouthwash  manufac- 
turers. In  1995  the  commission  man- 
dated child-resistant  caps  for  mouth- 
wash containing  more  than  3% 
alcohol. 

On  to  the  next  antialcohol  cause. 
Wilson  went  after  propylene  glycol, 
a  ubiquitous  additive  that  is  really 


do  a  lot  of  damage. 

So  why  do  drug  companies  use  the 
chemical?  It  can  be  found  in  Reach 
Anticavity  Fluoride  Treatment  Rinse, 
Robitussin  Pediatric  Drops  and  Pedia 
Care  Decongestant — all  which  claim 
to  be  alcohol-free.  Main  reason: 
Propylene  glycol  keeps  active  ingre- 
dients in  a  liquid  remedy  from  set- 
ding  to  the  bottom  of  the  jar.  Manu- 


Buried  in  the  fine  print 

Propylene  glycol  is  found  in  everything  from  cold  remedies  to  nutritional 
supplements.  Many  of  these  products  are  for  kids.  Though  propylene 
glycol  is  an  alcohol,  some  products  that  include  it  are  billed  as  alcohol- 
free.  Here  are  a  few  products  that  list  propylene  glycol  as  an  ingredient. 


Product  name 


Manufacturer 


Advertised  as  alcohol-free 


Dimetapp  Decongestant  Pediatric  Drops 

A.H.  Robins 

yes 

Robitussin  Pediatric  Drops 

A.H.  Robins 

yes 

Robitussin  Night  Relief 

A.H.  Robins 

yes 

Junior  Strength  Advil 

Whitehall-Robins  Healthcare 

Triaminic  Night  lime 

Novartis  Consumer  Health 

yes 

Children's  Tylenol  Cold 

Johnson  &  Johnson 

yes 

Pedia  Care  Infants'  Drops 

Johnson  &  Johnson 

yes 

Reach  ACT  For  Kids 

Johnson  &  Johnson 

yes 

Tempra  1 

Bristol-Myers 

yes 

Vicks  NyQuil 

Procter  &  Gamble 

Sleepinal  Softgels 

Thompson  Medical 

Kanka  Mouth  Sore  Medication 

Blistex 

Myadec  Multivitamin-Multimineral 

Warner-Lambert 

Water  Pill 

Nature's  Bounty 

nothing  more  than  alcohol.  Read  the 
fine  print  and  you  will  find  propylene 
glycol  in  everything  from  your 
child's  medicine  to  your  chicken 
bouillon.  But  the  labels  won't  tell 
you  how  much  is  there  because  the 
FDA  doesn't  demand  it.  If  propylene 
glycol  appears  high  on  the  list  of 
ingredients,  that  tells  you  there  is  a 
lot  of  it  in  the  product. 

It  is  similar  enough  to  the  alcohol 
of  booze  that  it  can  cause  many  of 
the  same  problems  in  the  body.  It  can 
cause  inebriation  (albeit  it's  only  a 
third  as  strong  in  this  regard),  liver 
damage,  lactic  acidosis,  cardiorespira- 
tory arrest  and  violent  nausea  in  an 
alcoholic  who  is  taking  Antabuse  to 
prevent  relapse. 

You  might  think  you  would  have 
to  guzzle  large  amounts  of  propylene 
glycol  to  get  these  effects.  But  in  chil- 
dren— and  adults  with  kidney 
damage — a  little  has  the  potential  to 


facturers  note  that  the  additive  has 
been  approved  by  the  FDA. 

It  got  that  seal  of  approval  by 
making  it  onto  the  agency's  list  of 
substances  "generally  recognized  as 
safe" — meaning  there  is  a  sort  of 
grandfather  exemption  from  safety 
studies.  Yet  the  FDA,  curiously,  has 
banned  the  use  of  propylene  glycol  in 
cat  food  after  research  showed  that  it 
could  damage  red  blood  cells.  There 
is,  to  be  sure,  a  difference  of  doses 
here.  Before  the  pet  food  ban,  cats 
were  getting  up  to  12%  per  serving. 
In  some  children's  medicine,  die  con- 
centration of  propylene  glycol  is  four 

The  FDA  banned  propylene 
glycol  use  in  cat  food  after 
research  showed  that  it  could 
damage  red  blood  cells. 


times  higher.  Some  intravenc 
antibiotics  and  anticonvulsants  are  I 
to  80%  propylene  glycol. 

Say  you've  just  given  your  infa| 
four  teaspoons  of  a  cold  remedy- 
typical  daily  dose.  Dr.  Kennel 
McMartin,  of  Louisiana  State  UrJ 
versity  Medical  Center  in  Shrevepon 
who  has  studied  propylene  glyccj 
says  that  with  that  dose  you're  ge 
ting  approximately  10  grams — two  i 
the  four  teaspoons — of  propyler| 
glycol.  That  sounds  like  a  lot,  but ' 
have  no  way  of  knowing  becau:| 
there  are  no  studies  that  tel 
us  whether  that  level  is  safe  wit| 
prolonged  use. 

Wilson  wants  the  additive  bannel 
outright.  If  he  succeeds,  drug  corrl 
panies  would  have  to  look  around  fc| 
substitutes,  and  it  happens  tha 
Wilson  has  one  at  hand,  a  surfactant! 
based  product  called  Zeffr,  for  whicj 
he  was  awarded  a  patent  in  1990.  Hi 
is  the  majority  owner  and  managing 
director  of  Houston- based  Argyll  Scil 
entific  LLC,  which  owns  the  patent  t<| 
Zeffr  products — eventually  available 
in  liquid,  solid  and  granular  form— I 
and  the  majority  owner  of  HaelaiJ 
Health  Corp.,  which  is  the  licensetl 
of  the  marketing  rights.  No  cus-f 
tomers  yet. 

With  no  formal  scientific  backl 
ground  and  scarcely  more  credential?! 
than  an  economics  degree  from  Aril 
zona  State,  Wilson  vows  to  take  hisj 
case  once  again  to  state  attorneys! 
general,  just  as  he  did  with  hisl 
mouthwash  crusade.  He  has  present- 
ed his  spiel  to  sympathetic  audiences  | 
in  Congress  and  the  American  Med- 
ical Association. 

What  may  come  out  of  this  cru- 
sade is  not  sales  for  Zeffr  but  just  al 
moral  victory  in  which  drug  com- 
panies would  have  to  identify! 
propylene  glycol  as  alcohol.  On  this 
point  Wilson  gets  an  endorsement 
from  Dr.  Wayne  Snodgrass,  profes- 
sor of  pediatrics,  pharmacology  and 
toxicology  at  the  University  of  | 
Texas  Medical  Branch  at  Galveston 
and  former  president  of  the  Ameri- 
can Academy  of  Clinical  Toxicolo- 
gy: "He  has  a  point.  We  don't 
know  just  how  dangerous  this  is, 
long  term  at  these  doses,  and  it 
really  is  alcohol  that  we're  talking 
about  here."  §■ 
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i  nT3  mTo  Ft-  insights 

By  Peter  Huber 


Sex  and  government 


However 
private  sex 
ought  to  be, 
law  is  public, 
and  has  to 
be — due 
process  isn't 
possible 
otherwise. 


Those  of  us  in  the  business  of  confidently 
predicting  just  how  technology  will  trans- 
form society  should  really  spend  more  time 
thinking  about  sex.  Technology  should  have 
made  sex  an  almost  entirely  private  matter. 
It  didn't.  Why  not? 

In  the  1950s  scientists  developed  synthet- 
ic hormones.  The  Pill  was  followed  by  a 
range  of  other  new  contraceptives,  conve- 
nient and  cheap.  Antibiotics  subdued  sexu- 
ally transmitted  disease.  Surgical  vacuum 
cleaners  made  abortion  almost  as  easy  as 
tidying  up  with  a  Dustbuster.  Medical  sci- 
ence was  repealing  all  the  old  biological  and 
economic  laws  of  a  sexual  nature.  The  main 
consequences  of  indiscriminate  sex  in  the 
old  days — syphilitic  men,  destitute  women 
and  fatherless  children — didn't  have  to  con- 
cern the  public  authorities  any  more. 

As  sexual  libertarians  hoped  and  predict- 
ed, the  law  marched  out  of  the  bedroom. 
Adultery  and  homosexuality  were  de- 
criminalized. Abortion,  previously  a  crime, 
became  a  constitutional  right.  No-fault 
divorce  laws  replaced  the  old  standards  that 
hinged  on  infidelity.  By  all  techno- logic,  we 
weren't  going  to  hear  much  about  sex  any 
more,  not  in  courts,  not  in  legislatures, 
nowhere  at  all,  really,  in  the  discourse  of 
government.  Private  consent,  and  the  free- 
dom of  choice  that  technology  supplied, 
would  take  care  of  everything.  Rape  would 
remain  the  one  obvious  exception. 

What  we  learned  instead  was  that  public 
policy  is  far  more  potent  than  the  Pill.  New 
technology  made  it  easy  to  avoid  or  termi- 
nate pregnancy,  but  new  welfare  laws  blunt- 
ed the  economic  hardships  of  unwed  moth- 
erhood and  the  economic  responsibilities  of 
fatherhood.  Contraception  and  abortion 
rates  rose  fast,  but  illegitimacy  rates  rose 
faster  still.  Far  from  going  private,  the 
sexual  mores  of  the  masses  took  center  stage 
in  fractious  national  debates  about  public 
health,  education  and  welfare. 

And  while  the  law  retreated  from  the 
bedroom,  many  women  were  venturing  out 
into  the  workplace.  Sex,  it  turned  out, 
could  happen  there,  too — some  of  it  fully 
consensual,  some  between  boss  and  subor- 
dinate that  is  not  quite,  and  some  that  is 


harassment,  or  worse,  not  consensual  at  all. 
So  the  law  followed  sex  into  the  factory  and 
the  office.  There  developed  a  vast  new  edi- 
fice of  civil  office-sex  law.  It  was  every  bit  as 
concerned  about  the  sordid  details  of  sex  as 
the  old  laws  ever  were.  The  men  and 
women  who  most  eagerly  welcomed  the 
technology  of  the  sexual  revolution,  who 
most  ardently  supported  all  the  new  choices 
that  it  offered,  were  pleased  to  welcome  a 
legal  revolution  along  with  it. 

Technology,  meanwhile,  casually  switched 
political  parties  and  signed  up  with  the 
Moral  Majority.  The  virus  hunters 
announced  they  hadn't  quite  vanquished 
sexually  transmitted  disease  after  all  and 
weren't  about  to.  Deadbeat  dads  found 
themselves  being  tracked  by  dna  tests  that 
established  paternity  and  drivers'  license 
databases  that  located  paychecks. 

And  in  the  office,  new  technology  was 
quite  able  to  find  out  who  was  doing  what 
to  whom,  where,  when  and  how  willingly,  if 
the  law  really  wanted  to  know.  The  answers 
would  be  extracted  from  tapes,  E-mails  and 
incriminating  stains,  from  the  myriad  elec- 
tronic logs  and  records  that  most  working 
people  maintain  almost  automatically,  in  our 
computers,  on  our  credit  cards,  our  office 
pass  codes  and  on  security  cameras.  In  its 
pursuit  of  the  new  forms  of  forbidden  sex, 
the  law  would  search  for  and  seize  them  all. 
Sex  would  become  about  as  reliably  private 
as  a  civil  lawsuit. 

It  could  have  been  otherwise.  Sex  could 
indeed  be  more  private  today  than  ever 
before  in  human  history.  If  legislatures  and 
courts  had  simply  stood  still  for  the  last 
three  decades,  it  would  be.  We  would  no 
longer  be  interested  in  sex  at  all,  at  least  not 
insofar  as  our  interest  was  piqued  by  lawyers 
rather  than  by  libido.  But  they  didn't  stand 
still.  They  changed  the  law  even  faster  than 
medical  scientists  changed  the  technology. 

However  private  sex  ought  to  be,  law  is 
public  and  has  to  be — due  process  and 
equal  protection  aren't  possible  otherwise. 
Synthetic  estrogen  made  sex  private.  New 
laws  made  it  public  again.  The  lawyers  tri- 
umphed over  the  technology  without  even 
breaking  a  sweat.  H 


Peter  Huber,  a  senior  fellow  of  the  Manhattan  Institute,  is  the  author  of  Law  and  Disorder  in  Cyberspace  (Oxford  Press,  1997); 
E-mail  address:  PeterWHuber@MSN.com  Home  page:  http://www.phuber.com/huber/home.html 
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The  Vanguard  of  Texas 

If  the  miserable  stock  market  has  you  mulling  a  switch  to  bonds,  take  a  look  at 
USAA.  Its  low  expenses  make  it  a  winner  in  fixed-income  investing. 
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By  William  P.  Barrett 

The  market  crashlet  of  July  1 7  to 
Aug.  31  did  a  lot  of  damage  to  the 
assets  of  high-flying  fund  operators 
who  rode  the  bull  market  to 
overnight  success.  It  left  USAA  rela- 
tively unscathed:  Fund  assets  dropped 
only  from  $24.6  billion  to  $22.9  bil- 
lion. Simple  reason:  usaa's  low- 
overhead  structure  is  ideally  suited  to 
its  dominant  bond  funds,  and  bonds 
have  been  doing  just  fine  in  the 
summer  correction. 

USAA  is  an  odd  duck.  This  San 
Antonio-based  seller  of  funds  and 
insurance  has  been  around  for  76 
years,  but  you've  probably  never  heard 
of  it  because  it  practically  never  adver- 
tises to  the  general  public.  It  has  no 
outside  shareholders — unlike  almost 
every  large  fund  vendor,  other  than 
the  Vanguard  Group.  Its  core  cus- 
tomer base  is  military  officers. 

In  the  recent  Forbes  mutual  fund 
issue  (Aug.  24),  USAA  had  more  offer- 
ings— nine— on  our  Best  Buy  lists 
than  all  but  three  other  fund  families, 
all  much  larger.  Topping  USAA  were 
Vanguard,  T  Rowe  Price  and  Fideli- 
ty— pretty  fast  company.  Currently, 
only  3  of  the  21  USAA  funds  ranked 
by  Morningstar  carry  less  than  a 
three-star  rating. 

The  somewhat  unusual  legal  struc- 
ture of  USAA — the  fact  that  it  is 
owned  by  its  auto  and  property 
policyholders — is  not  entirely  a  coin- 
cidence here.  Low  expenses  are  a  big 
element  in  winning  a  fund  a  spot  in 
our  Best  Buy  rankings,  especially  for 
bond  funds.  The  usual  shareholder- 
ovvned-fund  sponsors  charge  big  fees 
and  take  a  large  fraction  of  them  to 
their  bottom  lines.  With  no  share- 
holders to  pay  dividends  to,  USAA  can 
keep  its  fees  low. 

Vanguard  gets  a  lot  of  mileage  out 
of  the  low-fee,  you-own-us  sales 
pitch.  USAA  has  somewhat  the  same 
selling  proposition  but  has  in  tact 


been  at  it  longer. 
USAA  opened  its 
first  fund  in  1971, 
three  years  before 
Vanguard  was 

founded,  but  was 
slow  to  reach  criti- 
cal mass.  As  recent- 
ly as  1980,  fund 
assets  were  only 
$82  million. 

The  organization 
(the  initials  stand  for 
United  Services  Au- 
tomobile Associa- 
tion) was  begun  by 
Army  officers  who 
could  not  get  car 
insurance.  To  this 
day,  only  certain 
persons  with  mili- 
tary experience  or 
their  dependents 
can  buy  usaa's  auto 
and  property  poli- 
cies. That's  an  affin- 
ity group — but,  at 
1 3  million  strong,  a 
big  one. 

However,  usaa's 
life  insurance  and 
35  mutual  funds 
are  available  to  anyone.  Much  credit 
for  the  success  of  the  fund  business 
goes  to  Michael  J.C.  (Mickey)  Roth, 
57,  a  lanky,  white-haired  ex-Air  Force 
captain  who  heads  usaa  Investment 
Management,  the  mutual  fund  arm. 
Since  he  took  control  in  1986,  fund 
assets  have  multiplied  tenfold. 

USAA  has  some  decent  stock  funds, 
but  its  strength  is  in  bonds — still  a 
majority  of  its  assets — where  a  small 
edge  in  expense  ratios  easily  translates 
into  an  observable  performance 
advantage.  For  example,  USAA  GNMA 
Trust  hits  up  investors  for  32  cents  of 
expenses  annually  for  every  SI 00 
invested.   The  average  Ginnie  Mae 


Funds  boss  Michael  J.C.  (Mickey)  Roth 
Bonds  are  still  his  bread  and  butter. 


fund  will  cost  you  $1.10.  Over  the 
past  five  years  the  USAA  fund  has 
delivered  a  6.8%  compound  annual 
return,  versus  the  average  6.1%. 

Like  Vanguard,  usaa  charges  no 
sales  loads  and  spends  almost  nodiing 
on  promotion  besides  mailings  to 
existing  insurance  customers.  Says 
Roth:  "If  you're  Fidelity  or  Dreyfus, 
you  need  to  take  out  full-page  ads 
every  day  in  the  Wall  Street  Journal. 
We  don't  have  to  do  that." 

He  buys  the  occasional  ad  in  a  mil- 
itary publication.  If  you  are  not  in  the 
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military,  you  have  to  take  the  initia- 
tive to  rind  your  way  to  this  outfit. 

USAA  has  a  few  equity  standouts: 
PSAA  Cornerstone  Strategy,  a  stock- 
oriented  asset  allocation  fund  with 
extremelv  low  volatility,  and  two  top- 
performing  global  funds — USAA 
International  and  USAA  Emerging 
Markets.  The  two-year-old  L'SAA  s&p 
500  Index  boasts  an  expense  ratio  of 
18  cents  for  every  SI 00  invested,  a 
penny  below  that  of  the  famously 
cheap  Vanguard  500  Portfolio.  With 
little  promotion,  USAA's  index  fund 
easily  tops  SI  billion. 

There  remain  a  few  blots.  L'SAA 
Aggressive  Growth,  a  controversial 
small-company  vehicle,  has  a  dreadful 
long-term  record.  The  USAA  Texas 
Tax-Free  Income  Fund  looks  utterly 
pointless,  given  that  Texas  lacks  an 
income  tax  from  which  to  be  exempt. 
Most  of  the  funds  in  the  table, 
though,  arc  excellent  buys. 

Hey,  pick  up  some  life  insurance 
while  you  are  at  it.  A  45-year-old 
nonsmoking  female  would  pay  only 
$655  annually  for  a  $500,000  ten- 
year  level-term  policy.  Hi 


A  volatile  summer 


Performance 

USAA  Fund 

Annualized 

Total  return 

Assets 

Annual 

Up     Down 

total  return 

7/17/98 

6/30/98 

expenses 

markets 

7/31/93  to 

to 

($mil) 

per 

7/31/98 

8/31/98 
(est) 

$100 

Bond 

C 

C 

Invest— GNMA  Trust 

6.8% 

2.1% 

$385 

$0.32 

A 

D 

Mutual — Income 

7.0 

1.6 

1,749 

0.38 

B 

C 

Tax-Exempt — California  Bond 

6.6 

2.6 

553 

0.40 

Tax-Exempt — Florida  Income 

NA 

2.3 

153 

0.50a 

C 

B 

Tax-Exempt — Intermediate 

6.3 

1.8 

2,090   : 

0.36 

B 

C 

Tax-Exempt — Long-Term 

6.3 

2.2 

2,094   ; 

0.36 

F 

A+ 

Tax-Exempt — Short-Term 

4.8 

1.2 

972 

0.38 

Tax-Exempt  MM 

3.2 

0.6 

1,574 

0.38 

Equity 

B         F 

Mutual — Aggressive  Growth 

17.5 

-31.6 

796 

0.70 

S&P  500  Index 

NA 

-19.1 

1,221 

0.18 

Invest — Emerging  Markets 

NA 

-36.1 

267 

1.31 

D         A 

Invest — Cornerstone  Strategy 

11.9 

-14.4 

1,493 

1.00 

B        B 

Invest — International 

14.1 

-21.3 

615 

1.13 

B        C 

Invest— World  Growth 

14.2 

-21.7 

356 

1.13 

a:  Net  of  absorption  of  expenses  by  fund  sponsor.  NA:  Not  available. 

Sources:  Forbes, 

Upper  Analytical  Services. 

USAA  s  top  bond  funds  weathered  the 
August  market  correction  just  fine. 
Stock  funds  had  it  rougher. 


I      / 


Good  for  whom? 

People  bought  the  socially  conscious  Parnassus  Fund  so 
they  could  feel  good.  But  lately  they've  been  feeling  bad. 


By  Thomas  Easton 

Parnassus  Fund  is  one  of  those  virtu- 
ous funds  that  buys  shares  only  in 
good  companies.  Companies  that  are 
nice  to  employees  are  good;  companies 
that  make  weapons  are  bad.  Protecting 
the  environment  is  good;  nuclear 
power  is  bad.  You  get  the  drift. 

One  problem  with  this  type  of 
investing  is  that  real  life  can  be  so 
messy.  Would  it  really  be  a  bad  thing 
to  defend  Miami  against  a  nuclear 
attack?  And  are  all  the  companies  in 
the  Parnassus  portfolio  really  so 
good?  One  of  them,  Money  Store, 
profiteers  by  lending  money  to 
unprosperous  people  at  high  interest. 
Another,  Galoob  Toys,  exploits  inse- 
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cure  youngsters  by  selling  them  Spice 
Girls  dolls.  Another,  Toys  "R"  Us, 
sells  products  made  in  China,  which 
mistreats  baby  girls. 

Customers  could  perhaps  stomach 
all  these  contradictions  if  Parnassus 
delivered  on  its  premise,  which  is  that 
you  can  do  well  while  doing  good. 
The  shareholders,  alas,  are  not  doing 
well  at  all.  From  the  July  17  peak 
through  Aug.  28  the  s&P  500  fell 
13%,  while  the  Parnassus  Fund 
took  a  25%  shellacking.  The  long- 
term  picture  is  no  better.  Over  the 
past  decade  the  fund  has  returned 
9.5%  annually,  lagging  the  s&P  500 
by  a  huge  8.7  points  and  the  aver- 
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The 


age  growth  fund  by  nearly  six  points. 

What's  gone  wrong?  Jerome 
Dodson,  55,  who  founded  this  fund 
13  years  ago  and  has  run  it  ever  since, 
may  be  suffering  for  lack  of  convic- 
tion. An  avowed  contrarian,  Dodson 
recently  changed  his  investment  strat- 
egy for  a  more  short-term  focus  and 
seems  to  have  junked  companies,  like 
Apple  Computer,  just  prior  to  their 
rebounds.  "There  were  others,  but  I 
can't  remember  them  off  the  top  of 
my  head,"  he  says.  "I  look  forward, 
not  backward." 

Six  months  ago  he  was  unequivo- 
cal in  his  belief  that  the  market  was 
too  high,  yet  he  declined  to  raise 
cash.  Although  Dodson  says  he  buys 
cheap,  the  average  price/earnings 
multiple  of  the  portfolio,  according 
to  Morningstar,  has  been  right  in  line 
with  the  Standard  &  Poor's  500. 

As  if  the  poor  investment  results 
weren't  enough,  a  lingering  battle 
with  the  Securities  &  Exchange 
Commission  raises  other  questions. 
The  SEC  alleges  that  in  the  early 


Fund 


Ariel  Appreciation 
Ariel  Growth 
Citizens  Income 
Domini  Social  Equity 


S&P  500  Index 


'Annual,  as  a  percent  of  net  assets.  NA:  Not  available. 


to  mid-1990s 
Dodson  inflated 
the  value  of 
delisted  Nasdaq 
stock  Margaux 
Inc.  and  wrongly 
had  the  fund 
lend  Margaux 
money.  Dodson 
was  also  accused 
of  not  reporting 
to  shareholders 
the     soft-dollar 

freebies         that     

went      to      his 

investment  advisory  firm  in  recom- 
pense for  brokerage  commissions 
paid  by  the  fund. 

His  shareholder  reports  provide 
some  alibis:  The  soft-dollar  payments 
have  been  "voluntarily"  repaid  and 
benefited  shareholders  anyway;  his 
valuations  for  Margaux's  shares, 
though  too  high,  were  more  realistic 
than  the  SEC's  ruling  that  the  shares 
were  worthless;  the  fight  continues; 
vindication  will  come. 


'Socially  conscious"  funds 


Annualized  total  return 
5-year        3-year 


Assets 
($mil) 


Expense 
ratio* 


18.5% 

16.6 

7.0 

22.4 


26.2% 

22.9 

8.4 

28.8 


$229 

177 

52 

500 


Dreyfus  Third  Century 

19.9 

:     26.5 

951 

GM0  Tobacco  Free  Core  III 

23.4 

27.9 

127 

Pax  World 

15.7 

20.1 

678 

1.3% 
1.3 
1.4 
1.0 


1.0 
NA 
0.9 


22.8 


28.3 


Source:  Momingstsr,  Inc. 


If  you  still  want  a  so-called  socially 
responsible  fund,  here  are  several  that 
do  not  charge  a  load  and  have  among 
the  most  reasonable  fees. 


As  summer  began,  the  fund  still! 
had  a  lot  of  believers,  whose  asset 
base  of  $380  million  was  yielding 
Dodson  in  excess  of  $4  million  a  year 
in  revenue.  But  if  the  clumsy  perfor- 
mance continues,  all  the  lofty  goals  in 
the  world  won't  save  him.  m 


Safe  harbor 


Colin  Ferenbach  called  his  fund  Haven  for  a  reason,  and 

in  the  recent  crash,  it  did  a  respectable  job  of  living  up  to  the  name. 


By  James  M.  Clash 

Colin  Ferenbach's  time  may  have 
finally  come.  As  manager  of  the  $82 
million  Haven  Fund,  for  years  he  has 
ignored  the  highfliers  like  Coca-Cola 
and  Microsoft  in  favor  of  sleepier 
stocks  like  Royal  Dutch  Petroleum 
and  Molex. 

He  has  paid  a  price.  Over  the  last 
three  years  the  s&P  has  steamed 
ahead  a  compound  annual  28%  while 
Ferenbach's  fund  has  been  up  only  an 
annual  18%.  But  if  you  look  at 
Haven's  record  going  back,  it  fares  a 
lot  better.  Since  inception  in  1984 
Haven  has  returned  a  compound 
annual  average  of  16.1%.  That's  2.6 
percentage  points  below  the  s&P 
500,  but  it  was  done  with  just  three- 
quarters  the  risk. 

"You   have   to   be   out   of  your 


mind— to  have  suspended  all 
reason — to  pay  50  times  earnings  for 
Coca-Cola,"  says  Ferenbach,  64, 
shaking  his  head.  "Not  that  Coke 
isn't  a  good  company,  but  [in  this 
market]  you've  been  seeing  momen- 
tum carry  price  just  like  with  the 
Nifty  Fifty  in  the  early  1970s." 

Indeed.  In  the  August  27-31  crash, 
Coca-Cola  was  off  18%,  while  Feren- 
bach's fund  was  off  10%. 

Ferenbach,  a  20-year  veteran  of 
Goldman,  Sachs,  started  Haven  as  a 
private  account  in  1984  with  fellow 
Goldman  buddy  Denis  Turko — prin- 
cipally as  a  stash  for  Goldman  part- 
ners' money.  The  pair  concentrate  on 
midcap  value  stocks  (median  market 
value,  $7.8  billion)  for  Haven  and  the 
other  $1  billion  in  private  and  insti- 


tutional accounts  they  run. 

In  1994  Ferenbach  and  Turko  reg- 
istered Haven  as  a  public  mutual  fund 
and,  because  neither  the  managers 
nor  the  fundamental  policies  of  the 
investment  advisory  operation  had 
changed,  the  SEC  allowed  them  to  use 
the  private  fund's  performance  record 
for  marketing. 

Ferenbach  says  his  midcaps,  which 
have  lagged  high-momentum  large 
caps,  will  have  their  day — just  as  they 
did  during  and  after  the  Nifty  Fifty 
crash  of  1973-74,  when  they  beat  the 
big  favorites  several  years  running. 

With  oil  in  the  dumps  at  $13  a 
barrel,  Ferenbach  sees  a  lot  of  value 
in  energy  now;  12%  of  Haven  is  in 
that  sector.  "To  many  managers  90 
days  is  long  term,  but  if  you're  in  the 
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From  American  Century: 


"3* 


i 

'  r- 


A  Record  Of  Beating 
TheS&P500 

(And  98%  Of  Stock  Funds) 


AMERICAN  CENTURY  EQUITY  GROWTH 


Equity  Growth 

37.7°°    32.0%  23.6%    20.3% 


1  Year 


3  Years 


5  Years  Life  of  Fund 

IS/9/91) 


S&P  500  Index 

30.O    30.2%   23.0%    19.4% 


1  Year 


3  Years  5  Years  Life  of  Fund 

(5/9/91) 


MORNINGSTAR  RATING 
***** 


Average  Anmml  Total  Returns  As  Of  June  30, 1998.  Morningstar  Performance  Ratings  As 
Of  June  30, 1998.  Funds  Rated  For  Tlie  Overall  Period  Among  2,545  Domestic  Stock  Funds. 


Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you 
invest.  Naturally,  past  performance  can 't guarantee  future  results.  These  figures  are  for  investor  class  shares  and  assume  all  dividends  were 
reinvested.  Please  consult  a  prospectus  for  information  about  other  share  cbsses.  Investment  return  and  the  value  of  your  principal  will  fluctuate, 
and  the  final  value  of  your  investment  may  be  more  or  less  than  what  you  started  with.  Tlie  S&P  500  is  an  index  created  by  Standard  &  Poor's 
Corporation  that  is  considered  to  represent  tlie  performance^  of  the  stock  market  generally.  It  is  not  an  investment  product  available  for  purchase. 

Morningstar  proprietary  ratings  reflect  risk-adjusted  performance  as  of  6/30/98.  These  ratings  may  change  monthly,  and  are  calculated  from 
the  fund's  3-,  5-  and  10-year  (when  available)  average  annual  total  returns  in  excess  of  90-day  Treasury  bill  returns,  with  the  appropriate  fee 
adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  bill  returns.  Equity  Growth  has  a  five  star  rating  for  three- 
and  five-years  out  of  2,545  and  1,462  domestic  stock  funds.  The  top  ten  percent  of  the  funds  in  an  investment  category  receive  five  stars. 

©2998  American  Century  Services  Corporation,  Funds  Distributor,  Inc.  fbs 
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www.americancentury.com 


1-800-345-2021 
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oil  business,  90 
months  is  short  term," 
explains  Ferenbach. 
"You  can't  run  an  oil 
company  on  a  90-day 
basis.  Excluding  taxes, 
bottled  water  costs  five 
times  [as  much  as] 
gasoline  now,"  he 
laughs. 

Patient,  Ferenbach 
has  owned  venerables 
like  Roval  Dutch 
Petroleum  ($39.75,  20 
times  trailing  earnings) 
and  Schlumberger 
($44,  p/e  15)  since 
the  mid-1980s.  He 
added  Total,  the 
French  energy  giant, 
last  year  and  is  consid- 
ering Mobil. 

Rolls-Royce,  one  of 
three  big  aircraft 
engine  makers,  looks 
good  to  Ferenbach  at 
12  times  trailing  earn- 
ings. Long  term,  there 
should  be  strong 
demand  for  the  prod- 
uct. Boeing  predicts 
that  the  airline  indus- 
try's capacity  (in  seat 
miles)  will  double  over 
the  next  15  years.  The  British  gov- 
ernment has  just  increased  the  allow- 
able foreign  ownership,  to  49%  from 
29%,  and  Ferenbach  expects  U.S. 
managers  to  gobble  up  the  stock 
once  they  realize  this. 

Molex,  the  connector  maker  that 
put    Frederick    Krehbiel    on    The 


Haven  Fund  manager  Colin  Ferenbach 
His  midcaps  will  soon  have  their  day. 


Forbes  Four  Hundred,  has  signifi- 
cant exposure  to  Asia.  Not  surpris- 
ingly, its  share  price  over  the  last  12 
months  has  dropped  by  a  third.  Fer- 
enbach likes  it  that  management 


x  immediately  wro 
§  off30%ofitsKore 
=5  receivables,  then  5C 
>  as  things  worsene 
?  In  December  1 
5  bought  75,000  shar 
"  at  $29,  or  22  tim 
earnings. 

"You  don't  get 
company  the  qualit 
of  Molex  [that  cheap 
ly]  unless  somethin 
goes  wrong,"  say 
Ferenbach.  "It  has  n 
debt  and  it's  th 
fastest-growing  co 
pany  in  the  connect 
industry."  Ferenbac 
has  bought  more  a 
the  share  price  ha 
fallen  to  a  recen 
$24.25. 

Is  Ferenbach  doin§ 
anything  differen 
since  the  August- 
crash?  Not  really 
He's  putting  his  8 
cash  reserve  to  workl 
with  a  slew  of  buy 
orders  just  under  the 
market. 

Haven,  a  no-load 
with  a  1.25%  annual 
expense  ratio,  can  be 
bought  directly  with  $2,500  mini- 
mum or  through  fund  supermarkets 
in  smaller  amounts.  It's  too  new  for 
risk  grades  from  Forbes,  but  if  we 
counted  the  private  era  returns  on 
the  Ferenbach/Turko  portfolio, 
Haven  would  have  earned  an  A  in 
down  markets.  M 


Vineyard  haven 

Colin  Ferenbach  looks  for  value 
in  his  avocations,  too.  Twelve 
years  ago  he  and  partner  Peter 
Sachs  paid  some  $1  million  to  get 
a  vineyard  and  winery  in  Bor- 
deaux, France.  One  reason  the 
property  was  cheap:  The  French 
currency  was  at  a  depressed  \  alue 
often  francs  to  the  dollar. 

For  decades  Chateau  la  Vicille 
Cure  had  produced  bulk  generic 
wine  with  slim  margins.  Just 
before  they  bought,  the  chateau 
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had  been  losing  money.  But  Ferenbach  knew  enough 
about  the  soil  and  climate  to  think  the  property  could 
support  a  much  better  product. 

After  improvements,  the  winery  is 
today  worth  maybe  $6.5  million. 
This  vear  Ferenbach  expects  to  ship 
100,000  bottles.  They  retail  for  $22 
to  $25  each  in  the  U.S. 

"If  you  buy  quality,  if  you're  sure 
of  management — in  this  case  that 
amounts  to  the  soil,  the  terroir — 
you'll  eventually  realize  value  long 
term,"  Ferenbach  says,  sunburned 
and  smiling,  gazing  out  over  his  50 
acres  of  grapes.  -J.M.C.  ■ 
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Datek  Online 
www.datek.com 

Enterprise  Florida 
www.floridabusiness.com 

The  Equitable  Companies 
www.equitable.com 

FannieMae 
www.fanniemae.com 

Fairchild  Aerospace 
www.fairchilddomier.com 

Franklin  Templeton  Distributors,  Inc. 
www.franklin-templeton.com 
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American  Electric  Power 

Gulfstream  Aircraft 

Republic  National  Bank  of  NY 

www.aep.com 

www.gulfstreamaircraft.com 

www.mb.com 

"tmerican  Society  of  Interior  Designers 

IBM  Business  Partners 

Royal  £t  Sun  Alliance 

www.interiors.org 

www.fastchange.com 

www.royalsunalliance.com 

Archer  Daniels  Midland 

J.D.  Edwards  ft  Co. 

Saab  Cars  USA 

www.admworld.com 

www.jdedwards.com 

www.saabusa.com 

ATaT 

Jack  White  ft  Company 

Star  Alliance 

www.att.com/traveler 

www.jackwhiteco.com 

www.star.alliance.com 

Barry  Kaye  Associates 

KeyCorp 

T.   Rowe  Price 

www.barrykaye.com 

www.key.com 

Equity  Income  Fund 
1-800-401-5343 

Beverly  Hills 

Kohler  Company 

www.troweprice.com 

W  w  w.  beverlyhillscc.org 

www.kohlerco.com 

T.    Rowe  Price 

Cemex 

Liberty  Mutual 

Mid-Cap  Growth  Fund 

www.cemex.com 

www.libertymutual.com 

1-800-401-5342 
www.rroweprice.com 

Cordant  Technologies,  Inc. 

Lucent 

M  w  w.  cordanttech.com 

www.lucent.com 

Texaco  Inc. 
www.texaco.com 

Danka  Office  Imaging 

Massachusetts  Mutual  Life  Insurance 

www.danka.com 

Company 

Toshiba  Information  Systems,  Inc. 

www.massmutual.com 

Electronic  Imaging  Division 

The  Dashing  and  Daring, 

www.copier.toshiba.com 

All-New  Audi  A6 

MFS  Investment  Management 

www.audiusa.com 

www.mfs.com 

Toyota  in  America 

Muhlenkamp  ft  Co.,  Inc. 
www.muhlenkamp.com 

NEC  USA  Inc. 
www.NEC.com 

Nokia  Display  Products,  Inc. 
www.nokia.com/americas 

PageNet 
www.pagenet.com/2way 

Phillips  Petroleum  Company 
www.phillips66.com 

Prudential  Securities 
www.pmdential.com 


www.toyota.com/usa 

ViewSonic 
www.viewsonic.com 

Virgin  Atlantic 
www.fly.virgin.com 

Virginia  Economic  Development  Partnership 
www.YesVirginia.org 

Zurich  American  Insurance 
www.zurichamerican.com 
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Roth,  optimized 

Surprise:  Even  if  you  are  going  to  convert  your 
regular  IRA  to  a  Roth  IRA,  it  may  not  make 
sense  to  convert  the  whole  thing. 


If  (a)  you  have  an  ira  and  (b)  your 
income  isn't  too  large — or  you  can 
get  it  down  for  one  year — you 
should  be  thinking  about  the  new 
Roth  IRA.  By  declaring  the  assets 
of  the  IRA  immediately  taxable 
you  convert  the  account  into  a 
permanently  tax-free  savings  plan. 
Does  this  bold  move  make  sense? 
For  a  lot  of  people,  the  answer  is  yes. 
And  for  a  surprisingly  large  number 
of  people,  the  answer  is  a  partial 
yes.  Convert  some  but  not  all  of 
the  ira. 

How  do  you  know  the  right 
amount  to  convert?  It's  a  messy 
question,  but  we  can  give  some 
straightforward  guidance.  If  you 
qualify  for  a  conversion,  pay  atten- 
tion. The  right  move  could  save  you 
tens  of  thousands  of  dollars  in  taxes. 

You  qualify  for  the  Roth  move  if 
your  Modified  Adjusted  Gross 
Income  is  $100,000  or  less.  The  ceil- 
ing is  the  same  for  joint  and  single 
filers.  ("Modified"  means  you  must 
add  back  the  income  from  certain 
unusual  deductions,  including  the 
foreign  income  exclusion  and  the 
interest  on  Series  EE  bonds.  For 
more  information  on  this  point,  see 
IRS  Publication  553,  available  at 
www.irs.ustreas.gov. ) 

A  lot  of  factors  bear  on  whether, 
and  how  much,  you  should  convert. 
One  is  this:  You  are  much  more 
likely  to  come  out  ahead  by  convert- 
ing if  you  can  scare  up  the  money  to 
cover  your  tax  bill  from  sources  out- 
side the  IRA.  That  leaves  the  maxi- 
mum amount  inside  the  tax  shelter. 
We'll  assume,  for  the  rest  of  this  arti- 
cle, that  you  have  the  outside  money. 

The  reason  you  have  to  stop  and 
think  before  Rothifying  is  that  when 
you  convert,  you  accelerate  the 
income  tax  on  your  IRA's  current 
value.  Is  the  future  benefit  sufficient 
to  outweigh  accelerating  a  tax  bill? 
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Sometimes. 

These  are  matters  of  higher  math, 
and  to  tackle  them  we  turned  to 
Gobind  Daryanani,  a  Ph.D.  in 
applied  math  formerly  with  Bell 
Labs.  After  his  interest  was  piqued 
by  questions  about  his  own  retire- 
ment account,  Daryanani  warmed 
to  the  subject  and  wrote  a  book  and 
software  covering  it  in  depth  (Roth 
ira  Book:  An  Investor's  Guide;  and 
Roth-Optimizer,  available  from 
www.rothirabook.com).  From  his 
research  we  offer  several  rules 
of  thumb: 

■  If  you  are  over  65  and  can  afford 
to  leave  your  Roth  account  alone  for 
about  seven  years,  converting  100% 
is  probably  a  good  bet.  If  you  are 
under  65,  converting  100%  almost 
always  makes  sense  if  you  can  afford 
to  let  the  IRA  sit  for  ten  years. 

In  general,  the  longer  you  can 
afford  to  let  the  account  grow  until 
you  draw  from  it,  the  greater  the 
advantage  of  being  in  a  Roth,  and 
the  more  you  should  convert. 

■  The  higher  the  expected  return 
from  your  ira  investments,  the  more 
you  should  convert.  The  way  the 
market  is  going  now,  you  should 


think   twice    before   putting   i 
grandiose  assumption  here. 
■  The  more  you  expect  your  t; 
bracket  to  go  down  between  now  ar 
when  you  will  spend  the  money,  tl 
less  advantageous  it  is  to  convert.  F< 
many  people,  the  later  bracket  will  1 
lower,  both  because  the  conversio 
amount      inflates      yon 
income     and     becaus     feCi 
folks  typically  earn  le:j  *.jts 
during  retirement.  Bi 
if  there  is  no  differenc 
between  your  rate  no 
and  later,  or  if  for  som 
reason    it    will    go 
during  retirement,  the. 
you  almost  always  shoul 
convert  100%. 
■  Your  tax  bracket  oil 
assets  outside  the  irJ 
matters,     too.     Th 
higher  this  is — say,  i 
!     you  always  reap  divi 
|    dends     and     interes 
!  instead    of   long-tern 
capital  gains — the  greate; 
the  benefit  of  converting 
more  to  a  Roth. 
Want  to  see  how  different  factor;  . 
can  give  widely  different  results:  I 
Here's  an  example. 

John  is  a  59-year-old  who  is  study-!! 
ing  a  Roth  conversion.  He  plans  tojl 
start  drawing  from  the  account  an  w? 
age  65  and  can  expect  to  live  to  90. |  I 
His  tax  bracket  in  the  year  of  conver- 
sion will  be  40%,  and  he  guesses  that 
on  withdrawal  it'll  be  30%.  His  tax 
on  assets  outside  the  ira  is  30%. 

If  John's  rate  of  return  inside  the 
ira  is  8%,  Daryanani's  calculator 
indicates  that  he  should  convert  75% 
of  his  assets  to  a  Roth. 

Now  see  what  a  change  in  tax  rates 
can  do.  Use  the  same  facts,  but  raise 
John's  bracket  during  retirement  to 
33%.  That  raises  the  amount  of  ira 
assets  he  should  convert  to  a  Roth  all 
the  way  to  100%. 

If,  on  the  other  hand,  John's  tax 
bracket  in  retirement  should  be  25%, 
it  makes  sense  to  convert  only  40%  of 
his  assets  to  a  Roth. 

Want  to  try  a  different  set  of 
assumptions?  Daryanani  teamed  up 
with  Forbes  programmers  to  offer 
an  interactive  calculator  on  our  Web 
site,  www.forbes.com/rothcalc. 
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JCE  BETTER  CONTROL  OF  YOUR  INVESTMENT  DECISIONS  WITH 

The  FORBES  Stock 
Market  Course 


kery  investor  should  own  The  Forbes  Stock 
Market  Course,  the  practical  handbook  that 
tovides  the  goals  of  today's  smartest 
Ivestors  —  and  the  strategies  they  use  to 
Lich  them. 


PARTIAL  LIST  OF  TOPICS 


owto  choose  a  broker — Broker  commissions — How  to  place 
n  order  —  Sources  of  information  —  Market  patterns  (how  to 
hart  stock  market  movement)  —  Dollar-cost  averaging  — 
•uying  on  margin  —  How  to  read  the  tape  —  The  Dow  theory 
-  Indexes:  the  Dow,  the  Russell  2000,  the  Wilshire  5000  — 
tonds  and  preferred  stocks  —  Derivatives  including  options  — 
tow  to  read  a  company's  financial  statement — Mutual  funds. 


SPECIAL  BONUS  GIFTS 


Order  The  Course  today,  and  you'll  also  receive  two  special 
bonus  gifts:  The  Forbes  83-Year  Wall  Chart  of  Business  and 
Security  Trends,  plus  an  invaluable  Glossary  of  Investment  Terms. 

The  Course  describes  the  risk  level  of  various  investments  and 
helps  you  find  your  own  "comfort  level"  of  risk  and  reward.  Two 
sample  portfolios,  one  for  a  retirement  fund  and  one  for  the 
funding  of  a  child's  education,  show  these  risk/reward  factors  at  work. 

How  much  time  do  you  want  to  spend  on  your  investments?  The  Course 
describes  how  the  active  investor  attempts  to  beat  the  market  by  buying  low 
and  selling  high  —  a  method  requiring  close  attention.  It  also  outlines  how 
the  passive  investor  buys  and  holds  stocks  to  allow  dividends  and  appreci- 
ation to  produce  a  return.  Each  technique  is  fully  explained  in  this  time- 
tested  manual. 

The  Course  will  give  you  an  understanding  of  the  forces  that  drive  the 
market  up  and  down,  the  signs  that  let  you  see  what's  coming  and  the 
factors  affecting  the  prices  of  individual  stocks.  You  even  get  an  entire 
section  on  to  how  to  make  money  in  a  down  market. 

Written  in  simple,  concise  language,  The  Course  can  help  you  take  better 
control  of  your  investment  decisions.  You  can  enjoy  it  as  a  straight  "read- 
through"  or  refer  to  the  individual  topics  as  you  need  them.  It  comes  in  a 
handsome,  sturdy  binder,  with  sections  that  are  clearly  marked  and  more 
than  enough  space  for  making  your  own  notes. 


ORDER  THE  COURSE  NOW 


You  can  own  The  Forbes  Stock  Market  Course  for  just  $89.50  —  far  less 
than  investment  courses  at  local  colleges,  which  cost  as  much  as  $400 
or  more.  Order  yours  now.  Your  satisfaction  is  guaranteed:  If  you're  not 
completely  satisfied,  we'll  refund  your  money,  no  questions  asked. 
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Form 
Guarantee 


(please  print) 


Send  me  the  new  edition  of  The  Forbes  Stock  Market  Course  ...  plus 
The  FORBES  83-Year  Wall  Chart  of  Business  and  Security  Trends  and  the 
Glossary  of  Investment  Terms  as  a  bonus.  My  check  for  $89.50  (or  credit  card 
information)  is  enclosed.  If  I'm  not  satisfied,  I  may  return  The  Course  within  ten 
days  and  receive  a  full  refund  or  credit. 


FOR  FASTER  SERVICE,  CALL  1-800-888-4525  ext  839 

□  Check  for  $89.50  enclosed*    □  Charge  my  credit  card 
□  Amex    □MasterCard    □  Visa    □  Diners  Club 


ADDRESS 


Name: 


CITY 


STATE 


ZIP 


Number: 


Exp.  Date:        / 


FORBES  INC.,  60  Fifth  Avenue,  New  York,  NY  10011 

*Buyers  in  NY,  CA,  GA,  MO,  IL,  TX,  DC,  add  applicable  sales  tax  as  required  by  law. 
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Global  bottom  fishing 

HUGH  LAMLE,  partner  at  $14  billion  port- 
"^^    folio  manager  M.D.  Sass  Investors  Services, 
Inc.,  is  using  the  global  market  meltdown  to  beef  up 
his  portfolio  on  fallen  blue  chips.  One  favorite  right 
now:  Sony  Corp.  (NYSE:  sne), 
down  from  nearly  $100  a 
share  less  than  a  year  ago  to 
$74.50.  Sony  is  suffering  from 
the  Japanese  recession  and 
losses  in  its  semiconductor 
operation.  First-quarter  oper- 
ating profit  fell  5%.  But  Lamle 
sees  opportunity  to  buy  a 
major  global  brand  at  a  histor- 
ically low  multiple  of  20  times 
1999  earnings.  Most  major 
brand  names,  the  Coca-Cola 
Co.  for  example,  trade  at  mul- 
tiples twice  that. 

The  key  to  Sony's  rebound        IMHi 
is  digital  entertainment.  Lamle 

expects  that  within  the  next  seven  years  consumers  in 
developed  nations  will  go  digital  in  a  shift  that  will 
replicate  the  switch  to  compact  disc  players  and  vCRs 
in  the  1980s.  Electronic  hardware  is  Sony's  biggest 
profit  center,  accounting  for  60%  of  the  company's 


One  of  Sony's  new  DVD  players 
A  digital  play  at  a  discount? 


net  income  last  year.  Since  DVD  (digital  versatile  disc; 
players  became  available  in  the  U.S.  18  months  ago, 
more  than  700, 000  units  have  been  sold;  that  figure 
is  expected  to  break  2  million  by  2000.  The  price  fori 
the  players  ha«  come  down,  from  $800  to  $299,  and 
is  likely  to  drop  even  more.  Thi; 
fall  Sony  will  begin  shipping  its 
first  high-definition  television 
sets  to  U.S.  consumers. 

There's  significant  potential 
here:  In  the  ten  years  HDTV 
has  been  available  in  Japan, 
manufacturers  have  sold  6  mil- 
lion units — and  that's  to  a 
population  half  the  size  of  the 
U.S.  "We  know  people  have 
already  been  saving  credit  card 
reserves  to  buy  large-screen 
HDTV  sets,"  says  Richard  Doher- 
ty,  research  director  for  Envi- 
sioneering  Group,  Inc.,  a 
market  research  firm.  "Even  if 
our  economy  gets  stalled,  there  will  still  be  tens  of 
thousands  of  people  between  November  and  Decem- 
ber who  will  buy"  Lamle  says  the  adrs  should  easily 
double  in  two  years. 

-Leigh  Gallagher 
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Sea  Legs  stock 

Lazard  Freres  analyst 
*4t^    James  Winchester  thinks 
companies  trading  at  a  discount  to 
their  assets  are  a  safe  haven  in  this 
stormy  market.  He  especially  likes 
tanker  fleets.  Stocks  here  have  fallen 


ib 

■- 

Sept 

m 

ix: 
m 
W 


Oil  tanker 

Tanker  stocks  at  half  their  asset  value. 


on  average  about  30%  since  their 
highs  last  year.  Why?  Crude  oil 
demand  had  been  lower  than  expect- 
ed, and  fears  of  an  overbuilding  of 
tankers  in  Asia  have  hurt  shares 


overblown,  says  Winchester.  So 
much  so  that  many  of  these  compa- 
nies are  trading  beneath  the  value  of 
their  ships.  Whatever  the  economic 
ups  and  downs,  Winchester  thinks 
worldwide  demand  for  oil  will 
increase  over  the  long  term. 

Thus  he  likes  omi  Corp.  (NYSE: 
omm),  die  $150  million  (estimated 
1998  revenues)  international  opera- 
tions of  the  old  global  bulk  shipping 
and  marine  services  company  of  the 
same  name.  Asian  jitters,  a  financial 
restructuring  and  die  misunderstood 
spinoff  have  sent  its  shares  from  their 
high  of  $8  in  July  to  a  current  $3.50, 
only  ten  times  next  year's  estimated 
earnings — the  low  end  for  shippers, 
whose  multiples  range  from  10  to  25. 

Lehman  Brothers  tax  expert 
Robert  Willcns  points  out  that  omi's 
shares  will  soon  feel  the  boost  from 
the  June  spinoff  of  its  international 
shipping  operations.  Willens  says  the 
spinoff  allows  omi  to  avoid  paying 
U.S.  corporate  taxes  and  gives  the 
green  light  to  foreign  investors  who 
were  previously  restricted  by  federal 
regulations  in  buying  omi's  stock. 

The  company's  24-ship  fleet  has  an 


average  age  of  less  than  eight  years, 
making  it  among  the  most  modern  ir 
the  industry,  omi  is  selling  off  older 
ships,  which  also  helps  to  reduce  its 
debt-to-total-capitalization  ratio,  cur- 
rently a  relatively  modest  45%. 

Winchester  thinks  that,  based  on 
the  value  of  omi's  fleet  alone,  its 
shares  have  a  net  asset  value  of  $7.50 
per  share.  That  should  catch  the  eye 
of  a  potential  foreign  acquirer,  previ- 
ously restricted  from  ownership. 
Even  absent  a  takeover,  Winchester 
thinks  shares  could  earn  10  cents  in 
1998  and  40  cents  in  1999.  He  also 
thinks  the  stock  will  double  within 
12  months.         -Caroline  Waxler 

A  safer  takeover  play 

One  of  the  best  ways  to 
"^B^    play  a  turbulent  stock 
market  is  by  investing  in  convert- 
ibles. Converitibles  are  preferred 
stocks  or  bonds  that  are  exchange- 
able into  a  company's  common  stock 
at  some  predetermined  fixed  rate. 
The  yield  component  limits  down- 
swings in  the  price  of  die  security, 
and  die  convertibility  means 
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Iivestors  get  a  chance  to  participate 
<ii  stock  price  gains. 

Richard  Lehmann,  publisher  of  the 
fuome  Securities  Advisor,  says  his 
ivorite  convertible  is  Unisys  Corp.'s 
3.75  Series  A  preferred  stock,  yield- 
ig  8.3"   at  its  current  $45.31.  The 
■referred  has  a  conversion  factor  of 
b~  shares,  which  means  it  won't  pay 
|o  convert  into  the  common  stock 
until  the  common,  currently  trading 
.t  $20.38,  rises  to  $30  per  share. 
[    That  is  a  real  possibility  consider- 
ing that  Unisys  is  rumored  as  a 
takeover  candidate.  The  $6.6  billion 
revenues)  computer  services  com- 
->anv  used  to  be  known  as  main- 
Tame  manufacturer  Sperrv  Rand 
Corp.  In  1986  it  merged  with  Bur- 
roughs Corp.  .\\u\  changed  its  name- 
to  Unisys   Its  primary  business, 
mainframes,  suffered  from  the 
onslaught  of  personal  computers, 
and  by  1990  the  company  was  tee- 
tering on  the  verge  of  bankruptcy. 
I In  September  1997  it  attracted 
j Lawrence  VVeinbach,  the  former 
chief  executive  of  consulting  and 
accounting  giant  Andersen 
Worldwide. 

Weinbach  plans  to  cut  nearly  S2(M> 
million  in  operating  expenses,  has 
already  shed  about  SI  billion  of  its 
$2.3  billion  in  debt  and  is  transform- 
ing Unisys  from  hardware  into  a  ser- 
vice company,  with  a  heavy  emphasis 
on  systems  consulting  for  things  like- 
year  2000  problems.  Its  clients 
include  41  of  the  world's  largest 
global  banks;  half  the  world's  checks 
are  processed  on  Unisys  systems.  Air- 
lines and  airports  are  heavy  users  of 
Unisys  services. 

Big  institutions  have  already 
begun  to  pile  into  the  company's 
common  stock,  which  has  risen  from 
S6  a  year  ago  to  as  high  as  $30  a  few 
weeks  ago.  Its  preferred  has  risen  as 
high  as  $53.63,  but  is  now  selling 
near  its  low  for  the  year  of  $42. 
Lehmann  thinks  that  a  big  hardware 
manufacturer  like  Dell  may  seek  to 
mimic  Compaq's  purchase  of  Digital 
Equipment  Corp.  by  buying  Unisys 
to  diversify  into  computer  services.  A 
takeover  premium  could  easily  dou- 
ble the  current  price  of  the  common. 
In  the  meantime  preferred  holders 
get  the  benefit  and  securitv  of  an 
8%  yield.  wm 
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The  Ultimate  Choice 


for  the  Largest 
Selection  of  Mutual  Funds 


Jack  White 


Charles  Schwab 


Fidelity 
Investments 


Comparisons  as  of  8/12/97 


I  believe  investors  should 
have  access  to  any  investment 
they  choose.  That's  why  we've 
created  the  ultimate  selection 
of  mutual  funds." 

Jack  White,  Chairman 


Please  call  for  information  about  our  Mutual  Fund  Network  and  NoFee 
Network  as  well  as  our  comprehensive  scope  of  investor-oriented  services. 

JdckVJhite 

www.jackwhiteco.com 

1  •  800  •  431  •  3500 

9191  Towne  Centre  Drive,  Second  Floor  •  San  Diego,  California  92122 

iTimnnn    Recognized  as  the  #1  Discount  Broker  in  The  Nation  for  three 
consecutive  years  (1994,1995, 1996)  by  SmartMoney,  The  Wall 
Street  Journal  Magazine  of  Personal  Business 

One  of  the  Nations  First  Discount  Brokers  With 
Continuous  Management  Since  1 973 

Jack  White  is  a  division  of  Waterhouse  Securities,  Inc..  Member  NYSE/SIPC 


IF  YOU  CANT  RELAX  HIWL, 
YOU  CANT  REIAX 


Vacation  in  your  own  private 
paradise.  As  tropical,  as 
quaint,  as  secluded  as  any 
undiscovered  island. 
Laucala,  a  Forbes  Magazine 
south  Pacific  Property  -  the 
perfect  island  resort 

Laucala  is  for  people  who  want  the  ultimate  vacation 
experience  -  the  finesi  amenities  without  the  formalities. 
(.o  deep  sea  fishing  on  hoard  the  island's  private  fishing 
boat,   it  you  wish,  our  chel  will  prepare  your  catch  for 
your  dining  pleasure.   Dive  in  azure  waters,  world 
renowned  for  the  beauty  and  abundance  ol  then    ^^^ 
tropical  fish  and  marvel  at  their  (oral  reels.  Fish 
Windsurf.  Sail.  Play  tennis.   There  are  no  sched- 
ules, none  oi  life's  i  iressures 

All  this  for  just  $2,4-95  t  I.S.  |>|>  fol  8  days  and  7 
nights  (plus  Fiji  tax)     And  that  iiu  hides 
I  VI  RYTHING     ALL  meals    Al  I    dunks 


unlimited  use  oi  all  recreational 
facilities,  whenever  and  as  often  as 
you  wish  at  N( )  EXTRA  C<  >ST. 

Though  it's  far  from  the  stresses  oi 
everyday  life,  Laucala  is  easily 
accessible.  Our  island  has  its  own 
private  runway  and  scheduled 
commercial  flights 

Find  out  more  al  unit  this  paradise 
owned  and  operated  by  Forbes 
Magazine. 


To  receive  our  brochure  includjj 
information  on  our  island 

EX(  lusive  call: 

1-80O-FORBESS 

Or  write  to: 

Errol  Ryland,  Manager 

BOX    149 

Fort  Garland,  co  hi  133 


The  Forbes/Barra 
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J.  Thomas  Madden,  who  oversees  SI 3 
billion  in  assets  as  chief  equity  invest- 
ment officer  at  Federated  Investors, 
savs  the  Dow's  precipitous  decline  in 
late  August  was  panic  driven.  Madden 
is  le^  concerned  about  Russia  than  he 
is  bv  the  weakness  in  the  global  bank- 
ing system,  notably  in  Japan.  He 
expects  the  U.S.  market  to  be  volatile 
tor  the  next  few  months. 

"It's  not  time  to  sell  everything  and 
go  to  cash,"  savs  Madden.  "But  you 
have  to  be  defensive."  Madden  likes 
utilities  such  as  PE<  ( )  Energy  I  PI 
Bell  Canada  (BCH  F,  $11),  and  Utili- 
Corp United  i  UCU,  S34  I.  Other  picks: 
Schlumbergcr  SI  B,  S44  and  Merck 
(MRK,  SI  16  i.  Madden  also  thinks  that 
long-term  investors  should  consider 
beaten-up  small-capitalization  stocks 
such  as  Masted]  mas  i  .  S2 1  <  and  Stan 
ley  Furniture  (STLY,  $20). 


Apodal  focus 


A  more  conservative  way  to  get  global 
diversification:  Bu\  U.S  based  compa- 
nies with  significant  foreign  operations. 
The  eight  below  derive  at  least  40%  of 
vales  and  pretax  income  overseas,  while 
foreign  assets  arc  at  least  40%  of  total 
assets  Each  firm  is  expected  to  show 
earnings  gains  this  year  and  next. 


The  overall  market 
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The  Barra  All-US  price  index  as  of  8/31/98 

Market  value:  $10.2  trillion 

P/E:  20.5 

P/E  minus  negative  EPS:  19.0 

Price/book:  3.1 

Yield:  1.3% 


12-month  closeup 


•ten  Ma 

»  200-djy  »»im  ntnit 


S0N0J    FMAMJ    J    A 


■88 

89 

'90 

'91 

'92 

•93 

'94 

'95 

'96 

'97 

'98 

'97 

'98 

Indei  or  investment 

Barra  All-US  indei 

StP/Barra  Growth  indei 

SIP/Barra  Value  index 

Dow  lones  industrials 

SIP  500 

NYSE 

Nasdaq 

PSE  Tech  100 

EAFE 

CRB  futures  index 

Gold  (Comex  spot) 

Yen   (perSUS) 

Oil  (W  Texas  Intermediate) 


%  change  from 
1  year  ago  5-year  high 
-1.0%      -21.2% 

-12.8% 

-11.0 

■■■■■ 

15.1 

-17.7 

-12.4 

■■■■^H 

-2.3 

-21.2 

-12.1 

■§■■■■ 

-1.1 

-19.3 

-11.7 

■■■■■■ 

6.4 

-19.3 

-11.7 

■■■■^H 

2.2 

-20.0 

-17.5      ■ 
-18.4    ■■ 

-5.5 

-13.8 

-0.9 

-25.6 
-24.6 
-16.8 

-4.8 

"g 

-3.4 

-19.1 

-25.3 

-3.4 

■■ 

-15.0 

-33.6 

-3.7 
1.0 

:j 

16.4 
-32.1 

-4.6 

-49.9 

1 

VWVVPP*** 


Global  reach 


Company 

Recent 

price 

Foreign 
sales' 

Avon  Products 

$31.44 

66X 

Bestfoods 

50.00 

62 

Colgate-Palmolive 

72.13 

71 

Interpublic  Grp  Cos 

57.00 

51 

NL  Industries 

19.88 

71 

0M  Group 

28.75 

44 

Pfizer 

93.00 

45 

Quaker  Chemical 

17.94 

54 

sales. 

Sources.  Market  Guide  via  OneSource  Database; 
IBES  Express. 


Company 

Recent 
price 

Change 
since 
7/17/98 

Yield 

Company 

Recent 
price 

1998 
est  P/E 

1999 
est  P/E 

Oexter 

$24.75 

-22% 

4.2  % 

Bowater 

$37.81 

14 

8 

Lubnzol 

22.88 

-28 

4.5 

Exide 

9  94 

7 

3 

Olin 

Rockwell  International 

Snap-on 

28.13 

-27 

4.3 
2  8 
3.4 

Mississippi  Chemical ' 

12.56 

11 

3 

6 
6 
8 

36.25 

-24 

Standard  Pacific 
Wabash  National 

11.81 

26.25 

-28 

15.88 

10 

!7PV**vfWfNPPwp*«nPMr»Pfi 


Best 

2-week 
change 

Change 

since 

12/31/97 

Worst 

2-week 
change 

Change 

since 

12/31/97 

Electric  utilities 

-0.4% 

19.3% 

Trucking 

-25.0% 

-25.3% 

Railroads 

-2.4 

-3.6 

Financial  services 

-22.2 

-7.3 

Agriculture,  food 

-5.0 
-6.7 
-6.8 

-8.2 

-3.1 

-13.3 

Banks 

-20.2 

-16.5 

Chemicals 
Paper 

Beverages 
Construction 

-19.4 
-19.2 

-15.0 
-0.3 

Data  for  period  ending  8/3 1/98.  The  Barra  All-US  once  index  consists  of  all  publicly  traded  U. 
closed-end  funds  are  excluded.  Fiscal  years  ending  June  1999  &  2000.  Total  return  of  more 
return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-tc-book  ratios,  h 
50  (adjusted,.  'A  dollar-denominated  capitalization-weighted  index  of  more  than  1.100  forea) 
.->■■-■.-  ■.-■-:  :•■■:  ■  i -.■■.■■■-•  •■  :-::-;.  ■:  .-.■i::~:v .:  v-.  ■■:-■■-.  *•-./.-- 
Principal  source:  Barra,  Inc..  Berkeley,  Calif.  Earnings  estimates:  IBES  Express. 


mon  stocks  for  which  price  quotations  are  available 
[50  large-capitalization  stocks  that  have  high  histc 
ds  and  low  rjrice-to-earnings  ratios.  :A  pi 
•  -.   '.'..-  ;   '.'.•;;-  ':-■  -.  ',-;  "■.    ■-■■;  Y-. 
eristics.  Mufti-industry  firms  have  proportional  com 


s  of  foreign  stocks  traded  on  U.S.  markets.  ADRs.  REITs  and 
ti  and  have  predicted  above-average  earnings  growth.  Total 
Jefy  followed  U.S.  technology  stocks.  Base  value  12/31/82  = 
odity  futures.  'Source;  Bndge-Commodity  Research  Bureau. 
hk  groups 
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The  Forbes/IBES 


S&P  500  P/E*  vs.  Treasury  bond* 


*The  recent  price  of  the  S&P  500  divided 
by  estimated  earnings  over  the  next  12  months, 
tlnverted  yield  to  maturity  for  the  ten-year 
Treasury  bond. 


IBES  estimate  revisions  index 

S&P  500  estimate  increases  to  decreases 


1.50 


1.00 


0.50 
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Forecasting  the  S&P  500 


Year 

Estimated 
P/E 

%  change 

current  est 

vs  3  months  ago 

Expected 
year-to-year 
EPS  growth 

1997 

24.1 

NA 

9.8% 

1998 

23.1 

-3.2% 

4.0 

1999 

19.6 

-2.2 

17.8 

1998  estimates  for  IBES  industry  groups 

Rising  estimates  Falling  estimates 

residential  building  natural  gas 

securities  brokerage  electronic  test  equip 

truck  mfg  ^^^^     HMOs 

airlines  semiconductors    ''^B'' 


shipbuilding 


oil 


jjjoJin 


-- 


Actual.  NA-.  Not  available. 


lllillHi 


Since  the  start  of  this  year,  securities  analysts  who  report 
to  ibes  have  trimmed  their  1998  forecast  for  the  s&p  500 
by  8%.  The  current  estimate:  $46.99  in  continuing  earn- 
ings for  an  S&P  "share,"  or  only  a  4%  gain  over  1997. 
Wall  Street's  recent  meltdown  is  likely  to  send  analysts 
back  to  their  spreadsheets  to  make  even  deeper  cuts. 
According  to  ibes  Assistant  Vice  President  Joseph  Abbott, 
analysts  already  made  significant  cuts  in  cyclical  stocks 
because  of  the  turmoil  in  Asia  and  the  recent  strike  at 


General  Motors.  Nevertheless,  Abbott  says  that  analysts' 
are  still  looking  for  healthy  gains  from  companies  in  the 
software,  paper- and-forest  products  and  home  furnishings 
industries. 

Trucking  stocks  also  look  attractive  to  Abbott,  who 
thinks  that — regardless  of  die  state  of  the  economy — ship- 
pers such  as  J.B.  Hunt  Transport  (jbht,  $17),  Landstar 
System  (lstr,  $29)  and  M.S.  Carriers  (msca,  $21)  will 
continue  to  benefit  from  manufacturers  that  do  not  trust 
the  railroads  to  get  their  products  to  market  on  time. 


Greatest  increase  in  estimates  ov 

er  the 
recent 

past  three  months 

Company/industry 

1997 
EPS 

1998  EPS  estimate 
3-month  change 

P/E 

3-month 
price  change 

Reason 

American  Eagle  Outfitters/apparel  stores  $0.83 

$1.87 

48.8% 

18.8 

-1.4% 

Strong  demand  from  teenage  market 

Chico's  FAS/apparel  stores 

0.35 

0.77 

35.6 

16.7 

22.9 

Growing  sales  of  women's  clothing  and  accessories 

Fresh  Del  Monte  Produce/fresh  foods 

0.84 

1.99 
0.53 
1.08 

32.9 
26.9 
21.7 

8.0 
14.1 
22.6 

-14.1 
-7.7 
14.4 

Lower  interest  expenses 

Better  than  expected  new  home  sales 

Higher  sales  of  full-priced  clothing 

Schuler  Homes/home  building 
AnnTaylor  Stores/apparel  stores 

0.30 
0.46 

Greatest  decrease  in  estimates  over  the  past  three  months 

Company/industry 

1997 
EPS 

recent 

1998  EPS  estimate 
3-month  change 

P/E 

3-month 
price  change 

Reason 

Stratus  Computer/computers 

$3.01 

$0.54 

-83.3% 

47.2 

-29.1% 

Weaker  demand  in  Asia  and  U.S. 

Lone  Star  Technologies/oilfield  prods 

1.82 

0.63 

-71.7 

15.8 

-46.3 

Weak  oil  prices  caused  cut  in  capital  spending 

Hadco/printed  circuit  boards 

3.49 

0.86 
0.63 

0.52 

-64.7 
-60.4 
-58.8 

23.5 
23.1 
12.6 

-35.2 
-26.1 
-71.3 

Weak  demand 
Weak  demand 
Financial  difficulties  at  two  large  customers 

Credence  Systems/semicon  test  equip 
Premier  Technologies/telecom  services 

0.72 
0.81 

Note:  Data  for  6/1/98  through  8/31/98.  Listed  companies  have  a  market  capitalization  of  $100  million  or  more.  Earnings  projections  are  Wall  Street  consensus  estimates  from 
2,500  security  analysts  compiled  by  IBES  Inc.  NA:  Not  available. 
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trends 


tf  Liszlo  Birinvi  Jr. 


Stay  bullish 


First  I  will  CONFESS:  I  did  not  foresee 
the  market  going  down  as  hard  as  it  has. 
Nevertheless,  I  do  not  abandon  my  basic 
view:  Stay  the  course;  the  bull  is  stunned 
but  not  dead. 

In  my  experience  I  have  known  good, 
bad  Mid  indifferent  managers.  Some  of  the 
successful  ones  were  tall  and  some  short; 
some  talked  a  great  deal  and 
others  listened.  Some  had  offices 
that  were  immaculate;  others 
had  reports  and  papers  stuffed 
in  every  nook  and  cranny.  Some 
had  photographic  memories, 
while  others  probably  had  to 
look  up  their  own  phone  num- 
bers. But  the  one  common 
denominator  with  all  of  the 
good  ones  was  discipline. 

Regardless  of  the  market,  no  ^^^^^ 

matter  what  the  environment, 
no  matter  what  the  screaming  headlines, 
these  managers  stuck  with  their  approaches, 
even  when  they  were  not  in  sync  with  the 
market.  1  am  always  suspicious  of  a  manag- 
er who  outperforms  year  in  .\nd  year  out. 
Growth  is  not  always  in  vogue.  Neither  is 
value.  A  manager  consistently  sticking  with 
a  basic  strategy  will  have  some  bad  years. 

I  am  sticking  with  my  discipline — though 
it  did  not  serve  me  well  in  the  past  few 
weeks,  it  has  served  me  and  my  clients  well 
over  time.  Examining  every  single  recent 
trade  shows  me  that  individuals,  market- 
makers,  brokers,  smaller  institutions,  traders 
and  the  like  continue  to  buy  stocks  on  this 
dip.  And  one  segment  of  the  public — the 
odd-lotter — has  been  especially  aggressive. 
(  Before  you  dust  off  the  old  saw  about  the 
odd-lotter  always  being  wrong,  consider 
that  they  mostly  sold  in  the  1980s  but 
beginning  in  1990  swung  to  stocks  and 
caught  the  market's  big  move.) 

I  am  also  encouraged  by  technicians  and 
their  attitudes.  They  noted — correctly — the 
lack  of  breadth  in  the  market,  with  relatively 
few  stocks  gaining  as  the  market  hit  new 
highs,  and  also  the  fact  that  50%  of  stocks  are 
down  more  than  30%  from  their  highs.  But 
that  signal  doesn't  always  work.  In  the  fall  of 
1994  you  had  a  similar  situation,  and  the  fol- 


A  manager 
consistently 
sticking  with  a 
basic  strategy 
will  have  some 
bad  years. 


Given  my  positive  view,  I  think  this  is  a 
good  time  to  buy  stocks  that  are  unlikely  to 
be  affected  by  even  the  worst-case  economic 
scenario  in  Asia  or  Europe.  Many  stocks  have 
been  dumped  by  investors  seeking  liquidity 
or  to  cover  losses  in  their  speculation.  It 
reminds  me  of  1989,  when  the  UAL  deal 
unraveled  and  the  market  dropped  190 
points.  Many  computer  and 
other  growth  names  recovered 
sharply  over  the  next  several  days, 
as  they  were  in  no  way  directly 
affected  by  the  deal's  collapse. 

People's  Bank  of  Connecticut, 
for  example,  has  gone  from  35  in 
mid-July  to  22  now.  I  doubt  that 
it  has  made  any  loans  to  Hong 
Kong  or  invested  in  hedge  funds 
that  bought  Russian  paper.  And 
^^^^^       consider  some  solid  companies 
that  were  caught  in  the  down- 
draft.  Last  fall's  Asian  crisis  was  expected  to 
hurt  Coke,  with  its  overseas  presence,  but 
the  stock  is  up  22%  in  the  last  year.  So  if  the 
negative  case  didn't  pan  out  last  year,  why  is 
this  year  any  different?  Are  people  in  Hong 
Kong  going  to  drink  less  Coke  because  their 
stock  market  is  down? 

And  the  airlines  are  going  to  continue  to 
carry  a  lot  of  people  (have  you  tried  to  fly 
lately?),  and  with  oil  prices  going  down, 
they  will  probably  make  more  money  doing 
so.  Some  may  be  affected  because  they  have 
overseas  routes  (UAL  to  the  Pacific  and  AMR 
to  Europe),  but  this  is  one  of  the  few  indus- 
tries that  could  probably  raise  prices. 

And  don't  be  scared  to  buy  solid  compa- 
nies at  the  fire  sales.  I  think  most  of  the  bad 
news  about  Asia  has  been  factored  in  and 
the  real  worry  is  Russia.  Some  banks  might 
have  more  price  deterioration,  and  maybe 
brokerage  stocks  have  more  exposure  than 
we  know  about,  but  I  don't  think  IBM  or 
Xerox  was  counting  on  increased  revenues 
from  Moscow. 

Other  stocks  that  I  like  include  J. P. 
Morgan  (95,  JPM),  which  has  detailed  its 
Russian  exposure  and  has  a  p/e  of  12; 
Ford  (45,  f);  Gap  (50,  GPS);  Home  Depot 
(40,  HD);  IBM  (118,  IBM);  America  Online 
(82,  AOL);  and  American  Home  Products 


lowing  year  the  market  produced  a  35%  gain.     (50,  AHP). 


Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Greenwich,  Conn. -based  financial  consulting 


firm. 
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Bv  Kenneth  L.  Fisher 


strategy 


Stay  cool 


The  stock 
market- 
that  great 
deceiver— likes 
to  play  dirty 
tricks  on  us. 


Correction  or  bear  market?  Either  way, 
stay  cool.  The  time  for  tough  decisions 
comes  in  a  few  months,  but  it  isn't  now. 

My  best  guess  is  that  this  is  a  correction 
in  a  bull  market,  but  with  portfolio  manage 
ment  you're  never  100%  certain.  The  key  is 
to  conduct  yourself  so  that 
when  you're  wrong  you  don't 
pay  too  heavy  a  price. 

Even  if  we  are  now  in  a  real 
bear  market,  it's  wrong  to  sell 
now.  That's  because  even  pow- 
erful bear  markets  have  rallies, 
and  one  is  coming.  When  it 
comes,  we  will  have  a  better 
sense  of  whether  this  summer 
marked  a  real  turning  point  for 
the  worse.  ^^^^^ 

In  situations  like  this  I 
invoke  my  2%  rule.  As  detailed  in  my 
second  book,  The  Wall  Street  Waltz,  the  2% 
rule  says:  U.S.  bear  markets,  top  to  bottom, 
decline  irregularly  but  at  an  average  rate  of 
about  2%  per  month.  If  a  decline  exceeds 
that,  you  can  soon  count  on  a  pullback  and 
a  better  chance  to  get  out.  This  summer  of 
1998  drop  was  too  much,  too  soon.  It's 
oversold.  So  stay  cool.  If  you  want  to  sell 
you'll  have  a  better  chance. 

Yes,  2%  is  just  an  average;  bear  markets 
have  ranged  from  about  1.5%  to  3%  per 
month.  But  every  one  I  have  found  was 
within  that  band,  except  1987,  which  is  the 
exception  that  proves  the  rule.  It  came  and 
went  so  fast  that  if  you  sold  after  it  started 
vou  felt  foolish  fast. 


Correction  or  bear? 

You  can't  recognize  a 
market  top  until  you 
see  what  the  subse- 
quent rally  looks  like. 


1150 


1050 


950 


850 


750 


Way  back  in  the  1940s  and  1950s,  my 
hero  Joe  Goodman,  the  third-longest-run- 
ning columnist  in  Forbes  history,  advised: 
Never  call  a  peak  too  soon.  Never  call  one 
until  at  least  three  months  after  you  suspect 
it  has  happened.  There  is  plenty  of  time  to 
get  out  if  the  rallies  are  disap- 
pointing. The  stock  market — that 
great  deceiver — likes  to  play  dirty] 
tricks  on  us.  A  big,  broad,  jagged] 
rolling  top  fakes  out  almost 
everyone  over  a  year  or  two.  If 
we  decide  that  it  is  indeed  a  top, 
we  usually  have  at  least  several 
chances  for  getting  out  with  no 
more  than  a  6%  to  10%  decline 
from  the  top.  When  will  we 
know?  Maybe  November.  Maybe 
not  until  next  February. 
In  the  months  ahead  I'm  watching  and 
waiting  for  Goodman's  three-month  rule  to 
collide  with  my  2%  rule.  Then  we  face  Yogi 
Berra's  famous  rule  that,  "When  you  get  to 
the  fork  in  the  road,  take  it." 

Among  domestic  stocks,  continue  to  own 
America's  30  to  35  largest  stocks,  all  listed 
in  my  Aug.  10  column  (p.  122).  They  keep 
besting  smaller  stocks  and  should  basically 
continue  to  do  so  until  after  the  next  bear 
market  bottom. 

You  can  look  up  the  last  two  years  of  my 
old  columns  on  the  Internet  at  my  FORBES 
archives  page  at  www.forbes.com/fisher.  You 
can  even  click  on  to  my  Forum  page  there 
and  tell  me  what  you  don't  like  about  this  or 
anv  other  column.  I'll  even  answer.  ■■ 


More  Bull? 


The  fork  in 
the  road 


July  17 


2%-\ 
rule 
bounce 


1-4  months^  j  A  Bear? 


Kenneth  L  Fisher  is  a  Woodside,  Calif-based  money  manager.  His  third  book  is  100  Minds  that  Made  the  Market.  E-mail:  kenfisher@fi.com 
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contrarian 

I  David  Dreman 


he  tide  has  turned 


We  have  had 
a  complete 
disconnect 
between  the 
prices  of 
stocks  and 
their  values. 


I've  BEEN  a  bull  since  I  started 
writing  this  column  in  1980, 
but  I  think  the  tide  has  finally 
run  out.  We  have  seen  a  bubble 
in  Internet  and  other  concept 
stocks  as  inane  as  tulipomania. 
This  is  not  just  a  correction. 

We  have  had  a  complete  dis- 
connect between  the  prices  of 
stocks  and  their  values.  Earn- 
ings tor  America  Online,  for 
example,  would  have  to  grow 
50,000%  in  the  next  1  5  J  ears  to       tmrnrnmrnt 
justify  its  recent  price. 

The  prognosticators  have  concentrated 
on  current  strong  economic  conditions, 
neglecting  the  relationship  between  prices 
and  underlying  value.  Profits  could  not  con- 
ceivably advance  fast  enough  to  validate 
recent  valuations.  The  Russian  and  Asian 
crises  are  for  real  and  cannot  be  mended 
merely  with  loans  from  the  ime  or  advice 
from  Washington. 

If  nothing  else  should  give  you  pause,  the 
weird  rationalizations  put  forward  by  the 
bulls  should.  Numerous  experts  stated  that 
the  valuation  standards  used  successfully  for 
generations  no  longer  apply  To  justify  cur- 
rent prices,  new  ones  must  be  found.  Some 
call  it  a  "new  paradigm."  Like  a  kid  playing 
with  bubblegum,  the  bulLs  have  stretched 
their  definitions  of  value  to  the  breaking 
point.  It  did  not  seem  to  bother  them  that 
Amazon.com,  which  will  continue  to  lose 
money  for  at  least  two  more  years,  traded  at 
19  times  revenues  and  over  60  times  opti- 
mistic earnings  estimates  for  the  year  2001. 

Finally,  there  was  warning  of  trouble  to 
come  in  the  fact  that  the  major  gains  were 
made  by  a  handful  of  giant  stocks  such  as 
Microsoft,  Dell  Computer,  WorldCom  and 
Yahoo!,  all  trading  at  towering  p/es,  while 
the  average  stock  was  down  30%  from  its 
12-month  high.  Twenty  giant  technology 
companies  on  the  Nasdaq  contributed 
almost  double  the  index's  9%  recent  year- 
to-date  gain,  while  the  other  4,400  compa- 
nies produced  an  8%  loss.  The  last  time  a 
dichotomy  of  this  magnitude  occurred  was 
in  1973-74,  which  was  followed  by  the 
worst  bear  market  of  the  postwar  period. 

Ninety  percent  of  the  investment  public 


and  their  advisers  have  never 
experienced  a  bear  market. 
Buying  the  dips  is  considered  a 
surefire  way  to  get  in  cheaply. 
They  forget  that  it  is  also  a  sure 
way  of  throwing  good  money 
after  bad  in  a  descending  market. 

We  are  in  a  bear  market  at 
best,  and  if  we  are  not  lucky  it 
may  be  a  crash.  Yes,  there  may  be 
rallies — but  be  careful:  Your  first 
objective  now  should  be  to  pre- 
■■■■       serve  your  capital.  In  a  tax-free 
account,  an  IRA  or  a  401(k),  get 
defensive  now  by  tossing  out  your  most 
speculative  stocks.  Yes,  I  mean  America 
Online  or  Yahoo!  You  may  have  made 
money  in  them  but  don't  be  sentimental. 
As  fast  as  they  went  up,  they  can  descend 
even  faster. 

Shift  a  substantial  portion  of  your  port- 
folio to  value  stocks,  which  should  provide 
better  protection  in  a  bear  market.  The  tax- 
able investor  should  follow  a  similar  course, 
if  the  tax  bite  is  not  prohibitive. 

I  am  not  a  market-timer.  I  do  not  recom- 
mend going  to  cash.  Here  are  the  kinds  of 
stocks  I  would  buy  after  the  smoke  clears: 
Banks:  First  Chicago  NBD  (65,  FCN),  a 
large  regional  bank,  is  down  36%.  It  provides 
value  at  a  p/e  of  12  and  a  2.7%  yield. 

PNC  Bank  Corp.  (43,  pnc)  is  another 
major  regional  that  has  been  knocked  down 
sharply.  The  stock  trades  at  a  p/e  of  12  and 
yields  3.6%. 

Oil  service  companies:  They  have  been 
in  a  bear  market  for  some  time,  with  prices 
down  to  one-half  or  two-thirds  of  their  12- 
month  highs. 

Two  that  appear  cheap:  Diamond  Off- 
shore Drilling  (21,  do)  is  off  70%  from  its 
12-month  high.  Yet  earnings  could  increase 
30%  this  year  and  a  further  15%  in  1999. 
The  stock  trades  at  a  p/e  of  8  and  yields 
2.4%.  Transocean  Offshore  (24,  rig)  is  a 
major  deep-water  driller.  Earnings  could 
double  in  1998  with  a  further  20%  gain 
next  year.  It  trades  at  10  times  trailing  earn- 
ings, yielding  0.5%. 

Health  care:  Humana  (13,  hum)  has 
dropped  50%.  hum  presents  good  value 
with  18%  growth  and  a  p/e  of  1 1 .  EM 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Contrarian  Investment  Strategies:  The  Next  Generation. 
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trends 

By  Robert  S.  Salomon  Jr. 


Hard  times  ahead  for  index  funds 


I  KNEW  THE  CORRECTION  WAS  FOR  REAL 

when  I  read  in  the  local  newspaper  that  a 
builder  was  seeking  approval  to  develop  a 
large  piece  of  property  with  "starter  man- 
sions." For  $3  million  to  $4  million  you 
would  get  8,000  square  feet  of  living  space 
on  an  acre  of  land. 

That  could  only  be  a  sign  of  a  top,  and  so 
it  has  turned  out.  But  despite  the  carnage, 
the  fundamentals  of  the  market  are  still 
sound.  Because  of  problems  abroad,  the 
economy  will  slow  to  a  more  sustainable 
rate  of  growth,  allowing  interest  rates  and 
inflation  to  remain  at  subdued  levels. 

Essentially  the  minicrash  corrected  the 
overvaluation  of  stocks,  with  the  disarray  in 
emerging  markets  as  the  excuse.  I  believe 
this  is  a  correction  in  a  bull  market  and  not 
the  beginning  of  a  prolonged  decline.  I 
anticipate  an  adjustment  period  lasting 
several  months  accompanied  by  increased 
price  volatility. 

I  also  anticipate  a  harder  road  ahead  for 
index  funds.  The  S&P  500  has  beaten  80% 
or  more  of  the  professionally  managed 
stock  portfolios  since  1994 — which  has 
made  the  indexers  look  good.  Morningstar 
rates  all  the  s&P  500  index  funds  in  its 
highest  category  and  awards  them  five  stars. 
Nevertheless,  I  think  they  will  no  longer  be 
able  to  beat  the  pros  in  the  next  stage  of 
the  market. 

The  Morninjjstar  rating  system  was  not 
designed  to  be  a  predictive  tool,  even 
though  that's  what  it's  most  used  for.  The 
system  was,  in  fact,  created  to  rank  only  past 


The  right  stuff 


Company 

Ticker 
symbol 

Recent 
price 

Estimated  1999 
EPS            P/E 

Yield 

Allstate 

ALL 

$38 

$2.95 

12.9 

1.5% 

Albertson's 

ABS 

50 

2.75 

18.2 

1.4 

Black  &  Decker 

BDK 

43 

3.25 

13.2 

1.1 

Travelers  Group 

TRV 

42 

3.25 

12.9 

1.2 

Tyco  International 

TYC 

55 

2.50 

22.0 

0.2 

Average 

15.6 

1.1 

S&P  500 

964 

51.00 

18.9 

1.6 

Prices  as  ot  Aug.  31. 

These  five  stocks  have  it.  They  sell  at  a  discount  to  their 
projected  growth  rate  and  to  the  market's  estimated  P/E. 


performance  on  a  risk- adjusted  basis,  and 
the  five-year  record  is  weighted  much  more 
heavily  than  either  the  one-  or  three-year 
results.  No  wonder,  then,  that  S&P  500 
index  funds  all  have  five  stars.  That  heavy 
weighting  given  to  a  particular  period 
explains  a  lot  about  why  index  funds  have 
done  so  well:  The  phenomenon  of  re- 
gression to  the  mean  virtually  assures  that 
this  will  be  the  case  over  the  next  few  years 
The  likelihood  of  the  s&P  500's  being  a 
top-quartile  performer  over  the  next  five 
years  is  quite  remote. 

Keep  in  mind  that  the  index  was  a 
mediocre  performer  in  the  years  from 
1992  through  1994.  It  will  inevitably 
happen  again.  Consistency  in  portfolio 
management  is  likely  to  be  more  reward- 
ing over  the  long  term  than  chasing 
yesterday's  successes. 

Stay  with  high-quality  companies  that 
are  both  well-managed  and  reasonably 
priced.  Good  managements  achieve  higher 
returns  than  their  peers,  so  you  need  to 
look  at  profit  margins  for  comparable  com- 
panies. The  ones  on  top  have  the  best 
managements. 

There  are  many  ways  to  think  about  valu- 
ation. I  prefer  to  buy  stocks  when  they  sell 
at  a  discount  to  either  their  projected 
growth  rate  or  the  market's  estimated 
price/earnings  ratio — preferably  both.  The 
table  shows  five  stocks  meeting  these  criteria 
that  I  recommend  buying  now. 

Back  in  a  February  column  I  created  a 
chart  entitled  the  "Misery  index,"  which 
compared  the  difference  in  return  for  the 
s&p  500  and  the  average  stock  in  the  index. 
If  the  average  stock  performs  worse  than 
the  index,  then  this  is  a  statistical  measure 
reflecting  just  how  miserable  investors  feel. 
Other  than  index  funds,  most  portfolios 
are  not  capitalization-weighted  and  there- 
fore look  more  like  the  average  stock  than 
the  index. 

This  year  the  s&P  500  is  down  1.3%  on  a 
price-only  basis,  while  the  average  stock  in 
the  index  is  down  22.8%.  This  dramatically 
illustrates  the  importance  of  a  few  big-cap 
stocks  and  helps  explain  why  indexers  have 
been  beating  stock  pickers — but  this  is 
about  to  change.  ■■ 


Robert  S.  Salomon  Jr.  is  principal  and  cofounder  of  Stamford,  Conn.-based  STI  Management.  Research  analyst:  Deborah  H.  Tarasow. 
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I'll  stick  with  growth  stocks 


What 

destroyed  the 
Nifty  Fifty  was 
not  lofty 
multiples  but  a 
combination 
of  rising  infla- 
tion and  the 
deep  recession. 


SO  MANY  SAVVY  INVESTORS  have 

turned  bearish  that  I'm  going 
to  take  the  other  side — for 
now.  I'm  a  growth  player,  not 
a  value  investor.  I've  bought 
stocks  like  Chrysler  at  the 
bottom,  when  it  was  padlock- 
ing factories;  even  Citicorp, 
when  it  was  belching  black 
blood  back  in  1990.  So  this 
one  hasn't  scared  me  so  far. 

I  own  Microsoft,  Warner 
Lambert,  America  Online,    • 
even  Yahoo!  and 
Amazon.com.  I  own  Cablevi- 
sion,  Allstate,  News  Corp.,  ^^^^^ 

Pfizer,  Liberty  Media  and 
General  Reinsurance,  soon  to  be  Buffet- 
tized.  I  just  spent  a  day  out  at  Allstate,  and 
while  auto  insurance  is  a  cyclical  business, 
the  cycles  are  elongating  and  benefiting 
from  minimal  inflation,  the  basic  concept 
behind  growth  stock  investing  today. 

But  low  inflation  isn't  good  for  industri- 
als, the  reason  energy  and  commodity  plays 
are  in  the  doghouse.  Nobody  wants  Cater- 
pillar Tractor  and  Deere  at  ten  times  earn- 
ings power  because  their  earnings  could  fall 
off  the  cliff.  The  investment  house  of  S.C. 
Bernstein  graphically  underscores  the  situa- 
tion. Industrial  cyclicals  are  selling  at  valua- 
tion levels  not  seen  for  20  years.  Industrial 
commodity  plays  stand  at  50-year  lows  rela- 
tive to  their  revenues.  The  ratio  of  market 
value  to  revenues  is  0.5. 

Stocks  like  AOL  sell  at  6  times  revenues, 
while  integrated  oils  sell  at  0.6.  If  the  econ- 
omy stalls  out,  industrials  and  commodity 
plays  will  see  their  earnings  erode  further. 

So  the  times  continue  to  favor  the 
growthies.  If  the  deflationary  cycle  is  pro- 
longed, they  will  continue  to  outperform, 
even  at  lofty  multiples.  After  all,  what 
destroyed  the  Nifty  Fifty  in  1973-74  was 
not  lofty  multiples  but  a  combination  of 
rising  inflation  and  the  deep  recession  that 
collapsed  earnings. 

Many  of  our  present  Nifty'  Fifties  sell  at 
six  to  seven  times  revenues,  but  they  are 
much  more  profitable  operations  than  the 
older  generation  growthies.  Microsoft, 


which  has  the  most  extraordinary  income         afford  them,  why  not? 


statement  bar  none — 90%  gross 
margins — didn't  even  exist  then. 
Some  growthies,  like  Disney, 
Gillette,  Intel,  and  even  GE,  may 
have  less  definitive  growth  rates 
but  Cisco,  Microsoft,  Pfizer  and 
even  IBM — which  is  cheap — are  less 
vulnerable  to  an  economic  slow- 
down than  yesterday's  Nifties. 
Today's  growthies  are  compound- 
ing earnings  at  19%,  compared 
with  15%  in  the  early  Seventies. 
Remember  the  rallying  cry  in 
Houston  for  $50  oil,  the  Conti- 
nental Bank  of  Chicago's  demise  in 
^^^      phony  oil  field  collateral?  Fed 

funds  hit  8.5%  in  mid-1973,  with 
long  Treasurys  at  6.9%.  This  is  a  far  cry 
from  what  we  have  today.  I  believe  by  year- 
end  gdp  growth  could  slow,  to  0%-to-l%. 
Alan  Greenspan  will  lower  the  Fed  funds 
rate  to  5%.  Long  Treasurys  and  growth 
stocks  will  outperform. 

I'm  not  in  the  imminent  recession  camp 
yet,  but  all  of  us  should  realize  that  the 
economy  is  a  captive  of  the  stock  market.  If 
the  S&P  500  index  muddles  through  its 
zone  of  overvaluation,  which  would  drop  it 
to  the  900  level,  consumer-end  product 
demand  will  suffer.  The  shoppers  at  Ralph 
Lauren  and  Saks  Fifth  Avenue  will  thin  out. 
But  flat  GDP  growth  isn't  recession. 

I'm  staying  with  the  Microsofts  of  the 
world  and  the  ethical  drug  houses.  For  the 
aols,  Yahoos!  and  Amazon. corns  I  have  a 
sleeping  level  game  that  I  play.  Sell  covered 
calls  against  them.  The  premium  for  a  one- 
month  option  counts  up  to  10%,  so  at  least 
you're  covered  for  the  first  downdraft.  Con- 
versely, Allstate  is  down  to  12  times  next 
year's  earnings  power.  This  is  as  pure  and  un- 
assailable a  domestic  franchise  as  you'll  find. 

The  Internet  stocks  are  like  cellular  tele- 
phony a  decade  ago:  Nobody  predicted  the 
high  saturation  rates  we're  seeing  in  cellular 
today.  Maybe  the  Internet  is  comparable,  but 
no  analyst  can  model  these  companies  today 
and  justify  present  valuations.  The  Internet  is 
a  rarefied  luxury,  like  a  double  Corona 
Havana,  or  a  1945  Chateau  Lafite.  Maybe 
they're  not  worth  the  price — but  since  I  can 


M-irtin  Sosnoff  is  chief  investment  officer  of  Atalanta/Sosnoff  Capital  in  New  York  and  author  of  Silent  Investor,  Silent  Loser. 
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A  Gift  for  Every  Occasion! 


"By  necessity,  by  proclivity, 
and  by  delight,  we  all  quote." 

—RALPH  WALDO  EMERSON 

"Life  begets  life.  Energy  creates 
energy.  It  is  only  by  spending 
oneself  that  one  becomes  rich." 

—SARAH  BERNHARDT 


The  ultimate  reference  for  speakers,  writers,  CEOs,  and  managers. 
The  perfect  gift,  this  unique  collection  is  arranged  alphabetically 
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KOREAN  AIR   MVOND  YOUR   IMAGINATION 


"hink  the  computer  chip  has  ushered  in  a  brave  new  world 

lot  seen  before? 

Stop  being  so  chronocentnc! 

Wired  Victorians 


Edited  by  Joshua  Levine 


Bv  Adam  Bresnick 


BEDAZZLED  as  WE  ARE  by  the 
latest  technologies,  we  need 
to  remember  that  the  chip, 
wondrous  though  it  may  be, 
llies  in  a  progression  of  inventions  that 
are  annihilating  time  and  distance. 
Take  the  homely  telegraph.  As  Tom 
Standage's  sparkling  new  book,  The 
Victorian  Internet  (Walker  &  Co., 
^2  2  ,  demonstrates,  this  communica- 
tions dinosaur  was  as  drastic  a  step 
toward  overcoming  distance  as  the 
Internet. 

The  story  of  the  telegraph  begins 
in  1  ~46,  when  the  French  abbe  Jean- 
Antoine  Nollet  assembled 
200  Carthusian  monks  to  § 
perform  m\  experiment  that 
would  alter  the  course  of 
history.  In  each  hand  the 
monks  grasped  the  end  of  a 
25 -foot  length  of  iron  wire, 
forming  a  human  chain  that 
wound  for  a  mile.  Nollet 
connected  the  last  wire  to  a 
primitive  battery.  The 
monks  were  literally  shocked 
to  find  that  electricity  could 
be  transmitted  over  such  a 
distance. 

•  Cut  to  1832,  when  artist- 
inventor  Samuel  Morse  had 
the  brilliantly  simple  notion 
to  apply  Nollet's  insight  to 
the  transmission  of  information. 
Morse  would  use  short  and  long 
bursts  of  electrical  energy  in  various 
sequences  to  communicate  via  a 
wire.  Thus  was  born  Morse  code. 
The  simple  dots  and  dashes  of  this 
binary  system  have  a  great  deal  in 
common  with  the  0s  and  Is  of  com- 
puter language. 

At  the  other  end  of  the  wire,  a  pen 
controlled  by  an  electromagnet 
would  transcribe  the  electrical  bursts 
into  dots  and  dashes  on  paper,  to  be 
deciphered  by  telegraph  operators. 
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Crude?  Maybe.  But  it  cut  from 
days  to  seconds  the  time  it  took  to 
transmit  news  and  ideas  over  long 
distances.  (Because  news  traveled  so 
slowly,  the  Battle  of  New  Orleans  in 
1815  was  fought  between  Britain  and 
the  U.S.  two  weeks  after  the  two 
nations  had  signed  a  treaty  of  peace.) 

With  the  advent  of  the  telegraph 
old  technologies  died  off  spectacular- 
ly fast:  Shortly  after  the  completion  of 
the  first  transcontinental  telegraph 
cable  in  1861,  the  Pony  Express 
ceased  operation. 

Early  telegraphy  was  expensive. 


Customers  were  charged  according 
to  the  length  of  the  message  and  the 
distance  of  the  transmission.  As  a 
result,  coding  and  cryptography 
developed  rapidly,  for  they  saved  the 
consumer  money.  Generations  of 
foreign  correspondents  learned  to 
write  tightly  because  cable  tolls  were 
by  the  word. 

Thomas  Edison,  himself  a  crack  tele- 
graph operator,  proposed  to  his  second 
wife,  Mina,  over  the  wires.  Love  affairs 
were  conducted  surreptitiously  in  code 
with  the  help  of  operators,  many  of 


whom  were  women.  According  to 
Edison,  much  of  the  communication 
sent  between  operators  was  too  sexu- 
ally provocative  to  merit  public  airing. 
So  why  is  it  surprising  that  the  Internet 
is  loaded  with  pornography? 

With  the  telegraph  came  great 
opportunities.  Newspapers  began  to 
carry  stories  received  over  the  wires, 
and  the  provincial  reader  was  finally 
connected  to  the  global  community. 
News  syndicates  such  as  the  Associat- 
ed Press  and  Reuters  came  into  being 
to  supply  local  papers  with  interna- 
tional news.  Bank  robbers  who  fled  by 
train  were  captured  several 
stations  down  the  line  as  a 
result  of  telegraphic  alerts. 
Perhaps  most  significant- 
ly, the  telegraph  changed 
the  pace  of  business.  Since 
businesses  were  able  to 
monitor  accounts  on  a 
daily — indeed,  hourly — 
basis,  giant,  geographically 
dispersed  corporations 
became  more  workable. 
Businesspeople  complained 
about  the  reduction  of  their 
leisure  time  as  a  result  of 
the  telegraph.  The  worka- 
holic was  not,  therefore,  a 
creation  of  the  computer. 
In  1875,  while  working 
on  the  invention  of  the  "harmonic 
telegraph"  that  would  transmit  mes- 
sages at  different  frequencies,  Alexan- 
der Graham  Bell  happened  on  a  new 
manner  of  transmitting  sound  via 
electrical  wires.  AT&T  was  born. 

Standage  pokes  fun  at  what  he 
calls  our  "chronocentricity,"  our  ten- 
dency to  regard  our  period  as  the 
be-all  and  end-all.  Yes,  we  live  in 
technologically  miraculous  times, 
but  the  microchip  is  just  part  of  a 
continuum  of  change  that's  at  least 
two  centuries  old.  H 
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Rafael  Osona,  chairman  of  Nantucket's  new  lightship  bi 


e/i 


It  started  as  a  way  to  kill  time  at  sea. 
Today  a  nest  of  Nantucket  lightship 
baskets  could  run  you  $100,000. 

Boring  days, 

beautiful 

baskets 

By  Jay  Akasie 

In  the  days  before  radar  the  Coast  Guard 
anchored  lightships  20  miles  off  New  England 
ports,  where  they  served  as  floating  beacons.  The 
crew  of  a  lightship  might  stay  on  board  for  up  to 
four  weeks.  Manning  a  lightship  a  century  ago  left  the 
keepers  with  lots  of  idle  time. 

Many  of  the  local  boys  aboard  the  lightship  Nan- 
tucket staved  off  boredom  by  weaving  intricate  baskets 
out  of  rattan  reeds,  a  skill  passed  on  to  them  by  gener- 
ations of  local  seafarers.  On  trips  to  the  South  Seas  the 
old  sea  dogs  had  picked  up  native  rattan  and  cane, 
adapting  the  local  Wampanoag  Indian  basket-weaving 
techniques  to  their  own  tastes.  The  lightship  keepers 
sold  the  baskets  for  so  little  that  people  used  them  to 
lug  around  their  groceries. 

Today,  if  you  want  a  really  good  antique  basket, 
expect  to  pay  as  much  as  $100,000  for  a  set  of  seven. 
Appraiser  Rafael  Osona  auctioned  one  set  of  baskets 
last  year  for  $55,000.  Sotheby's  auctioned  another  the 
year  before  for  twice  that. 

The  price  of  a  lightship  basket  depends  on  several 
things.  Chief  among  them  is  the  intricacy  of  the  weav- 
ing and,  in  more  recent  examples,  the  addition  of 
scrimshaw — carved  whalebone,  ivory  or  baleen. 
There's  added  value  in  owning  a  complete  "nest"  of 
seven  baskets.  (Many  were  woven  to  fit  inside  each 
other  for  easy  storage.) 

You  can,  of  course,  buy  a  modern  version  for  much 
less.  In  the  1940s  an  immigrant  from  the  Philippines 
named  Jose  Reyes  saw  that  if  he  wove  the  same  type  of 
baskets  with  lids,  he  could  sell  them  as  purses  to  the 
growing  tourist  trade.  They're  not  exactly  cheap, 
either.  Brand-new  purses  cost  $5,000  if  the  scrimshaw 
carving  is  large  and  intricate. 

Blame  the  high  cost  of  whalebone.  A  1972  embargo 
outlawed  purchasing  whalebone  not  already  in  the 
U.S.  Today  15  or  so  sperm  whale  teeth  cost  a  crafts- 
man $15,000.  Nantucket  native  Nancy  Chase  began 
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From  the  chic  Jose  Reyes-style  purse  to  a  $100,000  nest   k 


carving  figures  of  whales  and  maps  of  the  island  for 
Reyes'  baskets  nearly  40  vears  ago.  In  the  early  days 
Reyes  paid  her  $7  for  each  3-inch  sperm  whale.  Chase 
now  charges  her  clients  $175  for  the  same  job. 

The  carvings  themselves  have  gotten  more  fanciful 
over  time,  to  the  chagrin  of  tradition-minded  natives. 
"Some  of  these  basket  tops  have  gotten  ridiculous," 
Chase  says.  For  example,  gold,  diamonds  and  precious 
metals  are  incorporated  into  the  lids.  Chase  is  trying 
to  recreate  a  geranium  blossom  in  elephant  ivory,  but 
it  is  a  time-consuming  task.  "I  try  to  stay  with  tradi- 
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does  the  beach  in  style.  The  Chase  sisters,  a  basket-making  tag  team. 


■  Saving  the  Sullivans 

wri 

E  Sure,  everybody's  seen  Saving  Pri- 

S£   vate  Ryan,  but  now  you  can  trump 

them  at  cocktail  parties.  Just  rent 

The  Righting  Sullivans,  director 

Lloyd  Bacon's  1944  movie  based  on 

the  true-life  tragedy  on  which  Steven 

Spielberg's  epic  is  partly  based. 

All  five  Sullivan  brothers — George, 
Francis,  Joseph,  Madison  and 
Albert — died  on  Nov.  13,  1942  when 
a  torpedo  sank  the  U.S.S.  Juneau 
during  a  naval  battle  off  Guadalcanal. 
Spielberg's  story  is  based  on  a  fic- 
tional family  that  has  already  lost 
three  boys;  U.S.  Army  brass  mount  a 


A  dark  patina 
can  make  the 
difference 
between  a 
$500  basket 
and  a  $2,000 
aged  one. 


tional  subjects,"  she  says,  "But,  hey,  I  have  to  make  a 
living." 

Auctioneer  Rafael  Osona  says  that  modern  weavers 
like  Michael  Kane  and  Martha  Chase  Ottison  are 
making  some  of  the  finest  baskets  ever,  elegant  designs 
with  tight  oak  ribbing  and  mahogany  bases.  But  col- 
lectors can  easily  spot  the  difference  between  old  bas- 
kets and  new  ones  on  sight.  As  the  rattan  ages  it 
achieves  a  dark  patina,  which  can  make  the  difference 
between  a  $500  simple  round  basket  and  a  $2,000 
aged  one.  ** 
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rescue  in  the  aftermath  of  the  Omaha  I 
Beach  landing  to  save  the  fourth  3 
brother. 

The  Righting  Sullivans  doesn't  have  \ 
the  blood-and-guts  authenticity  that 
today's  technical  wonders  bring  to 
Spielberg's  effort.  Yet  it  is  a  fascinat- 
ing historical  document,  well  worth 
watching  as  a  record  of  a  simpler 
time.  The  emotions  that  feel  a  bit 
disingenuous  after  getting  run 
through  the  megabuck  Hollywood 
mill  of  Private  Ryan  emerge  here  in  a 
more  genuine  setting.  After  watching 
The  Fighting  Sullivans,  it's  a  lot  easier 
to  believe  that  God  and  country  are 
really  what  mattered  most  to  every- 
one involved. 

"What  they  really  represent  to  the 
U.S.  is  patriotism,  courage  and  sacri- 
fice," says  Kelly  Sullivan  Loughren, 
Albert  Sullivan's  granddaughter. 
"They  wanted  to  be  together  no 
matter  what."  Loughren  shows  the 
movie  every  year  to  her  third-grade 
class  in  Waterloo,  Iowa. 

-Doug  Donovan 
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Executives'  choice. 


CO 


The  world's  best  hotels 
and  poshest  hideaways 


Each  year  world  traveler  Andrew  Harper 
circles  the  globe  in  search  of  the 
superlative  travel  experience  for  readers 
of  his  Hideaway  Report.  He  moves 
incognito,  takes  no  "freebies"  and  does 
not  accept  advertising. 

Harper's  17th  Annual  Survey  of  Top 
U.S.  Executives,  part  of  the  Report, 
distills  Harper's  own  experiences  and 
those  of  2,500  road  warriors  and 
vacationers  to  pick  the  best  hotels 
and  vacation  hideaways  in  the  world. 
For  the  third  straight  year  the 
Four  Seasons  Chicago  took  top 
honors  among  U.S.  city  hotels;  the 
Peninsula  Hong  Kong  was  number  one 
overseas.  Among  resorts,  small  is  best. 
Ten  listed  have  fewer  than  100  rooms — 
three,  fewer  than  15  rooms. 

If  you  travel  for  pleasure  or  business 
or  both  you'll  want  to  cut  this  list  out  and 
keep  it  handy.  If  you  would  like  your  own 
copy  of  Harper's  report,  a  free  copy  is 
available  to  Forbes  readers.  Mail  your 
request  to  Box  50,  Sun  Valley,  Idaho 
83353.  Or  fax  406-862-3486,  or  E-mail 
harper@harperassociates.com. 
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TOP  20  U.S.  CITY  HOTELS 

1.  Four  Seasons  (Chicago) 

(312)  280-8800  or  (800)  332-3442 

2.  The  St.  Regis  (New  York) 
(212)  753-4500  or  (800)  759-7550 

3.  Hotel  Bel-Air  (Los  Angeles) 

(310)  472-1211  or  (800)  648-4097 

4.  Ritz-Carlton  (San  Francisco) 

(415)  296-7465  or  (800)  241-3333 

5.  Four  Seasons  (New  York) 

(212)  758-5700  or  (800)  332-3442 

6.  The  Peninsula  (Beverly  Hills) 

(310)  551-2888  or  (800)  462-7899 

7.  Ritz-Carlton  (Boston) 

(617)  536-5700  or  (800)  241-3333 

8.  Mansion  on  Turtle  Creek  (Dallas) 

(214)  559-2100  or  (800)  527-5432 

9.  Mandarin  Oriental  (San  Francisco) 
(415)  276-9888  or  (800)  622-0404 

10.  Ritz-Carlton  (Chicago) 

(312)  266-1000  or  (800)  332-3442 

11.  The  Lowell  (New  York) 

(212)  338-1400  or  (800)  221-4444 

12.  Windsor  Court  (New  Orleans) 

(504)  523-6000  or  (800)  262-2662 

13.  Four  Seasons  (Boston) 

(617)  338-4400  or  (800)  332-3442 

14.  TheCarlyle(NewYork) 

(212)  744-1600  or  (800)  227-5737 


15.  Ritz-Carlton  Buckhead  (Atlanta) 

(404)  237-2700  or  (800)  241-3333 

16.  Four  Seasons  (Washington,  D.C.) 

(202)  342-0444  or  (800)  332-3442 

17.  Campton  Place  (San  Francisco) 

(415)  781-5555  or  (800)  235-4300 

18.  The  Mark  (New  York) 

(212)  744-4300  or  (800)  843-6275 

19.  Four  Seasons  Olympic  (Seattle) 

(206)  621-1700  or  (800)  332-3442 

20.  The  Pierre  (New  York) 

(212)  838-8000  or  (800)  332-3442 


TOP  20  INTERNATIONAL  CITY  HOTELS 

1.  The  Peninsula  (Hong  Kong) 

2366-6251  or  (800) 223-6800 

2.  The  Oriental  (Bangkok) 

(2)  236-0400  or  (800)  526-6566 

3.  The  Regent  (Hong  Kong) 

2721-1211  or  (800)  545-4000 

4.  Hotel  Ritz  (Paris) 

(1)4316-3030  or  (800)  223-6800 

5.  The  Stafford  (London) 

(171)  493-0111  or  (800)  525-4800 

6.  The  Lanesborough  (London) 

(171)  259-5599  or  (800)  999-1828 

7.  The  Connaught  (London) 

(171)  499-7070  or  (800)  223-6800 

8.  Le  Bristol  (Paris) 

(1)  5343-4300  or  (800)  223-6800 

9.  Hotel  Cipriani  (Venice) 

(41)  520-7744  or  (800)  223-6800 

10.  Four  Seasons  (Milan) 

(2)  77088  or  (800)  332-3442 

11.  Claridge's  (London) 

(171)  629-8860  or  (800)  637-2869 

12.  Mandarin  Oriental  (Hong  Kong) 

2522-0111  or  (800)  526-6566 

13.  Hassler  Villa  Medici  (Rome) 

(60)  699340  or  (800)  223-6800 

14.  Hotel  de  Crillon  (Paris) 

(1)4471-1500  or  (800)  223-6800 

15.  Raffles  Hotel  (Singapore) 

337-1886  or  (800)  232-1886 

16.  The  Dorchester  (London) 

(171)  629-8888  or  (800)  223-6800 

17.  Gritti  Palace  (Venice) 

(41)  794611  or  (800)  325-3589 

18.  Hotel  Rafael  (Munich) 

(89)  290980  or  (800)  223-6800 

19.  Ritz-Carlton  Millenia  (Singapore) 

337-8888  or  (800)  241-3333 

20.  Park  Hyatt  (Sydney) 

(2)  9241-1234  or  (800)  233-1234 
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IF  YOU  REMEMBER  GETTING  UP  TO 

CHANGE  THE  CHANNEL, 
ITS  TIME  TO  CALL  AN  INTERNIST. 


If  you  remember  television  before  cable,  satellite  dishes 
and  MTV  stand  by  for  an  important  message:  it's  time  you 
started  seeing  a  Doctor  of  Internal  Medicine. 

Internists  are  the  medical  doctors  who  make  a  practice 
of  treating  adults.  They  devote  at  least  three  additional 
years,  after  medical  school,  learning  to  prevent,  diagnose 
and  treat  diseases  that  pnmarily  affect  grown  ups.  And 
many  internists  take  additional  training  to  "subspecialize" 
in  such  areas  as  cardiology,  oncology,  rheumatology, 
geriatrics  and  pulmonology.  So  they're  well  prepared  to 


listen  and  talk  with  you  about  a  broad  range  of  adult  health 
care  needs.  From  routine  physicals  and  wellness  programs, 
to  the  management  of  complex  medical  conditions,  like 
heart  disease,  cancer,  diabetes  and  arthritis. 

So  when  it's  time  to  choose  a  doctor,  consider  choosing 
a  Doctor  of  Internal  Medicine.  They're  the  doctors  for  adults. 
And  whatever  else  you  are,  you're  not  a  kid  anymore. 

For  more  information,  contact  a  Doctor  of  Internal 
Medicine  in  your  community,  or  visit  our  website  at 
www.acponline.org. 


DOCTORS     OF     INTERNAL    MEDICINE.    DOCTORS     FOR    ADULTS 

A  message  from  the  American  College  of  Physicians -American  Society  of  Internal  Medicine  with  support  from  the  American  Board  of  Internal  Medicine  Foundation 


Imerican  Society  ot  Interna 
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TOP  20  U.S.  RESORT  HOTELS 

1.  The  Boulders  (Carefree,  AZ) 

(602)  488-9009  or  (800)  553-1717 

2.  The  Greenbrier  (White  Sulphur  Springs,  WV) 

(304)  536-7899  or  (800)  624-6070 

3.  Auberge  du  Soleil  (Rutherford,  CA) 

(707)  963-1211  or  (800)  348-5406 

4.  Inn  at  Little  Washington  (Washington,  VA) 

(540)  675-3800  or  fax  (540)  675-3100 

5.  Ventana  (Big  Sur,  CA) 

(408)  667-2331  or  (800)  628-6500 

6.  The  Cloister  (Sea  Island,  GA) 

(912)  638-3611  or  (800)  732-4752 

7.  The  Lodge  of  Koele  (Island  of  Lanai,  HI) 

(808)  565-3800  or  (800)  321-4666 

8.  Mauna  Key  Beach  Hotel  (Kohala  Coast,  HI) 

(808)  882-7222  or  (800)  882-6060 

9.  The  Point  (Upper  Saranac  Lake,  NY) 

(518)  891-5674  or  (800)  255-3530 

10.  Meadowood  (St.  Helena,  CA) 

(707)  963-3646  or  (800)  458-8080 

1 1 .  Twin  Farms  (Barnard,  VT) 

(802)  234-9999  or  (800)  894-6327 

12.  Post  Ranch  Inn  (Big  Sur.  CA) 

(408)  667-2200  or  (800)  527-2200 

13.  The  Phoenician  (Scottsdale,  AZ) 

(808)  885-6622  or  (800)  367-2323 

14.  Rancho  Valencia  (Rancho  Santa  Fe,  CA) 

(619)  756-1123)  or  (800)  548-3664 

15.  Ritz-Carlton  (Naples,  FL) 

(941)  598-3300)  or  (800)  241-3333 

16.  Mauna  Lani  Bay  Hotel  (Kohala  Coast,  HI) 

(808)  885-6622  or  (800)  367-2323 

17.  Ritz-Carlton  (Laguna  Niguel,  CA) 

(714)  240-2000  or  (800)  241-3333 
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18.  The  Little  Nell  (Aspen,  CO) 

(970)  920-4600  or  (888)  843-6355 

19.  Inn  at  Spanish  Bay  (Pebble  Beach,  CA) 

(619)  756-1123  or  (800)  548-3664 

20.  Manele  Bay  Hotel  (Island  of  Lanai,  HI) 

(808)  565-7700  or  (800)  321-4666 

TOP  20  INTERNATIONAL  RESORT  HOTELS 

1.  Amandari  (Bali,  Indonesia) 

(361)  975333  or  (800)  447-7462 

2.  Hotel  San  Pietro  (Positano,  Italy) 

(89)  875455  or  fax  (89)  811449 

3.  Villa  d'Este  Grand  Hotel  (Lake  Como.  Italy) 
(31)  3481  or  (800)  223-6800 

4.  Splendido  (Portofino,  Italy) 

(185)  269551  or  (800)  223-6800 

5.  Amanpuri  (Phuket  Island,  Thailand) 

(76)  324333  or  (800)  447-7462 

6.  Four  Seasons  (Nevis,  West  Indies) 

(869)  469-1111  or  (800)  332-3442 

7.  Four  Seasons  Bali  (Bali,  Indonesia) 

(361)  701010  or  (800)  332-3442 

8.  Little  Dix  Bay  (British  Virgin  Islands) 

(284)  495-5555  or  (800)  928-3000 

9.  Cap  Juluca  (Anguilla,  British  West  Indies) 

(264)  497-6779  or  (888)  858-5822 

10.  Huka  Lodge  (Taupo,  New  Zealand) 

(7)  378-5791  or  fax  (7)  378-0427 

11.  Buckland  Manor  (Buckland,  England) 
(1386)  852626  or  fax  (1386)  853557 

12.  Amankila  (Bali,  Indonesia) 

(363)  41333  or  (800)  447-7462 

13.  The  Wakaya  Club  (Fiji  Islands) 

(679)  440128  or  (800)  828-3454 

14.  Regent  Chiang  Mai  (Thailand) 

(53)  298181  or  (800)  545-4000 


15.  Hayman  Island  Resort  (Australia) 

(749)  401234  or  (800)  223-6800 

16.  Chewton  Glen  (New  Milton,  England) 

•(1425)  275341  or  (800)  344-5087 

17.  Grand  Hotel  du  Cap-Ferrat  (France) 

(4)  9376-5050  or  (800)  225-4255 

18.  Gleneagles  (Auchterarder,  Scotland) 

(1764)  662231  or  (800)  223-6800 

19.  Boyer  "Les  Crayeres"  (Reims,  France) 

(3)  2682-8080  or  fax  (3)  2682-6552 

20.  Las  Ventanas  al  Paraiso  (Baja,  Mexico) 

(114)  40300  or  (888)  525-0483 

TOP  20  U.S.  RESORT  HIDEAWAYS 

(Fewer  than  50  rooms) 

1.  Inn  at  Little  Washington  (Washington,  VA) 

(540)  675-3800  or  fax  (540)  675-3100 

2.  The  Point  (Upper  Saranac  Lake,  NY) 

(518)  891-5674  or  (800)  255-3530 

3.  Twin  Farms  (Barnard,  VT) 

(802)  234-9999  or  (800)  894-6327 

4.  Post  Ranch  Inn  (Big  Sur,  CA) 

(408)  667-2200  or  (800)  527-2200 

5.  Rancho  Valencia  (Rancho  Santa  Fe,  CA) 

(619)  756-1123  or  (800)  548-3664 

6.  Triple  Creek  Ranch  (Darby,  MT) 

(406)  821-4600  or  (800)  654-2943 

7.  The  Mayflower  Inn  (Washington,  CT) 

(860)  868-9466 

8.  Blackberry  (Walland.TN) 

(423)  984-8166 

9.  Inn  at  Perry  Cabin  (St.  Michaels,  MD) 

(410)  745-2200  or  (800)  722-2949 

10.  Blantyre  (Lenox,  MA) 

(413)  637-3556 

1 1 .  Little  Palm  Island  (Little  Torch  Key,  FL) 

(305)  872-2524  or  (800)  343-8567 

12.  Timberhill  Ranch  (Cazadero,  CA) 

(707)  847-3258 

13.  The  White  Barn  Inn  (Kennebunkport,  ME) 

(207)967-2321 

14.  The  Wauwinet  (Nantucket,  MA) 

(508)  228-0145  or  (800)  426-8718 

15.  San  Ysidro  Ranch  (Montecito,  CA) 

(805)  969-5046  or  (800)  368-6788 

16.  The  Inn  at  Snow  Mill  Farm  (West  Dover,  VT) 

(802)464-8131 

17.  The  Charlotte  Inn  (Edgartown,  MA) 

(508)  627-4751 

18.  Keswick  Hall  (Keswick,  VA) 

(804)  979-3440  or  (800)  274-5391 

19.  Jenny  Lake  Lodge  (Grand  Teton  National  Park,  WY) 

(307)  733-4647  or  (800)  628-9988 

20.  Stonepine  (Carmel  Valley,  CA) 

(408)  659-2245 
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)P  20  INTERNATIONAL 
•SORT  HIDEAWAYS 

nwr  than  50  rooms) 

Amandan  (Bali,  Indonesia) 
lil)  975333  or  (800)  447-7462 

Huka  Lodge  (Taupo.  New  Zealand) 
[•  378-5791  or  fax  (7)  378-0427 

Buckland  Manor  (Buckland.  England) 
2626  or  fax  (1386)  853557 

Amankila  (Bali.  Indonesia) 
:3  or  (800)  447-7462 

i  The  Wakaya  Club  (Fiji  Islands) 
§79)  440128  or  (800)  828-3454 

Boyer  "Les  Crayeres"  (Reims.  France) 
(2682-8080  or  fax  (3)  2682-6552 

Inverlochy  Castle  (Fort  William.  Scotland) 

397)  702177  or  fax  (1397)  702953 

Chateau  Saint-Martin  (Vence.  France) 
'.)  9358-0202  or  fax  (4)  9324-0891 

Villa  San  Michele  (Fiesole.  Italy) 
>5)  59451  or  fax  (55)  598734 

0.  Gravetye  Manor  (East  Grinstead.  England) 

1342)  810567  or  fax  (1342)  810080 

1.  Chateau  de  Bagnols  (Bagnols.  France) 

4)  7471-4000  or  fax  (4)  7471-4049 

2.  Lizard  Island  Lodge  (Australia) 

7)  4060-3999  or  (800)  448-8150 

3.  La  Casa  Que  Canta  (Zihuatanejo,  Mexico) 
755)  46529  or  (888)  523-5050 

14.  Cliveden  (Taplow.  England) 
1628)  668561  or  (800)  747-6917 

15.  Gidleigh  Park  (Chagford,  England) 
[1647)  432367  or  fax  (1647)  432574 

16.  Singita  Game  Lodges  (South  Africa) 

(11)  234-0990  or  fax  (11)  234-0535 

17.  The  Meridian  Club  (Turks  and  Caicos) 
Tel.  (212)  696-4566  or  (800)  331-9154 

18.  Chateau  de  Vault-de-Lugny  (Avallon,  France) 

(3)  8634-0786  or  fax  (3)  8634-1636 

19.  Petit  St.  Vincent  Resort  (The  Grenadines) 
(513)  242-1333  or  (800)  654-9326 

20.  Hotel  II  Pellicano  (Porto  Ercole.  Italy) 
Tel.  (564)  858111  or  fax  (564)  833418 

TOP  HOTELS  IN  MAJOR  WORLD  CITIES 

Amsterdam  -  Amstel  Hotel 
Atlanta  -  Ritz-Carlton  Buckhead 
Bangkok  -  The  Oriental 
Barcelona  -  Hotel  Arts 
Boston  -  Ritz-Carlton 
Buenos  Aires  -  Park  Hyatt 
!  Cape  Town  -  Mount  Nelson  Hotel 
Chicago  -  Four  Seasons 
Dallas  -  Mansion  on  Turtle  Creek 
Edinburgh  -  The  Balmoral 
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Florence  -  Grand  Hotel 
Geneva  -  Beau  Rivage 
Hamburg  -  Vier  Jahreszeiten 
Hong  Kong  -The  Peninsula 
Istanbul  -  Ciragan  Palace  Kempinski 
Jerusalem  -  King  David  Hotel 
Lisbon  -  Hotel  da  Lapa 
London  -  The  Stafford 
Los  Angeles  -  Hotel  Bel-Air 
Madrid  -  Hotel  Ritz 
Milan  -  Four  Seasons 
Monte  Carlo  -  Hotel  de  Paris 
Munich  -  Hotel  Rafael 
New  Orleans  -  Windsor  Court 
New  York  -  The  St.  Regis 
Oslo  -  Hotel  Continental 
Paris  -  Hotel  Ritz 
Philadelphia  -  Four  Seasons 
Rome  -  Hassler  Villa  Medici 
San  Francisco  -  Ritz-Carlton 
Seattle  -  Four  Seasons  Olympic 
Singapore  -  Raffles  Hotel 
Stockholm  -  Grand  Hotel 
Sydney  -  Park  Hyatt 
Tokyo  -  Park  Hyatt 
Toronto  -  Four  Seasons 
Vancouver  -  Four  Seasons 
Venice  -  Hotel  Cipriani 
Vienna  -  Hotel  Imperial 
Washington,  D.C.  -  Four  Seasons 
Zurich  -  Baur  au  Lac 


RISING  STARS 

Hotels  showing  most  dramatic  rise  in  rankings; 
X  means  hotel  was  not  among  Top  50  last  year 
(1997;  1998). 

U.S.  Cir/  HOTELS 

Ritz-Carlton  (Boston)  11;  7 

Tel.  (617)  536-5700  or  (800)  241-3333 

The  Huntington  (San  Francisco)  27;  22 

Tel.  (415)474-5400  or  (800)  227-4683 


U.S.  RESORT  HOTELS 

Twin  Farms  (Barnard,  VT)  16;  1 1 

Tel.  (802)  234-9999  or  (800)  894-6327 

Rancho  Valencia  (Rancho  Santa  Fe,  CA)  19;  14 

(619)  756-1123  or  (800)  548-3664 

Manele  Bay  Hotel  (Island  of  Lanai,  HI)  27;  20 

Tel.  (808)  565-7700  or  (800)  321-4666 

Ihilani  Resort  &  Spa  (Island  of  Oahu,  HI)  X;  32 

Tel.  (808)  679-0079  or  (800)  626-4446 

INTERNATIONAL  CITY  HOTELS 

Ritz-Carlton  Millenia  (Singapore)  39;  19 

Tel.  337-8888  or  (800)  241-3333 

Park  Hyatt  (Sydney)  30;  20 

Tel.  (2)  9241-1234  or  (800)  233-1234 

Four  Seasons  (Istanbul)  X;  26 

Tel.  (21-2)  638-8200  or  (800)  332-3442 

INTERNATIONAL  RESORT  HOTELS 

Cap  Juluca  (Anguilla,  British  West  Indies)  15;  9 

(264)  497-6779  or  (888)  858-5822 

The  Wakaya  Club  (Fiji  Islands)  20;  13 

(679)  440128  or  (800)  828-3454 

Regent  Chiang  Mai  (Thailand)  19;  14 

(53)  298181  or  (800)  545-4000 

Grand  Hotel  du  Cap-Ferrat  (France)  24;  17 

(4)  9376-5050  or  (800)  225-4255 

Las  Ventanas  al  Paraiso  (Baja,  Mexico)  X;  20 

(114)  40300  or  (888)  525-0483 

Turnberry  Hotel  (Turnberry,  Scotland)  36;  26 

Tel.  (1655)  331000  or  fax  (1655)  331706 

La  Casa  Que  Canta  (Zihuatanejo,  Mexico)  47;  29 

Tel.  (755)  46529  or  (888)  523-5050 

Singita  Game  Lodges  (South  Africa)  X;  32 

(11)  234-0990  or  fax  (11)  234-0535 
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financial  services 


Receive  Value  Line 
for  only  $^f£  $55 

An  introductory  subscription  to  The  Value  Line  Investment  Survey  brings  you  the 

2000-page  Investors  Reference  Library — Value  Line's  most  recent  Ratings  and  Reports 

m  1 700  stocks  and  the  practical  guide  ftm  lit  Invest  in  Oimmitn  Slacks  You  will  also  receive 

analyses  of  about  130  stocks  each  week  for  10  weeks  for>?SS55.  Available  only  once  every 

three  years  to  any  household.  SPECIAL  BONUS:  WALL  STREET  WORDS.  Revised 
Edition:  An  Essential  A  to  Z  for  Today's  Investor  (retail  price.  SI  2  00).  In  addition  to  clear 
definitions  of  4,000  terms,  this  convenient  guide  contains:  60  case  histories  illustrating  the  real- 
world  application  of  key  concepts,  as  well  as  samples  of  technical  charts.  You  also  get 
explanations,  hints  and  tips  from  industry  professionals  on  50  special  topics,  including  tax  law, 

financial  management  and  accounting.  Available  while  supplies  last.  Free  with  your  trial 

;ubscription.  Your  subscription  may  be  tax-deductible;  consult  your  tax  advisor.  Send  check  or 

money  order  along  with  name,  address  and  zip  code  together  with  this  ad  or: 

Call  Toil-Free   1-800-833-0046 

Ext  2903  Dept  616WE21    American  Express.  MasterCatd.  Visa  or  Discover 

^24  hours  a  day,  7  days  a  week.  H  you  ate  not  completely  satisfied  tetum  all  matenals 

in  good  condition  within  30  days  from  the  start  ol  your  trial  subscnplion  lor  a  lull 

refund  of  your  fee  Allow  4  weeks  for  delivery  Foreign  rates  upon  request. 

www.valueline.com 


Value  Line  Investment  Survey*^ 

PO  Box  3988.  New  York 
NY  10008-3988 


ASSET  PROTECTION 

& 
OFFSHORE  BANKING 


We  show  you  "How  To" 

create  a  financial  fortress  that 

will  protect  your  wealth  with 

complete,  tested  and  secure 

privacy,  including: 

Confidential  Banking, 

Offshore  Centers,  Debit  and 

Credit  Cards,  access  to 

International  and  US  Funds, 

Overseas  and  Domestic 

Brokerage  Services 


Call  us  today:  800-266-8211 

Merrill,  Scott  &  Associates 

http://www.merrillscott.com 


business  opportunities 


TAKE  YOUR  BUSINESS  OFFSHORE  FOR  THE 

BEST  ASSET  PROTECTION  AND  PRIVACY 

Companies  -  Bahamas,  BVl,  Cayman 

Tnisa,  Bankfe  Secunnej  Acco.        -     ''"Irj, 
Credit  CuA  ,**?5 

ViWMCMmex  CSpfete 

(800)  551-9105 


yiavcrsal[ 


Nozv  producing 

100% 

return  on  capital. 


Vktfcalimestment. 

•  No  Principal  Risk 

•  No  Speculation 

•  No  Market  Risk 

•  Qualifies  for  IRA's 

-L  The  Alpha  Capital  Group 


Toll  Free 

800-677-3365 


business  opportunities 


OFFSHORE 


Private  Bank  for  Sale 

call  for  FREE  report!!! 

Call:  800-733-2191 

Worldwide  Business  Consultants 


Streaming  Real-Time  Quo 


YAHOO  (YHOO)  UP  23  IN  ACTIVE  TRADING 


business  opportunities 


I  MADE  OVER  81,000,000 
LAST  YEAR  ... 


...  in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business! 

Now  I  Want  To  Teach  2  Highly  Motivated 

People  In  Your  Area  My  "Turn-Kev" 

System.  FREE  Info-Pak 


24  Hr.  Hotline  888  490  4989 


OFFSHORE 

CORPORATIONS 


'  Protection,  Privacy,  Tax  Free 

'  Licensed  Offices:  Las  Vegas  -  Nassau 

■  Flat  Rate  Fees,  Nevada  Corps.  $95 


ORDER  BY  PHOSE   FREE  INFO 

1-800-997-2550 

w  w  w.leg  al.onevegas.com 


Send  for  a 

FREE 
CATALOG 


of  business  books  for  sale 

by  the  U.S7 

Government! 


Free  Business  Catalog 

U.S.  Government  Printing  Office 

Office  of  Marketing — 

SM  Washington,  DC  20401 


#1  on  the  Int 

Available  Worldi 


Download  Frei  ^0, 

software  today ;   | 
www.dbc.com/s' 

888.200.1011  xl\ 

i 


educational  sem 


The  Leader  in  Distance  1 
ing  for  20  Years    , 


■Associate'Bachelor.Master'Di 

Business  (Mgmt,  HRM,  Healtl 

Management  of  TechnolOfl 

Psychology 

Law 

Southern  California  Univer. 
for  Professional  Studies 

1840  E  17th  St  F 
Santa  Ana,  CA    92705) 
800/477-2254 


University  Degrees 

Bachelor's.  Master's.  Ph.D.s. 
Take  courses  using  tex 
No  classes.  Low  costs. 
Columbia  Pacific  University 
105  Digital  Drive.  Novate  CA  j 
800-55^5522  -  http:/Avww.CPU 
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;  FORBES  MARKET  CLASSIFIE] 

To  Qotlighl  your  specialty  pioduct  or  service  to  an  affluent  executive  audieivc    I 
Call  Linda  Loren  (212)  260-0620  or  Fax  (212)  260-8183  c 

E-mail:  lloren@forbes.coi  M 
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/authors/publishers  business  opportunities 


software 


Whrrt  In  Work  Out 
;oo  the  Road.     \  well-orga- 
trencc  io  hotel  facilities,  health 
,  fitness  and  dance  classes  in 
I  popular  I  S  destinations" 
one.  Available  in  bookstores, 
r  by  mail  Send  Sl-i.1*?  tn 

*  Publishing  POBm.UOK. 
150.034*).  2124474921. 
irCard  call  VDI.  KOtt-J4.M002. 


executive  gifts 


.li.'JI.'rJ 


There  is 
an  answer! 

Send  for  fflH  information 
on  a  revolutionary  NEW 
device  designed  by  a  leading 
Alexander  teacher  that  can 
help  relieve  today's  pain  and 
help  prevent  tomorrow's. 

Write:  TruComfort 

15  Parkway,  #2«G 
Katonah  NY  10538 


LI  FREE  1-800-3920363 


hred-it 


To  Success 


1  Shredding  for  over  40,000 

companies  in  8  countries. 
1  World  leader  in  mobile  document 

shredding  and  recycling. 
1  Offering  a  unique,  proven 

franchise  system  successful  in 

over  60  markets. 
1  Business  to  business  service; 

national  account  program; 

training;  exclusive  territories. 
1  Excellent  opportunities  nation 

wide. 
'  Featured  in  Forbes,  March  1997. 

Caii:  Doug  Wctrren 

(905)  855-2856  E*t.  237 

E-mail:  doug@sHrodit.com 


S  OVER  TWO  BILLIONS 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 

MAJOR  MANUFACTURING  TO  SMALL  RETAIL  SHOPS 

CONVENIENCE  STORES  •  RESTAURANTS  •  MOTELS 

Saw  Thousands  ot  Ootars  •  No  Brokerage  Fees 

CAU.  US  TOLL  FREE  1-M0-99»-SAl£ 
NATIONWIDE -To  Buy  or  Sell 
MANY  OFFER  OWNER  FINANCING 
GREAT  WESTERN  BUSINESS  SERVICES,  INC. 


CHINA: 


New  opportunities  lor  manufacturing 
facilities,  joint  ventures  rod  J  share  ot 
the  domestic  market.  Management 
services  tor  your  business  in  China. 

Visit:  www.idgnyc.com 
fNTERNATIONAJ  in  \i  1  OPMEN1 
GROUP,  INC  i2I2i  21';  0998 


H !  I  :M  JLW  i  iV/ITT^ 


JZkk  888-999-261 1 

..._______  S»m.  O.y  Shipping 

MICROSOFT  Mon.,  B.ck  Gu.nm.. 

WINDOWS  98  CO-Manual  Full  Version $99 

WINDOWS  98  Single  user  license  S  manual   $75 

Office  Professional  97  Full  Ver.  CD-Manual $279 

Office  Professional  97  Single  User  license $189 

Office  Pro  97  Small  Business  Ed.  Ver  2  0  wfPub  98  $249 

Word  97  Publisher  97,  Works  4.0  &  Bookshelf  97 $129 

Works  4  5  &  Money  98  CO  $39 

Project  98  Full  Ver  CO-Manuai  $279 

Visual  C*»  Pro  6  0  Full  Ver  CO-manual $199 

Visual  Basic  Pro  6  0  Full  Ver.  CD-manual $199 

Visual  Fox  Pro  97  Full  Ver,  CO-manual $299 

NT  Workstation  4  0  Full  Version-Retail  Bo< $209 

NT  Server  4  0  CD  w/CO-Manual  S-Clienl  license $599 

NT  Server  4  0  20  Client  License  Pack  $399 

BackOffice  4  0  Small  Business  Server-25  Client  .$1595 
BackOffice  Server  4  0  w(20  Client  license $2195 
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ADOBE 

Pagemaker  6  5  or  Premier  5.0  Full  Version .. 

Photoshop  5.0  or  4.01  Full  Versions 

Illustrator  7  0  Full  Version $249 

COREL 

WordPerfect  Office  Suite  8.0  w/CD-Manual-License....$129 

CorelDraw  8.0  w/CD-Man  w/Photopaint/Dream  3D $249 

LOTUS 

Lotus  SmartSuite  97  CD  w/CO-Manual-License $79 

SYMANTEC 

Norton  Anti-Virus  4.0  w/CD-Manual-License.  Full  Ver $37 

PC  Anvwhere32  8.0  Host  8  Remote  w/CO-Manual-Lk: $109 

ACT  4,0  w/CD-Manual-License,  Full  Version $129 

Corporate  POs  & 
CODS  WELCOME 
DEALER  INQUIRIES  WELCOME 
MONDAY  -  SATURDAY  7AM-6PM   PACIFIC  STANDARD  TIME 

SoftMan  Products  Co 

3620  Wade  St.  Los  Angeles,  CA  90066 


C    H3I 


vacations 


EXECUTIVE  VACATIONS 


"ADULTS  ONLY" 

GOLF-WATER  SPORTS-TF.NNIS 
MUCH,  MUCH  MORE! 

1-800-995-2583 

(Ask  for  Operator  F) 


gemstones 


INVESTMKNT  <;KMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  &  sell  Diamonds 

and  all  Precious  Gemstones. 

Free  wholesale  catalog  since  1967! 

Member:  Jewelers  Hoard  of 
Trade  &  (  bomber  of  C  ommerce 

BOUSE  OF  ONYX 

1  Main  St.,  Greenville,  KV  42345 
l-KW>-K44-3100or  FAX  502-338-9605 


home  furnishings 


W  Buy  Direct!  ^ 

from  North  Carolina,  furniture  capital  of  the 
world.  Shop  and  save.  In  home  delivery. 
Over  400  manufacturers  to  choose  from. 

HOMKWAY  FlIkNTRIRE  COMPANY 

^  P.O.  Box  1548,  Mt.  Airy,  NC  27030  i 
^k      I8O0I  334-9094 -(336I  786-6151   ^k 


corporate  gifts 


Timely 
Reminder 


Sampler  Offer-Just  $1 5.00. 
For  our  deluxe  logo  watch,  Never -fade 
guarantee.  Lifetime  warranty.  Specify 
man's  or  woman's  size.  Send  your  color 
logo  on  stationery  or  business  card  and 
$15.00  per  watch  (plus  sales  tax  in  CA 
only).  Limit:  5  at  this  sampler  price. 
Order  now.  819  Cowan  Road 

ODept.  FM 
Burlingame.  CA 
..~-...  94010-1204 

/'American  Tei:i-8oo-7i7 1339 

IMAGIS    Fax:650497-1730 


franchising 


Franchise 

your  business! 

Call  for  information  on  franchising 

your  business  or  seminars  scheduled 

throughout  the  country. 

rrancorp 


PITALIST   TOOL 


...reach       the       affluent 


Noughts  on  the  business  of  life 


It's  one  thing  for  the  Japanese  and  Germans  to  buy  U.S.  government  bonds  to  finance  our  huge 
trade  imbalances  with  them.  But  it's  a  whole  and  totally  impermissible  other  thing  for  them 
to  use  their  vast  billions  of  dollars  to  buy  great  chunks  of  America's  big  businesses,  or  take  over 
high-tech,  medical  or  other  strategic,  vital  U.S.  concerns.  Do  you  realize  that  by  using  last  year's 
trade  surplus  with  the  U.S.  of  $60  billion,  Japan  could  buy  enough  stock  in  a  half-dozen 
of  our  biggest  companies  to  in  effect  control  them?      -Malcolm  Forbes  (1988) 


"t 


W 


j  You  may  take  the  most 
I  gallant  sailor,  the  most 
|  intrepid  airman,  and 
i  the  most  audacious  sol- 
■  dier,  put  them  at  a 
'-  table  together — what 
>  do  you  get?  The  sum 
S  of  their  fears. 
:  Winston  Churchill 


l  We  write  our  own 
I  destiny;  we  become 
;what  we  do. 
I  Mme.  Chiang  Kai-shek 


\  Whoso  regardcth 

\  dreams  is  like  him  that 

i  catcheth  at  a  shadow, 

\  and  followeth 

;  after  the  wind. 

>  Ecclesiasticus  34:2 


As  a  mother,  you 
are  never  really 
alone  in  your 
thoughts.  A  mother 
has  to  think  twice, 
once  for  herself  and 
once  for  her  child. 
Sophia  Loren 


Democracy 

represents 

the  disbelief  in  all 

great  men  and  elite 

societies. 

Nietzsche 


We  can  understand 
the  unknown  only 
through  metaphors 
attached  to  what 
we  know. 
James  Thorpe 


I  have  never  seen 
slacks  with  very 
much  slack  in  them. 
Fred  Allen 


That  our  popular  art 
forms  have  become 
so  obsessed  with  sex 
has  turned  the  U.S. 
into  a  nation  of 
hobbledehoys; 
as  if  people 
don't  have  more 
vital  concerns, 
such  as  taxes, 
inflation,  dirt}'  politics, 
earning  a  living, 
getting  an  education, 
or  keeping  out  of  jail. 
Anita  Loos 


A  man  with  a  good 
coat  upon  his  back 
meets  with  a  better 
reception  than  he 
who  has  a  bad  one. 
Samuel  Johnson 


Dying  is  no  big  deal. 
The  least  of  us  can 
manage  that.  Living 
is  the  trick. 
Red  Smith 


The  passion 
between  the  sexes 
has  appeared 
in  every  age 
to  be  so  nearly 
the  same  that  it 
may  be  considered, 
in  algebraic 
language,  as  a 
given  quantity. 
Malthus 


Things  only  happen 
to  others  until  they 
happen  to  us. 
Robert  Half 


What  will  happen  to 
sex  after  [women's] 
liberation?  Frankly, 
I  don't  know.  It's 
a  great  mystery  to 
all  of  us. 
Nora  Ephron 


A  man  becomes 

the  creature  of  his 

uniform. 

Napoleon 


The  most  important 

lesson  you  can  learn 
from  winning  is  that 
you  can. 

Dave  Weinbaum 


If  you  don't  know 
where  you're  going, 
when  you  get  there 
you'll  be  lost. 
Yogi  Berra 


A  Text  .  .  . 

And  the  Lord 
thy  God  will 
bring  thee  into 
the  land  which  thy 
fathers  possessed, 
and  thou  shall 
possess  it;  and  he 
will  do  thee  good, 
and  multiply  thee 
above  thy  fathers. 
-Deuteronomy  30:5 

Sent  in  by  Rev.  Jim  Marcus, 
Fort  Collins,  Colo.  What's  youi| 
favorite  text?  Forbes  Book  of 
Quotations:  Thoughts  on  the 
Business  of  Life  is  given  to 
senders  of  Bible  texts  used. 


More  than  14,000  "Thoughts," 
arranged  alphabetically  by  subject, 
are  available  in  a  900-page 
one-volume  deluxe  edition, 
Fortes  Book  of  Quotations: 
Thoughts  on  the  Business  of  Life. 
The  price  is  $40  plus  $3.50  ship- 
ping and  $1  per  item  for  handling 
(add  applicable  sales  tax). 
To  order,  please  call  toll-free, 
1-80OS7&6556. 
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STUMBLING  IN  HER  DELICATE  SATIN  SLIPPERS 

AND  ALMOST  TRIPPING  ON  THE 

hem  of  her  diaphanous  gown,  the  young  bride  fought  back  tears  of  irritation 

Much  as  she  abhorred  the  idea  of  a  row  with  her  new  husband  on  only  their 

second  day  of  wedded  bliss,  she  could  not  imagine  why  he  was  insisting  she 

made  her  way  to  the  moonlit  Raffles'  poolside  in  full  evening  regalia.  Are 

you  sure  the  restaurant's  this  way,  darling?' she  ventured  through  gritted  teeth, 

all  too  aware  of  her  husband's  famously  poor  sense  of  direction    Only  I'm  not 

really  dressed  for  one  of  your  short  cuts  '  It  was  then  that  the  tears  began 

to  flow  in  earnest.  For  there  at  the  poolside,  bathed  in  a  soft  candlelit  glow, 

was  an  exquisite  table  a  deux  perfectly  framed  by  its  leafy  romantic  setting 

Silverware  gleamed  in  the     ^'«  i?****,    starlight,  a  bottle  of  champagne 

chilled  in   its  frosty  bucket     I     UnjISjjn))     )    ar|d  a  single  red  rose  took  centre 

I     stage  on  the  starched  white     >;^gapo^<    lmen  tablecloth    Fortunately,  the 

t     Food  and  Beverage  Manager,  whose  collaboration  in  this  surprise  had  been 

i     essential,  was  personally  on  hand  with  a  freshly  laundered  handkerchief 

|       Rallies  Hotel,  I  Beach  Road,  Singapore  189673, Tel:  (65)  i)7  I88h  Fax  (6i)  SS9  7650  F.  ma.l  talfles®pacih<M»l  <8 
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(letter  erom  the  editor 


We  Shall  Pony  Up 
No  Wine Before  Its  Time 


Well,  somebody  had  to  find  it 
and,  frankly,  we're  glad  it  was  Vincent 
Mastroianni  8c  friends.  Team  leader 
Vince  was  first  to  figure  out  that  the 
$10,000  case  of  wine  we  offered  in  last 
issue's  contest  ["The  Great  Forbes 
•FV7Wine  Hunt,"  May  1998],  was 
buried  under  an  "X"  in  Cape  Hatteras, 
North  Carolina.  After  spending  a 
night  slogging  ankle-deep  through  a 
buggy  swamp,  he  was  rewarded  with  a 
moment  he  says  he'll  never  forget. 

"The  shovel  hit  wood  a  couple  of 
feet  down,"  says  Vince,  who  works  as 
a  manager  for  BMC  Software,  which 
designs  programs  for  the  Pentagon.  "I 
looked  and  saw  the  label — 1982 — and 
time  stopped." 

The  guys  outfoxed  us — the  rascals. 


They  found  the  wine  before  we'd  even 
posted  the  sixth  and  final  treasure  hunt 
clue  on  our  website.  How?  They  homed 
in  on  likely  sites  with  the  help  of  the 
government  website  (available  to  any- 
one) called  www.tiger.census.gov, 
which  provides  detailed  maps.  They 
also  used  a  Magellan  NAV  6000  GPS 
unit.  But  after  spending  some  time 
with  Vince,  we're  now  convinced  that 
the  best  tool  he  used  was  his  head. 

We  all  had  so  much  fun  with  this 
contest  that  we've  decided  to  do  it 
again.  The  only  question  is,  what  to 
bury.  A  $10,000  watch?  Luxury  car?  If 
you  have  any  ideas,  write  us  at  FYI,  60 
Fifth  Avenue,  New  York,  NY  10011. 

Meanwhile,  our  congratulations 
to  Vince.  • 


Handmade  English  Shins  -  Egyptian  Cotton.  $11 


For  Men  and  Women    Thomas  Pink  of  Jermyn  Street,  London 

520  Madison  Avenue  (53rd  St) 

The  Americana  at  Manhasset  (Late  November) 

Mail  Order  Catalogue.  212-838  1928 


An  alcoholic  is  someone  you 
don't  like  who  drinks  as  much  as 

you  do.  — DylanThomas 
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DISPATCH  FROM  THE  SALT  MINE 


1 


s 

c   • 


If  there's  any  room  left  on  your  spice  rack,  you'll  be  thrilled  to  know  gourmet  salt  has  ; 
rived.  From  islands  off  coastal  Brittany  comes  fleur  de  sel,  "flower  of  salt,"  praised  by  ch 
as  the  finest  sea  salt  in  the  world.  More  artistry  than  science,  fleur  de  sells  hand-gathered  I 
sauniers  who  wait  each  day  for  a  perfect  confluence  of  sun,  wind  and  sea  to  bring  a  good  harvest.  Only  on  sunny  < 
ternoons,  with  the  water  at  specific  levels,  will  fleur  de  sel  form  in  fine  layers  on  the  top  of  the  salt  beds.  Sauniers  thj 
hustle  to  collect  the  crop  by  day's  end  lest  rain,  moisture  or  even  a  light  breeze  break  apart  its  delicate  crystals. 

Of  course,  anything  this  recherche  doesn't  come  cheap;  $15  for  five  ounces.  Don't  cook  with  it:  Fleur  de  sel  brea 
down  under  high  heat.  Yet  a  sprinkle  on  roasted  potatoes  or  sauteed  asparagus  delivers  bursts  of  flavor.  From  Dei 
&  Deluca,  800-999-0306,  and other fine  gourmet  stores.  — Alice  M.Campbei 


CONTAINMENT 
POLICY 


At  Pamela  Harriman's 
funeral  in  1997,  two 
of  her  pallbearers  did  not 
reckon  the  weight  of 
her  coffin.  They  barely 
made  it  out  of  the  church 
before  their  legs  gave 
way.  In  death  as  in  life, 
she  brought  men  to 
their  knees. 

One  never  knows 
what  the  sporting  life  or 
social  occasion  will 
demand.  In  order  to  be 
prepared,  try  thumbing 
through  an  orthopedic 
rehabilitation  catalog. 
Once  you  get  past 
the  deadening  language, 
a  new  world  unfolds. 

These  days  you  can  pad 
it,  cushion  it,  cradle  it — 
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whether 
or  not  you 
have  an  injury. 
There  is  a  nifty  device 
for  stabilizing  Game- 
keeper's thumb  (caused 
by  a  sudden  hyper- 
extension  of  the  thumb 
ligaments).  There  are 
practical  anti-vibration 
gloves  for  chainsaw 
use.  Inner-sole  shock 
absorbers  for  visiting 
art  museums.  Heavy- 
duty,  light-weight, 
mesh-fabric  ankle  sup- 
ports. Personal  stress 
monitors.... 

And  how  many  of 
remember  corsets? 
Tod   v  only  men 
wear    hem.  Opera 


singers,  weight  lifters 
construction  workers 
and  those  of  us  with 
bad  backs.  Still,  you 
never  know  when  you 
might  need  one.  As 
John  Davenport  ob- 
served in  his  classic 
Curiositates 

Eroticae  Physio 
logiae.  Or 
Taboo  Sub- 
jects Freely 
Treated 
(1875):  "In  som 
very  warm  climates 
the  desires  of  the 
women  are  so  imperiou 
and  exacting  that  the 
men  are  obliged  to 
wear  girdles  to  protect 
them  from  women." 
Order  a  catalogue 
from  AliMed.  297 
High  Street,  Dedham, 
MA  02026-9135; 
800-225-2610. 

— George  G.  Herrici 


FYEye 


Second  Looks, 
Great  Books 


If  your  eyes  glaze  over  at 
the  thought  of  wading 
through  yet  another  io-K 
report,  perhaps  it's  time  you 
read  something  a  bit  more 
stimulating.  For  eight  years 
the  Executive  Seminars  series 
from  St.  John's  College  has 
given  financial  workaholics  an 
excuse  and  a  forum  for  tack- 
ling the  Great  Books. 
Attendees  meet  once  a  month 
for  ten  months  to  address 
high-minded  issues  through 
the  writings  of  history's  great- 
est minds.  This  year's  pro- 
gram at  Baltimore's  Center 
Club,  for  instance,  will  discuss 
"Leadership"  via  Plato, 
Dostoyevsky  and  others.  At 
the  Wilmington  Trust  Co. 
in  Philadelphia,  the  topic  will 
be  "Justice"  as  viewed  by 


Thucydides,  Melville  and 
Van  Tilburg  Clarke.  And  at 
the  St.  John's  campus  in 
Annapolis,  it's  "Great 
American  Voices"  from  King 
to  Wharton  to  Faulkner. 

Begun  in  New  York  at  the 
behest  of  a  Goldman  Sachs 
executive  who  felt  he'd  missed 
the  great  works  in  college, 
the  program  has  expanded  to 
five  cities.  As  of  press  time, 
space  was  still  available  in  the 
Baltimore,  Philadelphia  and 
Annapolis  seminars,  which 
get  started  in  early  September. 
The  New  York  and 
Washington  seminars  are  cur- 
rently private,  but  will  open 
to  the  public  next  year,  as  will 
a  new  program  planned  for 
Chicago.  $595 for  10  sessions, 
including  reading  materials 
and  catered  chow.  For  inform- 
ation or  to  register,  contact 
Pamela  McKee,  program  coor- 
dinator, (410)  626-2506. 


. .  .And  the  World  Will  Click  a  Path  to  Your  Door 

THIS  ANIMAX  VERTICAL  MOUSE,  THE  NEWEST  CHALLENGE  TO  THE  TRADITIONAL  COMPUTER 
mouse,  keeps  the  muscles  of  the  forearm  in  a  natural  resting — or  "handshake" — posi- 
tion, which  helps  computer  users  avoid  cumulative  trauma  to  their  wrists  and  shoul- 
ders. (We  also  noticed  it  relieved  the  annoying  wrist  numbness  that  results  from 
dragging  our  hand  across  the  mouse  pad.) 

A  late  entry  in  a  crowded  market,  the  V-Mouse  was  designed  by  a  Norwegian 
farmer  who  survived  the  perils  of  agricultural  implements  only  to  develop 
carpal  tunnel  syndrome  from  a  traditional  computer  mouse.  According  to 
AnimaX,  the  V-Mouse  is  currently  in  use  at  a  number  of  European 
firms,  and  is  being  tested  in  the  U.S.  by  Boeing,  Disney  and  General 
Motors.  For  MACs  and  PCs.  In  two  sizes  and  two  versions,  $49-$69.  For 
retailers,  (888)291-7449. 
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Fight  Against  the  Dying  Light 


PHOTOGRAPHERS— 
professional  and  ama- 
teur— like  long  lenses. 
They  bring  distant  images 
in  close  and  make  close 
pictures  extra  sharp. 
However,  all  photogra- 
phers also  hate  tripods, 
which,  until  now,  were 
necessary  if  you  were 
shooting  in  low  light — 
when  the  best  outdoor 


shots  are  taken. 

The  rule  used  to  be 
that  a  handheld  long  lens 
could  not  be  used  in  low- 
light  shutter  speeds  of 
less  than  1Asp.  Canon  has 
now  reduced  that  to  76o, 
and  some  professionals 
report  good  results  all  the 
way  down  to  '/is.  The 
technology  is  intricately 
elegant.  Two  gyro  sensors 


in  the  front  of  the 
lens  detect  the  frequency 
and  amplitude  of  the 
camera  shake  and  send 
the  information  to  a  mi- 
croprocessor in  the  rear  of 
the  lens.  This  processes 
the  data  and  sends  it  to  a 
coil  that  moves  lens 
elements  to  compen 
sate,  enabling  you 
to  take  clear- 
focus  pictures 
even  from  a  mov 
ing  car.  You  can  now 
carry  either  a  fixed 
focus  or  zoom  telephoto 
lens,  forget  the  tripod, 
and  still  get  great  pictures 
in  that  last  light  of 
day.  Canon  EF  image 
stabilizing  lenses:  ap- 
proximately $600  for  the 
zooms  (28mm  to 
135mm  or  ysmm  to 
300mm);  $1,500  for  the 
300mm  fixed;  800- 
.    OK-CANON. 


YOU  VE  GOT  THE  SHA ' 

suit,  the  custom-ma' 
shirt.  Why  settle  i 
cheap  plastic  fram 
in  less-than-an-hov 
If  your  look  is  worth  mo 
think  Lunor.  This  Germ; 
opthalmic  company  is  tl 
Mercedes-Benz  of  the  ey 
wear  world:  vintage-inspin 
design,  luxurious  material 
breathtaking  sticker  price 
Shown  here:  rimless  i8kgo^ 
frame  $1,395;  gunmetal  frarr 
with  telescoping  earpiece 
$485;  and  genuine  buffal 
horn  frame,  $795,  by  Lunc 
for  Robert  Marc  Optician 
New  York,  (212)319-2000. 


YOUR  IMAGE  HERE 


Rather  than  have 
your  buddies 
record  your  next 
hunting  or  fishing  out- 
ing on  a  disposable 
camera,  why  not  spring 
for  a  likeness  worthy  of 
posterity?  The  artist 
CD.  Clarke  specializes 
in  "portraiture  in  land- 
scape": dreamy  rendi- 
tions of  sportsmen 
and  women  in  action. 
Commissions  take  him 
to  deepest  Zimbabwe, 
the  Scottish  Highlands, 
remote  Alaska,  the 
Florida  Keys — any- 


where there's  game  to 
shoot  or  fish  to  catch. 
There  he  soaks  up  the 
action  with  his  patrons 
for  a  bit,  then  renders 
them  on  canvas  in  his 
loose,  almost  impres- 
sionistic style. 
Working  on  location  is 
the  only  way  to  do  his 
kind  of  outdoor  por- 
traits, says  Clarke,  a 
graduate  of  Syracuse 
University  Art  School 
whose  work  appears 
regularly  in  a  number 
of  spor !    \g  journals. 
"The  lig    '  in,  say,  Chile 


is  completely  different 
from  the  light  in 
Scotland,"  he  explains. 
"I  can't  capture  that 
atmosphere  from  pho- 
tographs." Watercolors 
from  $1 ,  OOO  to  $2, 500, 


oils  from  $1 ,  GOO  to 
$5,000,  plus  travel  ex- 
penses. CD.  Clarke, 
P.  O.  Box  344,  Upper 
Fairmount .  MD 21867; 
(410)651-9246; 
wrorw.edclarke.com. 
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Feel  as  comfortable 

fitting  into  our  new 

Westgate  as  you  look 

standing  out  in  it. 


I&uljSfaiait 

Madison  &  45th    New  York   212/682  0320 

875  N  Michigan  Avenue  Chicago  312/640  2650 

800/678  8278 

For  more  information  on  Westgate 

or  to  receive  our  new  Fall  Catalogue  call  800/361  5446 


Slip  on  our  new  Westgate 
model  and  you'll  know 
instantly  it's  unlike  anything 
you've  worn  before. 
To  be  sure,  all  the  classic 
Paul  Stuart  nuances  are 
evident... fine  tailoring, 
superior  fabrication, 
impeccable  finishing. 
But  with  Westgate, 
we've  created  an  exclusive 
collection  of  suits  and 
sport  jackets  designed 
to  accommodate  younger, 
more  active  and  physically 
fit  individuals  Much  like 
these  Paul  Stuart  customers. 

With  Westgate,  the  natural 
shoulder  line  is  extended 
and  pitched  forward. 
Armholes  are  slightly  higher. 
Chest  and  back  dimensions 
are  more  generous.  The 
waist  is  lightly  suppressed. 
Add  to  all  this  the  most 
luxurious  European  fabrics 
and  a  lighter,  softer 
canvas  construction. 
The  result  is  a  garment 
with  extraordinary  style, 
comfort  and  ease. 

The  new  Paul  Stuart  Westgate. 
What  could  be  more  fitting? 


' 
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"Dad,  I've  Decided  on  a  Major.  Dad?" 

Expect  attendance  to  rise  at  Garrett  Community  College  in  McHenry, 
Maryland,  which  boasts  the  country's  only  college-degree  "adventure 
sports"  program.  Besides  general  ed,  business  management  and  science 
courses,  students  at  Garrett's  Adventuresports  Institute  must  rack  up  15 
credits  in  "adventure  skills  development" — classes  such  as  "Fundamentals 
of  Kayaking,"  "Intermediate  Snowboarding"  and  "Use  of  Pack  Animals." 
They  also  must  complete  internships  with  adventure-related  businesses. 

Last  May,  the  Institute  had  93 
.students  working  toward  trans- 
Iferable  two-year  degrees.  Sounds 
exciting.  But  most  will  end 
up  as  office  management  drones. 
"Guiding  and  outdoor  work  are 
entry-level  positions  in  ad- 
rventure  sports,"  says  program 
■director  Mike  Logsdon,  who 
■notes  that  starting  salaries  for 
tgrads  are  typically  $15,000 

to  $30,000.  Adventuresports 
"institute,  (301)  387-3032. 


To  hear  Junior  Brown  is  to  feel 
wildly  hopeful  again  about  coun- 
try music,  which  thanks  to  Nash- 
ville's normative  influence  has  suffered 
greatly  in  the  past  two  decades.  In  his  al- 
bums and  especially  on  stage,  the 
46-year-old  singer/songwriter/ 
guitarist  channels  the  voices 
of  honky-tonk  greats  like 
Ernest  Tubb,  Ray  Price 
and  Hank  Thompson, 
commingling  their  influ- 
ences (not  to  mention  those 
of  Jimi  Hendrix  and  surf-gui- 
tarist Dick  Dale)  into  a  completely 
original,  over-the- 
top  sound. 


My  Wife 

Thought 

Country  Was 

Dead 


What  brings  Brown's  music  to  life  is 
his  trusty  "guit-steel,"  a  hybrid  guitar  of 
his  own  invention  that  lets  him  play  both 
electric  and  steel  guitar  in  the  same  song — 
an  idea,  he  tells  us,  that  came  to  him  "in 
a  dream."  If  Brown  shines  in  the 
studio,  he's  a  supernova  on 
stage:  Curling  over  his  guitar 
like  he's  embracing  a  lover, 
riffling  his  fingers,  sum- 
moning feedback  and 
crooning  baritone  through 
clever  originals  like  "Venom 
Wearin'  Denim"  and  "My 
Wife  Thinks  You're 
Dead,"  as  well  as 
occasional  Hendrix 
covers.  Backing  him 
up  arc  his  hard-stnimming 
wife,  Tanya  Rae,  on  rhythm, 
a  stand-up  bass  player,  and  a 
snare  drummer. 

1  le's  a  must-see.  Brown's 

latest  CD,  Long  Walk 

Rack,  is  in  stores  now. 

He's  on  the  road  all  the 

time,  so  keep  a 

sharp  eye  on 

local  listings. 


•  A  little  light  reading: 

Enamelled  vermeil  cuff 

links  from  Turnbull  & 

Asser,  personalized  with 

your  choice  of  up 

to  four  letters 

and  colors, 

delivered 

in  four  to  six 

weeks.  $750. 

(212)  752-5700. 


•  Talk  about  a  blind 
taste  test.  Rhone  Valley 
winemaker  Michel 
Chapoutier  recently 
began  pocking  his  wine 
labels  with  braille,  the 
better  to  let  the  visually 
impaired  understand 
the  fruit  juice  of  his 
labor.  A  touch  reveals 
wine  type,  vintage, 
color,  etc.  Besides  being 
sensitive,  Chapoutier's 
vino  ain't  half  bad.  Says 
our  Grape  Juice  col- 
umnist, Tony  Hendra, 
"It's  very  real  wine." 

•  It's  a  tough  world 
out  there  for  kids,  so  be 
sure  they're  wearing 
the  new  ultra-cool 
Survival  Gear  belt  from 
Wild  Planet  Toys. 
Includes  shovel,  flash- 
light, squeeze  bottle  and 
more.  Ages  4  and  up; 
$15;  at  etoys.  com,  or  for  re- 
tailers (800)  247-6570.  • 
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(but  enough  about  you) 


ly  Entourage  Is  Bigger 
Than  Your  Entourage 


By  Christopher  Buckley 


ie  author  recalls  his  days  as 
member  of  a  huge  staff 
id  yearns  for  one  of  his  own 

BESIDEN  1    Cl  INTON  WENT  TO 

'hina  with  a  staff  of  800.  Pres- 
ident Lincoln  began  in  office  with 

.White  House  statt  of  one  assis- 
tant.  By  the  time  he  had  won  the 

Bvil  War,  it  had  ballooned  to — 
three  people.  Imagine  what  he 
could  have  accomplished  with 
800.  The  Union  would  probably 
still  be  dug  in  around  Petersburg 
For  that  matter,  imagine  what 
Clinton  could  have  accomplished 
over  there  with  a  staff  of  three. 

It  was  an  ironic  photo  oppor- 
tunity atXian,  as  the  President 
gazed  out  on  those  six  thou- 
sand  terra-cotta   warriors 
buried  more  than  two  thou- 
sand years  ago  with  their  em- 
peror. His  entourage  was  larger  than 
Clinton's,  but  the  gap  is  closing.  Richard 
Nixon,  Quaker  piker  that  he  was,  took  a 
measly  200  staffers  with  him  to  China  in 
1972.  In  1984,  Ronald  Reagan,  champion  of 
small  government,  took  350. 

It's  fun  to  fly  around  the  world  with  an 
entourage  as  big  as  the  Ritz.  As  Mel  Brooks, 
playing  Louis  XIV,  once  put  it,  it's  good  to 
be  the  king. 

In  world  entourages,  the  U.S.  rules. 
When  Queen  Elizabeth  visited  Ghana  early 


this  year,  she  brought  with  her  a  relatively 
tight  retinue  of  a  few  dozen.  Of  course,  Her 
Majesty  doesn't  require  a  military  aide  to 
carry  a  briefcase  containing  nuclear  launch 
codes.  (I  was  once  the  custodian  of  one  of 
our  own  nuclear  footballs  for  a  few  heady 
moments,  but  more  on  that  later.) 

According  to  a  recent  Debrett's  Peerage 
and  Baronetage,  the  social  register  of  the 
British  classes,  the  Queen's  official  House- 
hold (excluding  butlers,  footmen,  maids, 
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cooks,  postillions  and  all  the  rest) 
numbers  34,  from  the  Lord  Chamber- 
lain to  Temporary  Equerry,  including 
along  the  way  two  Baronesses  in 
Waiting  and  an  Extra  Lady  of  the 
Bedchamber.  The  Queen's  House- 
hold in  Scotland,  meanwhile,  lists  22, 
including  Hereditary  Carver  of  Scot- 
land, Dean  of  the  Order  of  the  Thistle, 
Apothecary  to  the  Household  at  the 
Palace  at  Holyroodhouse,  and  Captain- 
General  and  Gold  Stick  for  Scotland. 
Wouldn't  that  look  great  on  a  business 
card!  (The  former  husband  of  Prince 
Charles'  consort,  Camilla  Parker- 
Bowles,  was  Silver  Stick  in  Waiting.) 
But  there  are  even  niftier  titles  to  be 
found  in  the  Lord  Chamberlain's  of- 
fice, the  entourage  within  an  en 
tourage:  Poet  Laureate,  Master 
of  the  Queen's  Music,  and 
Clerk  of  the  Closet. 

The  Groom  of  the 
Stole,  the  person 
charged  with  lay- 
ing the  grand 
cloth  over  the 
monarch's 
shoulder  during 
coronations,  is  ap- 
parently a  sanitized 
spelling  of  a  medieval 
word  for  a  quite  different  function: 
the  groom  who  was  in  charge  of  the 
king's  privy.  Monarchies  have  never 
been  reticent  about  such  matters.  Ac- 
cording to  my  scholarly  friend  Timothy 
Dickinson,  who  knows  everything,  "It 
is  well  attested  that  on  one  occasion 
Louis  XIV  was  having  an  enema,  and 
his  marechal  de  loge  (the  marshall  of 
the  bedchamber)  emerged  and  an- 
nounced that  since  the  king  was  hav- 
ing an  enema,  only  the  60  senior  ladies 
could  be  admitted." 

When  President  Jiang  Zemin  of 
China  visited  the  U.S.  in  1997,  he 
came  with  only  80  people,  and  he  had 
more  than  a  billion  to  choose  from. 
The  late  King  Faisal  of  Sau  li  Arabia 
traveled  with  100.  The  late,  unla- 
mentcd  President  Mobuto  Sese  Seko 
of  Zaire  arrived  in  Ameru  1  in  1982 
with  an  escort  of  100,  forava  tion — 
they  spent  $2  million  in  tv 


Fidel  Castro  took  100  comrades  with 
him  when  he  visited  the  Vatican  in 
1996;  maybe  he  was  anticipating  a 
firefight  with  the  Swiss  Guard. 

The  Sultan  of  Brunei  (until  Bill 
Gates  came  along,  the  richest  man  on 
earth)  visited  London  in  1992  with 
only  20.  However,  he  did  celebrate 
the  25th  anniversary  of  his  coronation 
at  home  by  riding  though  the  streets 
of  the  capital  in  a  chariot  drawn  by  40 
men.  The  Sultan  sounds  like  a  decent 
fellow.  He  once  left  a  $170,000  cash 


tip  at  the  Four  Seasons  Hotel  in 
Nicosia,  Cyprus.  Another  time,  while 
shopping  in  New  York,  he  wanted  to 
charge  some  purchases,  and  the  clerk 
asked  him  for  ID.  He  didn't  carry 
any — a  common  trait  among  those 
who  have  entourages — so  one  of  his 
ten  bodyguards  produced  a  wad  of 
Brunei  cash  with  His  Majesty's  face 
on  it.  Wouldn't  you  love  to  be  able  to 
do  that  at  the  airport  when  they  ask 
for  photo  I.D.? 

What  private-sector  entourages 
lack  in  volume,  they  make  up  for  in 
vanity.  A  movie  director  marvelled  to 
a  reporter  about  the  entourage  of  the 
actor  Don  Johnson.  "The  only  person 
I've  ever  seen  with  an  entourage  like 
that  was  Elvis  Presley,  but  they  were 
his  cousins."  He  counted  Mr.  John- 
son's traveling  staff:  a  makeup  person, 
hairstylist,  wardrobe  person,  heli- 
copter pilot,  two  drivers,  two  body- 


guards, a  trainer,  a  cook  and  a  seal 
tary.  Don — you  ask — who'? 

But  where  do  you  cut?  The  i9t| 
century  Duke  of  Buckingham  wel 
bankrupt,  but  adamantly  refused  \ 
alter  his  lifestyle.  His  creditors  find 
ly  persuaded  his  nephew,  Charll 
Greville  to  take  the  matter  up  wij 
his  uncle. 

"But  good  heavens,"  the  Duke  pr  J 
tested,  "you  have  no  idea.  I've  cut  ban 
to  the  bone." 

"Well,  uncle,  no  doubt,  but  you  cl 
still  have  six  personal  confectioners! 
"Upon  my  word,  things  have  corrl 
to  a  pretty  pass  when  man  can't  senl 
out  for  a  biscuit\ " 

Once,  at  a  party  for  a  Conde  Nasi 
magazine  executive,  I  began  to  ncl 
tice  around  the  room  bulky  mel 
with  earpieces.  Was  the  Presl 
ident  attending,  I  asked?  Ml 
attention  was  directed 
to  a  nondescript,  eveil 
unkempt,  woman  al 
a  table  having  ail 
intense  conversa •[ 
tion  with  a  younn 
man  wearing 
conspicuous    fuik 
hat.  It  was  Mad- 
onna and  her  ret-l 
inue.  There  might  have  been  15I 
security  men. 

Another  time,  I  watched  Frankl 
Sinatra  move  through  a  Las  Vegasl 
casino,  inside  a  phalanx  of  plain- 
clothes centurions  led  by  his  faithful  I 
friend,  a  walleyed  immensity  named 
Jilly  Pvizzo.  It  was  a  spectacle  worthy 
of  the  place's  name:  Caesars  Palace. 
Sinatra  never  seemed  to  go  anywhere 
without  an  entourage.  His  Rat  Packs 
varied  in  quality,  from  Dean  Martin 
and  Sammy  Davis,  Jr.,  to  the  body- 
guards he  sometimes  used  as  a  private 
police  force.  He  was  at  his  least  sub- 
lime at  such  moments,  as  when  he 
unleashed  them  on  a  man  who  had 
the  temerity  to  protest  when  Of  Blue 
Eyes  made  a  pass  at  his  wife  in  the 
restaurant.  The  bodyguards  fol- 
lowed him  to  the  pissoir  and  gave 
the  insolent  wretch  a  vigorous  lesson 
in  respect. 
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■  ■  ^here  have  been  some  strange 
entourages  throughout  his- 
tory. Friedrich  Wilhelm  I  of 

JL.      Prussia  (d.  1740)  had  a  thing 

r  giants.  He  dispatched  his  agents 
over  Europe  to  kidnap  them.  On 

le  occasion,  a  tall  priest  in  Savoy  was 

ndbagged  at  the  altar  and  packed  off 

Potsdam. 

Certainlv  one  of  the  more  conse- 

ential  bizarre  entourages  would  be 

e  one  maintained  by  Ferdinando  I 

d  Francesco  II,  brothers  and  dukes 

Mantua  in  the  early  17th  century. 

leir  penchant  was  for 
warves.  In  the  process  of  col 
cting  them,  they  managed 
bankrupt  the  Mantuan 
ate,  hard  as  it  may  be  to 

agine  packing  a  palace  to 

e  rafters  with  dwarves. 

Their  family,  the  Gon- 

^as,  had  amassed  what 
as  at  the  time  probably  the 

eatest  private  art  col- 
ction  ever  assembled.  But 

ere  is  no  such  thing  as  a 
ee  dwarf,  and  eventually 

ey  had  to  sell  the  art.  The 
uyer  was  Charles  I  of  Eng- 
nd.  He  wasn't  on  very  gooc 
rms  with  Parliament,  and  the 
urchase  of  the  Gonzaga 
rt  collection  helped  put 
im  over  the  line  into  the 

d,  triggering  the  English  Civil  War. 
o  constitutional  government  in  the 
ceptered  Isle  rests,  in  a  way,  on  a  pair 
»f  Italian  princes'  insatiable  need 
or  dwarves. 

The  mid-i8th  century  Duke  of 
omerset  once  gave  a  dinner  for  a 
arge  circle  of  his  acquaintances,  none 
f  whom  knew  each  other,  and  all  of 
vhom  stammered.  That  was  the  point 
f  the  dinner.  Since  no  one  knew  each 
ther,  they  didn't  know  whether  the 
ther  was  imitating  them.  Did  anyone 
tick  around  for  brandy  and  cigars 

at  night? 

Normally,  entourages  consisting 
f  the  differently  abled  had  a  more 

nctional  value.  The  Ming  emperor 
maintained  a  court  staffed  by  70,000 
unuchs.  These  were  no  lisping  sis- 


sies. There  were  Grand  Eunuchs,  one 
of  whom,  Grand  Eunuch  Zheng  He, 
was  put  in  charge  of  important  naval 
expeditions.  "He  led,"  according  to 
historian  John  King  Fairbank,  "a 
can-do  group  of  eunuchs."  (This  may 
be  the  only  instance  of  the  phrase 
"can-do  group  of  eunuchs.")  Being  a 
eunuch  back  then  was  a  bit  like  having 
a  law  degree  these  days — the  essential 
union  card  for  getting  ahead  in  gov- 
ernment. 

According  to  historian  Jonathan 
Spence,  the  noncastrated 


that  will  keep  him  warm,  prepare  his 
heated  ginseng  and  shaved  deer  horn  to 
give  him  strength,  massage  his  head  and 
feet,  ankles,  arms  and  knees  to  ease  the 
tiredness  of  his  body... 

His  anger  can  be  provoked  by  any- 
thingfrom  a  misplaced  swing  of  a  fan  to 
the  late  arrival  of  his  hot  towels.  Anyone 
making  a  mistake  twice  is  considered  a 
habitual  offender... beating  is  the  com- 
monest punishment — those  enduring  the 
blows  are  expected  to  look  cheerful  and 
even  to  praise  their  Heavenly  King  as 
the  blows  fall. 

One  of  the  advantages  of  being 
a  future  monarch  was 


males  were  restricted  to  the  outer  edges 
of  the  court,  beyond  the  inner  gates. 
All  things  considered,  I'd  have  been 
content  to  work  on  the  fringes  of 
power.  On  the  other  hand,  Spence 
notes  that  HongXiuquan,  a  mid-i9th- 
century  Chinese  taiping,  employed  no 
eunuchs,  so  his  inner  palaces  were  run 
entirely  by  2,000  women  under  his 
general  supervision.  To  paraphrase 
Mel  Brooks,  it's  good  to  be  the  taiping. 

One  group  of  attendants  is  assigned  to 
the  care  of  his  upper  body,  one  for  his 
lower.  His  beard  is  trimmed,  his  hair  is 
combed  and  neatly  coiled,  his  nose  is 
wiped,  his  feet  and  lower  parts  kept 
clean,  and  the  area  near  his  navel 
cleansed  with  special  care.  Carefully  they 
see  to  the  rugs  and  quilts  and  braziers 


that  you  got  to  have  a  whipping  boy, 
whose  job  was  to  be  beaten  senseless 
whenever  you  misbehaved. 

The  whole  point  of  having 
an  entourage  is  to  be  able 
to  assign  idiosyncratic  indi- 
vidual duties.  JFK  kept  a 
man  in  his  inner  circle  whose  function 
was  pretty  much  to  sing  "Sweet  Ade- 
line" to  him  whenever  he  was  feeling 
blue.  (Arthur  Schlesinger,  Jr.,  applied 
for  the  job,  but  he  sang  off  key,  and  so 
he  was  made  valet  instead.) 

Roman  senators  employed  nomen- 
clators,  whose  job  was  to  hiss  into  their 
ears  the  names  of  approaching  people 
of  importance.  Roman  emperors  kept 
a  sort  of  shadow  entourage  of  profes- 
sional zealots  whose  job  was  to  shout 
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flattery  at  them  in  public  places — We 
hail  you  as  God,  not  Caesar! — a  fore- 
runner of  the  modern-day  floor  dem- 
onstration at  political  conventions 
when  the  assembly  spontaneously 
erupts  with  frenzy  as  the  candidate 
enters  the  hall. 

Napoleon  Bonaparte  is  said  to  have 
kept  a  man  on  his  staff  with  the  exact 
same  size  feet  whose  only  job  was  to 
break  in  the  emperor's  new  shoes.  One 
of  the  duties  of  Prince  Charles'  valet  is 
to  iron  the  five-pound  notes  that  he 
puts  in  the  collection  plate  at  Sunday 


protested,  "Sir,  that's  my  leg  you  are 
urinating  on/'  Johnson  replied,  "It's 
my  prerogative."  I  suppose  it  could 
have  been  worse.  Moroccan  emperor 
Moulai  Ismail's  favorite  pastime  was 
leaping  onto  horseback  while  simul- 
taneously beheading  a  slave. 

There  are  a  thousand  reasons  not 
to  have  been  a  member  of  Hitler's  en- 
tourage, but  for  me  a  big  one  would 
have  been  the  sausages.  Hitler's  disas- 
trous obsession  with  blood  and  blood 
purity  is  well  documented,  but  ac- 
cording to  historian  Robert  G.L. 
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Napoleon  had  a  man  on  staff  whose  only  job 
was  to  break  in  the  emperors  new 
shoes.  Prince  Charles'  valet  irons  his  money... . 


» 


church  service,  folded  so  that  Queen 
Elizabeth's  head  is  facing  outwards. 
Kenneth  Clarke,  the  art  historian,  had 
his  butler  iron  the  daily  newspapers. 
FDR  liked  to  surround  himself  with 
homeless  royals,  particularly  Dutch 
and  Yugoslavs,  so  that  he  could  call 
them  by  their  Christian  names,  while 
they  had  to  address  him  as  Mr.  Pres- 
ident. The  Jain  merchants  of  India 
sent  their  servants  on  ahead  to  the 
next  town  to  sleep  in  their  beds  and 
become  infested  with  all  the  bugs  that 
would  otherwise  ruin  their  own  night's 
sleep.  Nice  work,  if  you  can  get  it. 

Not  all  entourages  are  equal.  One 
of  LBJ's  former  Secret  Service  agents 
told  me  that  one  cold,  shivering  night 
at  the  Johnson  ranch  in  Texas,  he  was 
standing  a  post  outside  the  Pres- 
idential bedchamber,  when  the  Pres- 
ident emerged,  buck  nekkid — what 
a  sight  that  must  have  been — and 
began  urinating  on  the  agent's  leg. 
Johnson  was  our  crudest  chief  execu- 
tive. He  once  received  Israeli  ambas- 
sador foreign  minister  Abba  Eban  in 
the  Oval  Office,  while  sitti]   r  on  the 
presidential  crapper.  R<.:  .ving  him- 
self on  his  employees  see 
been  one  of  his  favored  p 
he  did  it  on  another  oa 
though  usually  not  in  W 
This  time,  when  the  hap 


Waite's  excellent  book,  The  Psycho- 
pathic God:  Adolf  Hitler,  the  Fiihrer 
was  an  even  stranger  camper  than  you 
might  imagine.  He  was  fascinated  by 
his  own  blood.  He  would  periodically 
have  vials  of  it  drawn,  and  kept  them 
in  a  cabinet  in  his  office.  One  of  the 
regular  rituals  in  a  German  household 
was  the  killing  of  the  pig  and  the  mak- 
ing of  blutwurst,  blood  sausage,  a  fa- 
vored item  in  the  Teutonic  palate.  In 
a  twisted  parody  of  the  Last  Supper, 
Hitler  would,  come  sausage-making 
season,  offer  vials  of  his  precious  hem- 
oglobin to  his  innermost  senior  staff, 
for  their  fraus  to  mix  in  with  the 
sausage,  to  give  it  a  little  sacral  tang. 
Their  response  isn't  recorded.  What 
do  you  say  in  such  a  situation?  We 
couldn '/ — really! 

I  played  a  very  modest  part  in  a 
fairly  big  White  House  entourage  for 
a  while.  It  was  interesting,  even  excit- 
ing work,  and  no  one  peed  on  my  leg. 
One  time  I  got  to  have  possession  of 
the  football,  the  briefcase  with  the  nu- 
clear launch  codes.  We  were  at  a  base- 
ball game  and  the  colonel  who  carried 
it  didn't  want  to  walk  with  it  alone 
through  the  crowds  to  the  men's  room. 
Sitting  there  with  this  thing  wedged 
between  my  knees  was  an  I-don't- 
think-we're-in- Kansas- anymore  - 
Toto  kind  of  moment. 


I  had  my  own  code  name— Tn 
writer — and  once,  even,  in  KordH 
had  my  own  car  and  motorcycleB 
cort.  (This  is  a  unique  sensation,  6\ 
ing  through  crowded  streets  in  Se 
at  90  miles  an  hour.  If  you  try 
recommend  the  motorcycle  escc 
Normally,  I  rode  in  the  rear  of  J 
motorcade,  in  a  van,  with  staff  see 
taries  and  a  medical  technician  he 
ing  a  beach  cooler  containing  spl 
blood  for  the  vice  president.  The  d| 
tor,  an  Air  Force  major,  once  reaciij 
into  his  pocket  and  took  out  a  wll 
packet  stamped  in  military  letteril 

BATTLE  DRESSING. 

It  was  an  edgy  time.  President  ] 
gan  had  just  been  shot.  The  Pope  ll 
been  shot,  with  some  evidence  si| 
gesting  that  this  might  have  been  dc 
on  orders  from  the  Kremlin.  Marl 
law  was  being  declared  in  Poland, 
yan  hit  squads  were  rumored  to  be] 
their  way  to  the  United  States,  and  \ 
White  House  was  declaring  its  war I 
Colombian  drug  cartels.  At  one  poil 
Reagan's   three   senior  staff,  JarJ 
Baker,  Michael  Deaver  and  Edvf 
Meese,  had  their  own  Secret  Servj 
protection;  even  the  entourage  neeel 
an  entourage.  You'd  see  them  at  evea 
shadowed  by  agents  carrying  wq 
looked  like  garment  bags  slung  o\J 
their  shoulders — easy-access  Velcl 
carrying  cases  for  their  Uzi  subir.l 
chine  guns.  (Uzis  tend  to  stand  outl 
a  cocktail  party.)  When  we  were 
Puerto  Rico  once,  I  peeked  into  tl 
back  of  the  CAT  (Counter- Assail 
Team)  vehicle  that  always  closely  fcl 
lowed  the  vice  president's  limousi  I 
and  saw  a  Stinger  anti-aircraft  missil 
This  is  perhaps  the  ultimate  option 
a  Chew  Blazer. 

The  Secret  Service  gave  a  mem> 
rable  orientation  briefing  to  membel 
of  the  traveling  staff.  It  consisted 
home  assassination  movies:  Zaprudel 
Bremer  shooting  Wallace,  Hinckle 
an  attempt  on  President  Park  of  Kor< 
in  which  one  of  his  security  peop  I 
bravely  took  cover  behind  Mrs.  Par 

After  putting  in  some  time  wit 
the  entourage,  you  become  part  of  i ' 
us-versus-them  mentality.  In  Co 
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How  a  day 
(f  fly  fishing 
Id  to  a  great 
aoe  company. 


n  a  cool  October  day  in  1993,  Harrison  Trask,  an  avid  fly  fisherman,  stood 
in  the  Madison  River  in  Montana,  fishing  late  season  brown  and  rainbow 
trout.  Along  the  river,  in  a  sunlit  meadow,  was  a  herd  of  grazing  bison.  Trask, 
a  5  5 -year  old  footwear  executive,  casually  wondered  why  he  had  never  seen 
footwear  made  from  American  Bison  hides.  This  momentary  thought  soon  led 
Trask  to  investigate  the  possibility  of  making  shoes  from  bison  leather. 

After  discovering  that  the  leather  was  uniquely  soft  and  mellow,  perfect  for 
footwear,  and  that  commercial  ranches  had  an  ample  supply,  Trask  quit  his  job 
and  started  H.S.  Trask  &  Co.  near  his  home  in  Montana.  Today,  H.S.  Trask  is 
the  fastest  growing  men's  footwear  brand  in  America. 


"Old  Shoe  Comfort...  Right  from  the  Start" 

Authentic  American  Footwear™ 


'  Co 


Trask  &  Co.  located  in 
nountains  of  Montana, 
•s  a  complete  line 
len's  footwear,  a 

k  exclusively 
p  Bison,  Elk 
(Longhorn 





letailer  Nearest 

,  Call  Toll  Free:  1-888-21-TRASK 
rww.hstrask.com 
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ombia,  they  found  75  pounds  of  C-4 
explosive  under  our  runway;  in  Lon- 
don— London! — we  drove  through  ex- 
pectorating crowds  of  protestors.  I 
gave  them  the  finger  right  back,  and 
it  was  very  satisfying.  Vice  President 
Nelson  Rockefeller  once  did  that  to  a 
crowd  of  hecklers  in  New  York.  You 
wonder  why  more  politi- 
cians don't. 

Being  in  a  White  House 
entourage,  where  the  of- 
fice is  a  downtown  fortress 
surrounded  by  armed  guards, 
where  you  fly  around  on  Air  Force 
planes,  and  your  suitcase  shows  up  in 
each  new  hotel  room  as  if  by  magic, 
where  you  chopper  into  a  tropical  city 
at  night  in  Army  helicopters,  where 
you  dressed  in  black  tie  for  a  formal 
dinner,  where  you  drive  in  motor- 
cades that  don't  have  to  stop  for  lights 
and  that  snarl  rush-hour  city  traffic 
for  hours,  where  you  pick  up  the 
phone  and  tell  the  White  House  op- 
erator to  get  you  so-and-so,  and  so- 
and-so,  no  matter  how  important  he 


is,  he  will  take  your  call  every  time — 
all  this  does  not  necessarily  do  won- 
ders for  your  humility  and  sense  of 
insignificance  in  the  cosmic  scheme  of 
things.  You  really  have  to  be  on  the 
lookout  for  creeping  signs  of  self-im- 
portance. It  was  amusing  to  watch 
certain  staff  members  jockeying  among 


V00  THE 
VALET? 


themselves  like  Indy  race  car  driver.! 
position  in  the  motorcade — For  Gl 
sake,  you  can 't  expect  me  to  ride  in  the  s\ 
car  as  the  speechwriter! — or  ululatinl 
the  deputy  chief  of  staff  that  the  h| 
rooms  they  had  been  assigned  were] 
sufficiently  grand.  Don't  you  rea/izi 
lam  the  domestic  affairs  advisor! 

The  most  funl 
watch  were  the 
vance  men,  the 
empowered  hui 
beings  on  earth, 
one  says  no  to  a  Wrl 
House  advance  ml 
w  The  Chinese  empl 
ors  had  their  eunuchs;  WhJ 
House  advance  men  turn  others  in 
eunuchs.  I  saw  them  reduce  import;! 
people,  masters  of  their  own  sizalJ 
universes,  to  impotent,  splutteriij 
vein-standing-out-on-the-forehel 
rage  and  indignation,  and  there  v\ 
nothing  they  could  do.  The  Bern 
udian  government  officials  had  a  ha 
time  with  our  29-vehicle  motorcacl 
practically  the  length  of  Bermuc] 


MAKE  A  SPLASH  WITH  A  $100  A  DAY  RESORT  CREDIT. 


HAWAII  PRINCE  HOTEL  WAIKIKI 
&r  GOLF  CLUB 

FROM  $250  PER  NIGHT 

All-oceanfront  accommodations,  plus  a 

SI 00  per  day  Splash  Package  credit  toward 

world-class  cuisine,  27  holes  of  golf,  and  more! 
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MAUI  PRINCE  HOTEL 
MAKENA  RESORT 


FROM  $310  PER  NIGHT 

An  oceanview  room,  glorious  white  sand 

beaches,  shopping,  tennis,  36  holes  of  golf,  and 

a  $100  daily  Splash  credit  to  enjoy  it  all! 
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rate.  Rate  is  plus  tax  Not  usable 
lions  apply.  Subiect  to  availability. 
Valid  to  12'16  '»|Please  cat  for  details. 


Call  your  travel  consu 
or  call  1-800-WEST 

Iawaii  Prince  HotelW/ 
Maui  Prince  He 

Hawaii  Prince  Hotel  Waikiki  ■  Maui  Pri 
Hapuna  Beach  Prince  Hotel  ■  Mauna  Kea  Be 
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The  Pleasure 

of  Perfection 


Invisible  Set  Ruby 
and  Diamond  Brooch 


Van  Cleef  &  Arpels 

NEW  YORK  744  FIFTH  AVENUE 

PALM  BEACH  BEVERLY  HILLS,  HONOLULU,  PARIS,  CANNES,  MONTE-CARLO,  LONDON,  GENEVA,  TOKYO  HONG  KONG  (800)  VCA-5797 


^  Est.  (3*25©  1884 
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fynal  Tassel 


ALDEN   SHOE    COMPANY      1-800-325-4252 

1  Taunton  Street,  Middlehorough,  MA  02346  Please  call  for  brochure  and  store  listing. 


Beat  the  two-bag  limit. 

Our  Traveler's  Litigation  Bag  is  made 
with  our  Flexible  Unwreckable™ 
frame  to  double  as  your  laptop 
bag.  Inside  the  19"  bag,  our 
Insiders1"  dividers  protect  your 
laptop  and  organize  A4  and 
letter-size  papers  vertically 
side  by  side  making  space 
for  an  extra  shirt.  Our  22" 
bag  (the  largest  carry-on  size) 
holds  your  laptop,  letter-size  folders, 
and  binders  vertically  side  by  side,  plus  shirts  and  a  suit  wrinkle-free 
(in  our  Suitfolder).  We  make  Traveler's  Briefcases  in  a  range  of  sizes  in 
our  San  Francisco  workshop  and  sell  direct  internationally.  Please  call 
800-234-1075  for  our  free  catalog. 

Walnut  or  black  leather    19  x  13x8"  $795.    22  x  14x8"  $1, 050. 

||P|  Glaser  Designs 

"\,^  Travel  Goods  Makers 

i  IS  ST.  SAN   FRANCISCO,  CA  'I.41.H     PHONE  415-552-3188     FAX  4I5-43I-3999 
TOLL  FREF  800-234-10-5    FYI@GLASERDESIGNS.COM 


The  custodian  of  one  of  Euroj 
most  exquisite  palaces,  where 
event  was  scheduled,  was  told  tl 
scrappy  twentysomething,  "Thel 
cilities  will  be  adequate." 

If  being  a  member  of  the  cl 
tourage  can  swell  your  head,  imag 
what  having  an  entourage  of  i\ 
must  do  to  it.  Do  presidents  ever  s[ 
and  say  to  themselves,  Do  I  reJ 
need  all  these  people?  On  the  otil 
hand,  we  shoot  our  presidents, 
most  always  for  the  wrong  reasonl 

Still,  if  President  Nixon  coi| 
open  up  China  with  a  staff  of  2c 
why  does  it  now  take  800  just  to  kel 
it  open,  especially  when  the  Chin/ 
are  so  eager  to  please  our  presides 
that  their  military  is  contributil 
cash  to  their  reelection  campaign 
To  think  that  poor  Jimmy  Carll 
carried  his  own  garment  bag. 

About  a  hundred  years  ago,  an  il 
year-old  George  Marshall,  wantinq 
commission  in  the  Army,  walked  inl 
the  White  House  holding  a  letter  [ 
introduction  and  asked,  "Where's  t  j 
President?"  The  butler  told  hiij 
"He's  in  there,  but  you  can't  go  inl 
He  walked  in  anyway  and  there  wJ 
President  McKinley,  talking  witl 
some  people.  In  due  course  the  pea 
pie  left  and  McKinley  turned  to  Mai 
shall  and  said,  "And  what  can  I  do  fi| 
you,  young  man?"  Try  that  today. 

When  my  ship  comes  in  and  I  g<[ 
an  entourage  of  my  own,  there'll  tl 
someone  to  iron  my  church  collectiol 
money,  another  to  call  up  the  Amen 
ican  Express  overdue  accounts  del 
partment  and  tell  them  that's  my  fac 
on  the  national  currency.  I'll  have  zea  I 
ots  scattered  throughout  the  frozen 
food  section  at  the  supermarket  tl 
hail  me  as  God  as  I  push  my  can 
along,  and  someone  with  size-te  [ 
feet  to  break  in  my  new  shoes.  Per 
haps  with  all  this  E.  coli  beef  toxicall  I 
mooing  between  the  buns,  it  wouL 
be  a  good  idea  to  have  a  taster  on  re 
tainer;  and  I'm  tempted  by  the  persoi 
with  a  cooler  with  some  extra  type  C 
and  an  Apothecary  to  the  House 
hold,  for  that  late-night  heartbun  | 
after  the  double-jalapefio  pizza. 


ICKEY-FREEMAN 


SjWWVV.HICKEYFREEMAN.COM 
1-800-295-2000 


Around  the  world  in  24  hours. 
Master  Geographic. 


The  world  has  never 
before  seen  a  watch 
quite  like  the 
mechanical  master 
geographic:  it  auto- 
matically shows  the 
local  time  and  date 
as  well  as  the  time 
in  every  other  zone 
around  the  world, 
a  masterpiece  of  such 
distinction.  which 
even  features  a 
power  reserve  display, 
could  only  come 
from  the  master- 
watchmakers  of 
jaecer-lecoultre. 
with  over  160  years 
of  tradition. 
They  make  it  perfect, 
then  i  hly  spend 
another  iooo  hours 
to  make  sure, 
movement 
jaeger-lecoultre 
929/3. 


THE  LEFT-HAND  CROWN 
MOVES  THE  TIME-ZONE 
DISC  TO  SHOW  THE 
LOCAL  TIME  IN  SELECTED 
CITY.  INDICATING 
WHETHER  IT  IS  DAY  OR 
NIGHT. 


^Jaeger-leCoultre* 


I  <  'W  >  "l  ;-  n  IRE'S  BOOK  OF  TIMEPIECES  CONTACT 

JAI  CI  R-l  ECOUL1  Rl     P  '.'2604.  TEL.  (800)  JLC-TlME.  WWW.MJLC.COM. 
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Fruity,  Firm,  with 
Just  a  Hint  of  Bull 


By  Tony  Hendra 


)oes  the  overripe  language 

f  wine  criticism  leave 

l  bad  taste  in  your  mouth? 

■"he  unsurpassabi  e  Peter  Sellers 
Miade  a  comedy  record  in  the  early  1960s 
I  In  which  he  played  the  ( ireatest  Wine 

aster  Alive,  a  character  combining 
1  .tie  mega-dork,  self-assurance  of 

I  Inspector  Clouseau  with  the 
Inouth-full-of-marbles 
Britishness  of  Mandrake 
|jthe   ill-fated   Royal   Air 

■Vxce  captain  in  Dr.  Strange- 
:.  1  he  routine  went  roughly 
jike  this:  A  BBC  interviewer 
fcresents  the  blindfolded  ex- 
pert with  a  wine  which  The 
5reat  One  will  identify  by 
bouquet  alone!  He  sniffs  deep  and  proclaims 

I I  to  he  a  Burgundy,  a  1953  Richebourg  pre- 
nier  cru  from  the  village  of  Vosne-Romanee. 

INo,  says  the  interviewer.  Mr.  Wine  chuck- 
les: Just  seeing  if  you're  on  your  toes! 
JHmm...a  Pomerol...i959  Chateau  Cheval 
plane. . . .  Interviewer:  No.  Of  course  it's  not, 
Ivou  fool!  snaps  Mr.  W.  I  didn't  say  it  was! 
II  merely  mentioned  a  great  wine  in  passing! 
JThis  is  alter  all  a  white  wine... from  the 
|Loire...a  precocious  little  Savennieres 
'from....  No.  The  Master  accuses  the  inter- 
|  viewer  ot  switching  the  wine  on  him.  The  in- 
j  terviewer  counters  that  he's  had  it  in  his  hand 
all  the  time.  Copious  sniffing.  Aha!  Now  the 
Master  has  it.  It's  a  dessert  wine,  a  1955  Bern- 
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turnery 


kasteler  Riesling  Trock- 
enbeerenauslese!...No. 
Long  beat.  Is  it  hot  buttered 
rum?  No.  A  cuppa  tea  with  a 
bit  of  gin  in?  No.  Vanilla  cus- 
tard? No!  The  Great  One  is  now  losing  it  as 
only  Sellers  could,  taking  huge  sniffs  be- 
tween each  guess.  Eggs  and  bacon?  No!  An 
old  army  boot?  No!  Brasso?  No!  That  slimy 
brown  stuff  in  the  bowl 
of  a  pipe?  No!  Is  it 


iOCO 


(sobbing  with  des- 
peration). ..steak 
and  kidney  pudding? 

Yeeesss,  says  the  in- 
terviewer. Remarkable! 

Now  consider  some  con- 
temporary assessments  of  fine 
wines  by  four  of  the  world's 
preeminent  wine  critics: 

"Smoke,  roasted  meat  and  tobacco  on 


the  nose..."  "Expressive  aromas  of... 
licorice,  fresh  blood,  leather  and  earth. . . " 

"The  iggi  [offers]  huge,  smoky,  new 
saddle  leather,  Asian  spice  and  meaty 
scents. . 

"A  whiff  of  Vaseline,  oily  richness  and 
a  dash  of  mandarin,  then  meaty  like 
fried  bacon... " 

"I  describe  a  [wine's]  smell  in  lay 
terms. . .  old  straw,  linoleum,  cheese-rind, 
petrol  or  kerosene,  rubber,  sweatiness, 
burnt  match,  grass,  free  sulphur. . .  " 

"Great  Burgundy  smells  ofs — . " 

Yummy,  huh?  Makes  you  wan- 
na pop  the  cork  outta  that 
sucker  ASAP. 
Now  you  can  get  not  just  your 
wine  but  all  three  dinner  courses, 
the  post-prandial  cigar,  some 
footwear,  medication  for  that 
nasty  rash,  and  so  much,  much 
more — all  in  one  bottle. 

Sellers,  of  course,  was  incomparably 
nuts,  but  the  four  gentlemen  quoted 
above  are  deadly  serious.  (They  are, 
with  no  invidious  identification  of 
who  said  what:  Anthony  Hanson, 
Robert  Parker,  Michael  Broadbent 
and  Stephen  Tanzer — the  latter  late  of 
these  columns  and  in  my  opinion  the 
sharpest  palate  of  the  bunch.) 

There's  something  eerily  prescient  in 
Sellers'  images  of  meat,  bacon,  leather 
and  tobacco.  They  were  only  funnv 
back  then  because  they  were  so  alien  to 
people's  experience  of  wine,  but  now 
apparently  they  have  become  accept- 
able critical  terms.  Whether  or  not  this 
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petizing  lingo  is  by  no  means  excep- 
tional. It  represents  the  latest  stage  of 
a  literalism  that  has  been  evolving  over 
the  last  couple  of  decades  in  the  wine 
press,  as  it  tries  to  convey  to  the  mod- 
ern consumer  just  what  the  experience 
of  any  given  wine  feels  like. 

Wine  is  at  its  best  a  work  of  art,  and 
therefore  worthy  of  criticism.  But  it's 
an  elusive  work  of  art.  Other  than  the 
shape  of  its  bottle  and  the  design  of  its 
label,  both  irrelevant  to  the  quality  of 
the  contents,  it's  a  neutral  fluid  with- 
out "artistic"  characteristics.  It's  wet 
and  it  comes  in  a  limited  variety  of 
colors.  Until  vou  put  it  in 
vour  face — and  it  dis- 
appears. Then  the 
wine  critic's  job  be- 
gins. Tough  row  to 
hoe.  Now  that  I've 
swallowed  this 


represents  just  a  few  more 
nails  in  the  coffin  of 
Irony,  our  oeno- 
excmplars'  unap- 
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work  of  art,  let  me  evaluate  it  for  yu 

As  far  as  I  can  tell,  there  are  tl  e 

main  schools  of  criticism  in  the  w  e 

world.  There's  the  time-honored  Fre:  h 


u2z 


approach 
call  it  the  Sc 
With-a-Bot 
school — which  us 
bedroom  images  like  "rob-i 
"legs,"  "kisses,"  "embrace 
and  "femininity,"  and  in  ge 
eral  draws  on  that  extensi- 
oral  tradition  for  which  the  French  a 
so  justlv  famed.  Then  there's  the  qui 
opposite,  equally  time-honored  Bri 
ish  approach — call  it  the  Elliptical 
Blushful  Hippocrene  school — invol- 
ing  wet  leaves,  berries  in  hedgero 
plowed  earth,  dusty  stone  walls,  lichei 
covered  churches. .  .images  redolent- 
those  brisk  countrv  walks  the  Britis 
prefer  to  sex. 

Neither  school  historically  has  dor 
a  whole  lot  for  your  straight-shootin 
missionary-position  American  cor 
sumer.  So  a  third,  much  newer  schoc 
has  arisen  which  adopts  a  plain-Eng 
lish,  tell-it-like-it-is  approach,  em 
braced  by  American  publications  lik 
the  Wine  Spectator,  Wine  Advocati 
Wine  Enthusiast,  International  Win 
Cellar,  Wine  Trader  and  a  host  of  other 
and  which  is  influencing  if  not  replac 
ing  the  French  and  British  traditions 
Its  imagistic  database  is  first  and  fore 
most  fruit.  A  typical  assessment  o 
/  a  red  wine  might  go:  "Gobs  o 
®*€  fruit:  overripe  aromas  of  prunes 
oranges,  black  cherries  and  blacl 
raspberries. . ."  White  wines  might  b 
compared  to  apples,  lemons,  pears 
peaches,  apricots,  pineapples  and  sc 
on.  Spices  and  herbal  scents  are  ubi< 
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ALFRED   DUNHILL 
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Join  us  for  our  special  "Wool  Works"  fall 
fashion  show,  featuring  versatile  wool  clothing 
for  women  and  men.  Saturday,  October  3rd  at 
2pm,  in  Century  City,  Tysons  Corner  Center, 
Short  Hills,  Chestnut  Hill,  and  North  Michigan 
Avenue. 

Receive  the  PSION  Siena  as  your  gift  with 
a  selected  wool  purchase  of  500.00  or  more, 
made  from  October  1st  through  October  10th, 
while  supplies  last.  You  can  put  the  power  of 
a  computer  in  the  palm  of  your  hand.  Ask 
your  sales  associate  for  details. 


WOOLMARK 


Canali:  Only  at 
Bloomingdale's  From 

the  fall  1998  collection 
of  suits,  sportcoats  and 
trousers:  three-button 
brown  wool  glen  plaid 
suit,  38-42S,  38-46r,  40-461 
even  sizes  only,  1 395.00. 
In  Men's  Suits  on  the 
Lower  Level,  59th  Street. 
And  selected  stores.  For  i 
shopping  assistance,       f 
call  At  His  Service, 
212-705-3030. 
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J  tous  referents  through  which  spec- 
I    c  spices  or  herbs  are  rarely  iden- 
I    ied.  "Flowerv"  or  "floral"  is  also 
fe    >mmon,  though  ditto.  Wood 
ferents  include  the  obvious  oak 
l    nd  therefore  vanilla  from  the 
i    nillin  in  oakwood),  smoke,  ced- 
j    ,  pine  and  occasionally  hickory. 
4   /eve  grown  so  used  to  this  kind 
|    vino  lingo  that  we  rarely  ques 
Dn  its  underlying  assump- 
on:  that  there  is  something 
luminating  or  useful  in 
>mparing  the  aromas  of 
ine  to  the  aromas  of  oth- 
•  substances. 

But  is  there?  There  are  at 
ast  600  identifiable  aroma 
smponents  in  most  wines 
lany  of  them  not  exclusive  to  it  but 
"ising  from  that  greatest  of  biochem- 
:al  mysteries,  fermentation;  which  is 
rhy  you  will  find,  for  example,  floral, 
itrus,  spice,  coffee  or  chocolate  aro- 
nas  in  beer  as  well  as  in  wine.  (You'll 
so  find  aromas  like  lemon,  chiysan 
emum  and  chocolate  in  junmaishu 
ke.)  How  many  of  these  need  to  be 
entitled  by  your  trusty  wine  critic  he- 
re you  know  he's  found  a  winner? 
ould  a  wine  in  which  he  can  identify 
7  separate  aromas  be  better  than  one 
th  the  usual  four  or  five?  Whv  is  a 
articular  fermented  grape  juice  good 
ecause  it  tastes  like  four  or  five  other 
nds  of  fruit?  Conversely  if  Mr. 
arker  praises  both  a  Meur 
ault  and  a  Condrieu  for 
aving  "honey"  and 
trdpical"  or  "exotic" 
it  in  the  nose,  what 
n  earth  does  this  tell 
e  about  their  relative 
lesirability?  Especially 
;ince  I  find  honey  cloy- 
ng  and  don't  subscribe  to 
the    prevailing    superstition 
hat  fruit  is  the  key  to  eternal 
youth.  (Face  it,  fruit  makes  you  fat. 
Check  out  the  next  Polynesian  you 
pass.  Or  for  that  matter  Mr.  Parker.) 
Granted  there  are  certain  fruit  aro- 
mas you  expect  from  certain  wines.  If 
vour  Beauj  Nouveau  doesn't  smell  like 


1 


u 


Aunt  Edna. 

And  as  Mr.  Broadbent  points 
out,  decent  pinot  noir  ought  to 

have  the  earthy,  rooty,  "red"  flavor  of 
boiled  beets.  But  so  what?  I  love  fresh 
beetroot  and  I  can't  live  without  pinot 
noir.  In  what  conceivable  way  does  it 
help  me  to  underline  the  only  similar- 
ity between  these  two  utterly  different 
things?  More  to  the  point  how  does  it 
impel  me  to  purchase  a  pinot  noir  to 
say  it  smells  like  boiled  beets? 

Food-based  wine  criticism  is  ex- 
traordinarily 
crude  and 


ble  for  a  consumer  to  understand  why 
a  given  wine  is  a  standout.  This  is  why 
whenever  one  reads  a  critical  round- 
/  up  of,  say,  the  latest  California 

/  chards,  one's  palate  glazes 

fP  0 1/1  a  \a  a  A        over.  There  are  only 
1     /  '  so  many  permuta- 

K  P  0  f~     1      •  Al  tions  that  can  be 

.     I         ,  '  h  run  on  "apple," 

\Ahaor4  «    •     »«        » 

*\l0Ufi  (  r  spice,     pear, 

I  <J       Of  "butter,"  "vanilla," 

(A\AQ    a      0rr  "smoke"  and  "trop- 

^jSeV\Cf    ical  fruit."  I  long  for 

r    ^»  v  /  a  0  f^e  *^ay  ^'m  scannmg 

J      C  C  v\  one  ofthese  phone  books 

and  something  jumps  off 
the  page  like:  "Complex  nose  of  Baz- 
ooka with  creamy  undertones  of  Fluf- 
femutter,  gobs  ofMoonpie  in  the  mouth 
intertwined  with  green  Gummi  Bears 
and  hedonistic  hints  of  Ricola  cough 
drops.  Intense  lingering  finish  of  Pez 
and  Altoids."  I'd  run  out  and  buy  a  case 
of  whatever  overpriced,  overoaked, 
overoctaned  muck  it  was,  right  there. 
In  a  critical  environment  of  unre- 
lenting fruit-mush,  it's  not  surprising 
that  both  producers  and  consumers 
cling  to  absurd  numerical  systems.  Nor 
that  critics  with  exceptional  tasting 
abilities  push  the  boundaries  of  lan- 
guage in  trying  to  find  more  accu- 
rate terms  for  the  complexities 
they're  perceiving.  (Mr.  Tanzer 
has  been  known  to  go  as  far  as 
"animal  fur"  and  "shoe  polish"). 


eSSe  n 

of 


U 


Ul  ^ 


LL„, date 


unillumin-    1 
ating.  Food 
parallels  tell  \ 
us  little  about 
the  nuances  of  a 
wine  and  make  it 
next  to  impossi- 


o(° 


It's   also   true,   as 
Frank  Prial,  the  no-non- 
sense wine  critic  of  The 
New  York  Times  ob- 
served recently,  that 
current  vino  lingo  is 
essentially  a  "private 
language"  directed  to 
other  critics,  wine  pro- 
ducers and  distributors. 
Its  opaque  images,  not  to 
mention  the  flabby,  adjective-fat 
prose  they  sit  in  like  the  currants 
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Prudential  can  help  you 

create  a  winning  strategy 

for  life's  next  challenges. 


•  Compare  the 
benefits  of  your 
traditional  IRA  to 
those  of  the  new 
Roth  IRA. 

•  Create  an  estate 
plan  to  minimize 
taxes  for  your 
heirs. 

•  Find  out  if  your 
portfolio  needs 
rebalancing. 


Mutual  funds  offered  through  Pruco  Securities 
The  Prudentiol  Savings  Bonk,  FSB,  or  The  P 
reductions  of  benefits  ond  terms  for  keeping  them  i 


Now  that  you've  built  a  successful  career,  it's  time  to  think 
more  seriously  about  topics  like  estate  planning  and  retiremen 
Prudential's  professionals  have  the  knowledge — and  the 
experience — to  help  you  continue  making  the  right  choices  in  lii. 


Protect  the  estate  you've 
worked  hard  for. 

Life  insurance  can  be  a  valuable 
tool  for  protecting  your  estate. 
A  Prudential  professional  can 
tell  you  exactly  what  you  need 
to  know.  Plus,  we'll  work  with 
you  and  your  tax  and  legal 
advisors  to  help  you  make  the 
most  of  the  new  tax  laws  and 
fund  a  trust  for  your  children. 


Keep  your  retirement 
goals  on  track. 

Experts  say  you  should  expect 
to  need  70%  to  80%  of  your 
current  income  in  retirement. 
A  Prudential  professional  can 
help  you  determine  the  right 
mix  of  mutual  funds,  annuities, 
CDs  and  other  investment 
options  to  help  keep  your 
strategy  on  course. 

Call  Prudential  today 
for  more  information. 

We'll  put  you  in  touch  with 
one  of  our  local  agents. 

1-800-THE-ROCK 

ext.  2536 
www.prudential.com 


(£fo  Prudential 

Insurance 


o  subsidiory  of  The  Prudentiol  Insurance  Co.  of  Americo,  both  at  751  Brood  St.,  Newark,  NJ  07102.  CDs  issued  by  Prudentiol  subsidiarie 
d  Trust  Co.  Like  most  insurance  policies  and  annuity  contracts,  Prudential's  policies  and  contracts  contain  exclusions,  limitation  | 
ntiol  agent  con  provide  you  with  costs  and  complete  details.  MRA-1998-A028097. 


f  1  suet  pudding,  is  of  little  use  to  reg- 
ar  consumers. 

i  For  me  the  deeper  problem  with  the 
|  I  Availing  school  is  its  blockheaded  lit- 
alism,  its  refusal  to  address  the  in- 
stable, unquantifiable — to  use  an 
li    icient  term,  "Dionvsian" — aspect  of 
i  line.  The  older  schools,  ridiculed  as 
i  'iey  might  be,  at  least  made  some  at- 
•mpt  to  convey  the  experience  you 
*     light  expect  from  drinking  a  given 
I  iuid.  Thev  strove  to  define  its  person- 
ality— to  select  from  the  welter  of 
et  stuff  out  there,  the  few  bottles 
i  which  the  countless  variables  had 
Jlome  uniquely  together  to  create 
Ibmething  you  might  want  to  spend 

\e  evening  with. 
.j  That's  certainly  what  1  want  from 
|'/ine  criticism.  I  don't  want  the  ioo 
(fop  Cabernets;  I  couldn't  care  less  that 
liomeone  has  sniffed  n  spit  everything 
pi  the  northern  Rhone  Valley  from 
Ij'ienne  to  Valence.  As  a  consumer  I 
livant  an  extremely  brief  list  of  carefully 
Selected  bottles  that  will  show  me  a 
I'ood  time,  will  not  bore  me  halfway 


through  the  second  glass  and  will  get 
me  rewardinglv  hammered. 

An  important  point  that.  One  never 
addressed  in  any  school  of  Oeno  Crit. 
("...long  lingering  finish  of  figs, 
lvchees  and  mint.  Fantastic  'shroom- 
like  buzz").  The  business  of  wine  is 
buzziness.  Your  experience  of  it 
changes  profoundly  as  you  drink. 
Some  wines,  however  much  "peach" 
"butter"  and  "smoke"  they  exhibit,  wilt 
in  the  tierce  light  of  your  buzz-en- 
hanced scrutiny.  Others  blossom  into 
blockbusterdom.  Although  they  never 
mention  it,  wine  critics  arc  as  familiar 
as  anyone  with  The  Buzz.  If  you  ever 
attend  a  major  tasting,  try  to  sneak  a 
look  afterwards  at  some  pro's  notes. 
The  first  six  wines  will  be  meticu- 
lously recorded:  Year,  Producer,  Nose, 
Mouthfeel,  Finish — all  homework 
neat.  Around  Wines  9-12  the  notes  will 
grow  shorter  and  the  writing  notice- 
ably larger  and  rounder.  Around  the 
15-20  mark,  you'll  start  seeing  huge- 
scrawls  like  "WOWKF!"  "FANTAB- 
1 1|  .OSO!"  or  "SUUUCCCKKKS!" 


Maybe  the  problem  is  not  the  wine 
media  or  the  various  schools  of  vino 
lingo,  but  that  any  attempt  to  link 
wine  and  language  is  ultimately 
doomed.  The  worshipers  of  Dionysus 
not  only  got  legless,  they  spoke  in 
oracular  tongues.  And  don't  we  all 
speak  in  oracular  tongues  after  the 
first  bottle?  I  remember  one  occasion 
years  ago  at  my  first  taily  major  wine- 
tasting-dinner.  The  table  was  deep 
into  the  late  harvest  Riesling  and  a 
discussion  of  whether  vintages  were 
really  necessary.  An  eminent  oeno- 
critic — the  latter-day  counterpart, 
perhaps,  of  Sellers'  Greatest  Taster 
Alive — leaned  over  to  me  and  re- 
marked: "Vintages  of  a  specific  chateau 
are  like  the  gears  on  a  ten-speed 
bicycle.  Each  one  will  get  you  where 
you  want  to  go,  faster  or  slower, 
depending  on  what's  behind  and 
what's  up  front." 

Brilliant  at  the  time.  But  in  the 
harsh  light  of  dawn — absolutely 
bloody  meaningless.  That's  vino  lingo 
for  you.  • 


'rom  across  t/ie  sea,  guided  only 
l>i.  celestial  navigation,  l/ie  First 
nawaiians  settled  along  this  fertile 
coastline,  J/ieu  built  a  rich  and 
Complex  island  SOCt'etu  w/m/i  still 
can  m's  wonder,  in  anna  Lam,  t/ie 
IBig  vsfands  onlg  /I  /I  /I  /me- 
t)ia/nnnd  ana  rd  -  winning  not  el, 
will  tie//>  uou  understand  i/ie  old 
tint,  s.  '>i/nplu  SoaA  u/>  sun,  plan 
world-class  gall  and  luxuriate  in 
simple  elegance. 


THE  MAHNA  LANI  BAY 

Hotel  and  Bungalows 

Kohala  Const.  Island  of  Hawaii 
http:<  i\\  ww.maunalani.com 
Call  your  Travel  Professional 

or  1-800-327-8585. 

For  more  hotel  information. 

call  1-800-367-2323. 


\  \  \  Five  Diamond  Award 
PAN  PACIFIC  Hotel  and  Resorts 
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Els'   Choice 


Constellation 

Chronograph. 

OMEGA  -  Swiss  made  since  1848 


o 

OMEG. 

The  sign  of  excellence 


Topper 

HNE  JEWELERS  SINCE  1940 

1315  Burlingame  Ave.  •  Burlingame  •  650-347-2221 
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(the  golf  bag) 


IMBY 
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By  James  Y.  Bartlett 


orget  about  thousand-dollar  drivers  and  country-club  memberships. 
he  ultimate  golf  boast  is:  "I  got  a  golf  course  In  My  Backyard.*" 


■  OMES  NOW  WORD  THAT  Mr.  DONALD 

rump  is  getting  into  the  golf  course  busi- 
ness in  a  big  way,  with  the  imminent  open- 
I  Ug  of  his  new  Trump  International  Club  in 
Lie  Palm  Beaches.  To  the  prospect  of  His 
I  )onaldness  being  in  golf,  the  true  believer 
,iust  have  but  one  reaction: 

Oh.  My.  God. 
:   But  fear  not.  First  of  all,  people  with  more 
lonev  than  class  have  long  been  an  impor- 
■int  cog  in  the  golfing  wheel.  I  give  you  Mr. 
hieorge  Crump,  the  grumpy  industrial- 
ist who  gave  forth  to  a  private  fiefdom 
lhat  became  the  Pine  Valley  Golf 
Llub  near  Clementon,  New  Jersey, 
ilmost  universally  acknowledged  as 
jhe  best  course  in  America,  and  Mr. 
Clifford  Roberts  of  Augusta  National, 
Ivho  gave  us  the  Masters.  Second  of  all, 
dr.  Trump,  as  usual,  is  behind  the  curve, 
;till  pushing  polyester  in  a  world  long  gone 
Ho  merino  wool  and  brushed  linen. 
I    No,  the  day  of  fancy,  fake,  nouveau  riche 
■  ountry-club  memberships  is  passe.  I  have 
ong  wondered  what  will  happen  when 
lome  developer  finishes  work  on  the  very 
'ast  golf  course,  throws  open  the  burnished 
prass  gates  and... no  one  comes.  Perhaps 
I  his  fate  is  the  one  that  awaits  Mr.  Trump. 

Because  what  rules  these  days  in  the 
l.vorld  of  one-upmanship  is  not  having  a 
( ong  laundry  list  of  golf  courses  where  one  is 
':ntided  to  play,  but  to  have  just  one.  In  your. 
i:>wn  backyard.  With  a  membership  of  one. 

Why  have  backyard  courses  become  so 
popular?  Well,  recently  the  National  Golf 
Foundation  counted  the  pub- 
lic and  private  golf  courses  in      -===; 


America  and  arrived  at  15,390.  It  also  esti- 
mated that  there  were  some  25  million  golfers 
looking  for  a  place  to  play.  You  do  the  math. 
Never  mind  manicured  fairways,  greens 
that  run  to  10-plus  on  the  Stimpmeter  and 
lavish  clubhouses  with  iced  Bombay.  What 
good  is  cashing  in  those  stock  options  if  you 
have  to  share  golfing  space  with  the  great 
unwashed?  Is  not  the  first  rule  of  the  wealth- 
iest that  one's  favorite  peer  is  oneself? 

Hence  a  rapid  growth 
of  golf  courses  in  the  back- 


FYI 
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yards  of  America's  elite.  Some  settle 
for  just  a  putting  green  and  perhaps  a 
practice  bunker.  Others  install  a  little 
par  three.  The  serious  ones  go  whole 
hog  and  call  for  the  bulldozers,  ball- 
washers  and  hot  dog  stands  at  the  turn. 

Backyard  courses  are  not  an  en- 
tirely new  phenomenon.  Indeed,  James 
Roosevelt,  father  of  Franklin  D.,  be- 
came enamored  of  the  game  during 
a  visit  to  France  in  1890  and  built  a  lit- 
tle six-hole  course  behind  his 
mansion  at  Hyde  Park,  New 
York.  Down  the  road,  one  of 
the  oldest  courses  in  Dutchess 
County,  the  Dinsmore  Golf 
Course,  was  originally  a  private 
playground  for  members  of  the 
Livingstone,  Mills  and  Dins- 
more  families.  Franklin  himself 
took  up  the  game  in  his  teens, 
pre-polio,  and  helped  build  his 
own  course  at  the  family's  sum- 
mer estate  on  Campobello  Island. 

On  the  other  side  of  the  polit- 
ical coin,  Richard  Nixon  most 
liked  to  play  his  presidential  golf 
within  the  secure  confines  of  the 
Sunnylands  estate  ofWalter  Ann- 
enberg,  TV  Guide  publishing 
magnate  and  ambassador  to  Eng- 
land. Annenberg's  backyard  course 
in  Palm  Springs  was  well  away  from 
cameras  and  spectators,  so  Tricky  Dick 
could  hack  away  in  blissful  privacy. 

Celebrity  has  its  benefits,  one  of 
which  is  the  ability  to  afford  a  golf 
course  of  one's  own.  Several  years  ago, 
the  nine-hole  Pedernales  Golf  Club, 
built  in  1968  for  Briarcliff,  a  commu- 
nity near  Lake  Travis  in  Texas,  went 
on  the  block.  Up  stepped  one  of  the 
local  ranch  owners:  singer  Willie  Nel- 
son. He  bought  the  place  so  he  could 
step  out  the  back  door  of  his  recording 
studio  and  play  until  the  harmonies 
were  back  in  alignment.  When  Willie 
had  his  tax  troubles,  he  lost  the  Ped- 
ernales "Cut  &Putt"  to  the  IRS,  then 
got  it  back  with  the  help  of 
wealthy  friends. 

Bob  Hope,  a  name  quasi-sym 
mous  with  golf,  has  a  little  par-thr. 
next  to  his  mountainside  aerie  in  Pain 
Springs.  Producer  David  Wolper  likes 
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to  entertain  at  his  nine-hole  backyard 
track  in  the  Napa  Valley.  Actor  Will 
Smith  has  a  hole  behind  his  Los  An-- 
geles  spread.  Michael  Jordan  has  a  back- 
yard putting  green,  as  does  Shaquille 
O'Neal.  But  the  record  should  show 
that  Shaq's  elaborate  nine-hole  green, 
built  for  $100,000  on  the  front  yard  of 
his  fancy  Orlando  home,  was  made 
with  artificial ,     turf,  while  His  Air- 


Impressed  by  a  neighbor's 

golf  course,  Evander  Holy  field 

has  had  plans  drawn 

for  a  little  nine-hole  track 

surrounding  his  mansion. 

ness'  green  is  natural  grass.  Class  will  out. 

If  there  is  a  ground-zero  for  back- 
yard golf  courses,  it  has  to  be  Atlanta. 
Country  music  star  and  avid  golfer 
Kenny  Rogers  asked  his  contractor, 
Joe  Gayle,  to  build  him  a  putting  green 
on  his  1,200-acre  spread  in  Colbert, 
Georgia.  That  led  to  an  entire  hole, 
which  led  to  a  few  more,  until  they 
said  the  hell  with  it,  and  built  a  full  18. 

"He  built  the  course  to  have  a  place 
0  entertai  1  people  he  liked,"  Gayle 
said.  "The  ■  lain  consideration  was  that 

TYI 


it  had  to  be  fun,  beautiful  and  an  enj1 
able  place  to  play  golf.  Each  hole  * 
its  own  personality,  and  most  of  thn 
have  some  kind  of  water  feature." 

Gayle  says  Rogers  was  involve^ 
the  design  and  construction,  suggt- 
ing  a  bunker  here  or  a  scallop  the . 
"One  thing  I've  learned,"  said  Ga1 , 
"is  that  clients  have  to  enjoy  spend  5 
the  money." 

Gayle  has  become  something  of  I 
Michelangelo  of  backyard  g<;'. 
Besides  Rogers'  track,  Gafe 
once  dynamited  the  top  of) 
mountain  above  Birmingh 
Alabama,  so  he  could  instal 
putting  green  with  killer  vie 
for  another  wealthy  client.  A 
when  a  wealthy  software  co 
pany  executive  building  an  ela 
orate  mansion  on  a  riverfro 
estate  north  of  Atlanta  decid 
he,  too,  wanted  his  own  gi 
course,  Gayle  showed  hi 
Kenny  Rogers'  place.  Before  y 
could  hum  "Know  when  to  f< 
em,"  Gayle  was  working  on  Lac 
Dean's  course  at  Dean  Gardenl 
Dean  is  a  master  of  oversta 
ment.  His  mansion,  in  Gre 
revival  splendor,  is  some  40,0 
square  feet  (including  the  17-c 
garage),  surrounded  by  acres  of  form' 
French,  Italian  and  Oriental  garden 
a  three-acre  man-made  lake,  a  conse 
vatory,  an  amphitheater  and  a  wee 
ding  chapel. 

The  golf  course  Gayle  built  for  Dea 
plays  as  an  18-hole  course — a  compl 
cated  arrangement  of  five  greens,  18  tt 
boxes  and  a  series  of  interconnecte 
fairways  that  somehow  bring  the  who. 
thing  together.  Still,  Gayle  admits  th; 
if  more  than  one  group  plays  at  th 
same  time,  everyone  needs  a  helme 
But  the  course  is  a  visual  delight,  wit 
cascading  flowering  things,  tricklin 
water  and  glimpses  of  occasional  man 
made  delights. 

Alas,  after  spending  more  thai 
four  years  building  Dean  Gardens 
Mr.  Dean  and  his  wife  divorced,  am 
the  place  is  up  for  sale  for  the  first  bi< 
over  $27.5  million.  Make  an  offer. 
Down  the  road  from  Dean  Garden 


\nnouncing  The  Quality  Of  Dunhill 
In  A  NewHonduran  Selection 


Dunhill  Tobacco  of  London  Limited  proudly  announces  an  extension 
to  its  prestigious  line  of  cigars... the  Dunhill  Honduran  Selection. 

Hand-crafted  deep  in  the  tropical  mountains  of  Honduras,  a  complex 
blend  of  tobaccos  has  been  carefully  selected  to  give  the  smooth 

taste  and  consistency  expected  from  a  cigar  bearing  the  Dunhill  name. 
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DUNHILL  TOBACCO  OF  LONDON  LIMITED 


Fa-so-na-bleh.  Designed  in  Fka 


TRV  GOLDBERG.    BEVERLY   HILLS,  COSTA   MESA   AND  AT   NORDSTROM   STORES.    1.800.695.8000 


lies  heavyweight  boxer  Evander  Holy- 
eld,  minus  a  bit  of  ear.  Impressed  by 
le  delights  of  Dean  Gardens,  Holy- 
eld  has  decided  his  spread  needs 
ome  golf  as  well.  He  has  had  plans 
ror  a  little  nine-hole  track  sur- 
junding  his  mansion,  but  as  yet  has 
ot  begun  construction. 

The  disease  is  indeed  catching.  A 
ear  or  two  ago,  the  Hamptons  were 
uzzing,  as  only  the  Hamptons  can, 
bout  the  nine-hole  backyard  course 
uilt  by  Edward  S.  Gordon,  who  lives 
ight  across  the  street  from  the  very 
osh  and  very  exclusive  Atlantic  Golf 
Tub  (initiation  tee:  $175,000).  Is  that 
11?,  Mr.  Gordon  seemed  to  be  saving. 
Xitside  ot  Chicago,  one  Jerrv  "Don't 
'.ill  Me  Richie"  Rich  has  built  the 
ch  Harvest  Links  in  Sugar  Grove, 
n  18-hole  track  with  multiple  tee 
oxes.  Someone  who  has  played  there 
ays  the  course  is  manicured  "better 
an  Augusta  National."  And  out  in 
ilicon  Valley,  golfers  Thomas  and 
arbara  Proulx  (he  cofounded  the 
ntuit  software  firm)  decided  that  their 
al  course  was  too  crowded.  So  they 
ught  three  adjoining  houses  in  their 
alo  Alto  neighborhood,  a  total  of  some 
e  acres,  demolished  them  (throwing 
heck  of  a  party)  and  hired  golf  course 
chitect  Robert  Trent  Jones,  Jr.,  to 
uild  a  tew  private  holes  on  the  land. 
Of  course,  most  of  us  cannot  af- 
brd  entire  courses  or  even  a  full-length 
;olf  hole  on  our  quarter-acre  lots.  We 
must,  instead,  be  satisfied  with  build- 
ng  putting  greens — the  business  of 
which  is  booming  to  the  extent  that 
someone  ought  to  sell  options. 

Heck,  our  very  own  President  in- 
vited Jones,  Jr.,  to  a  state  dinner  to  con- 
vince him  to  build  a  real-grass  putting 
green  on  the  South  Lawn.  Dwight 
Eisenhower,  we  will  recall,  had  a 
White  House  putting  green  (where 
he  did  some  of  his  best  work),  but  the 
last  occupants  of  the  Executive  Man- 
sion before  Clinton,  the  high-handi- 
ap  Bush  and  the  low-handicap  Quayle, 
made  do  with — gasp! — an  Astroturf 
green.  Say  it  ain't  so,  George!  Mr. 
Clinton  now  practices  his  backspin  on 
a  1,500-square  foot  undulating  green, 


complete  with  little  Presidential  flag- 
sticks,  built  for  just  $23,000.  Paid  for 
by  domestic  donations,  one  hopes. 

That's  a  pretty  good  price  for  a 
real-grass  green.  One  company  in  the 
Astroturf-over-concrete-backyard- 
green  business  quoted  me  a  rate  of 
$i5~$25  a  square  foot  for  their  product. 
That  buys  a  poured  concrete  pad  with 
permanent  cup  positions,  and  a  carpet 
over  which  sand  is  laid  for  that  "natu- 
ral" look  and  speed. 

But  if  you're  gonna  do  it  right,  you 
have  to  build  a  backyard  green  to  U.S. 
Golf  Association  specifications.  That 
can  be  a  bit  more  expensive.  You  have 
to  dig  down  to  about  20  inches  and 
compact  the  subgrade,  then  install  a 
drainage  system  with  four-inch  main 
drains  and  diameter  laterals,  covered 
with  geotextile  fabric.  A  layer  of  gravel 
is  spread  throughout  the  hole,  then  the 
intermediate  layer  is  laid  in.  (Gravel 
and  intermediate  substrates  must  be 
tested  by  soil-test  labs  so  that  the  root 
zone  particles  bridge  with  the  smallest 
15  percent  of  the  gravel  particles.)  Okay 
so  far?  Then  you  finish  with  the  root 
zone  mixture,  a  combination  of  sand 
and  peat  and  some  other  organic  mate- 
rial. Then  add  grass  seed  and  water. 
The  cost?  Around  $150,000  and  up. 

Add  a  little  sand  bunker  adjoining 
and  really  sharpen  up  that  short  game. 
But  be  forewarned:  Owners  of  back- 
yard bunkers  have  found  that  neigh- 
borhood cats  seem  to  favor  them 
as  litter  depositories.  Does  Augusta 
National  have  this  problem? 

Of  course,  once  you  have  a  green 
growing  in  your  backyard,  you  have  to 
keep  it  fertilized,  aerated  and  mowed 
closely  so  it'll  putt  as  fast  as  Augusta 
National's.  That,  too,  requires  some 
outlay,  for  both  special  equipment  and 
someone  who  knows  what  he's  doing. 

But  in  the  rarefied  atmosphere  in 
which  we  dwell,  such  things  are  minor 
considerations.  In  Clinton's  case,  the 
White  House  landscaping  crew  found 
a  greens  mower  and  handles  the  clip- 
ping with  aplomb. 

Considering  the  President's  form- 
idable spin  talents,  they  must  be  doing 
a  helluva  job.  • 
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DR.  GIZMO 


Someone  s  in  the 
Kitchen  with  Gizmo 


It's  a  cupboard  full  of  the  latest  high-tech  kitchen 
radgetry,  from  the  Ph.D.  in  the  white  chef's  hat 


iurse  Gizmo  hails  from  one  of 
Europe's  great  culinary-  powers — liebchen,  are 
lose  potato  dumplings  ready  yet?  1  low- 
rer,  heretofore  Frau  G.  has  managed  our 
1-important  kitchen  affairs,  while  I  pursue 
wnt-garde  scientific  research.  But  you  know 
le — I  love  a  challenge!  So  in  the  interests  of 
iboratorv- style  objectivity,  gentle  reader,  I 
ave  toraved  into  the  terra  incognita  of  Oxo 
•ps,  saber-toothed  garlic  peelers  and 
le  dreaded,  all-devouring  Cuisinart. 

But  not  alone.  Every  exotic  expedition 
Beds  a  guide.  My  old  friend  and  neighbor, 
As.  Julia  Child,  has  agreed  to  escort  me, 
Lguratively  speaking,  through  the  kitchen 
nderbrush  to  enlightenment  beyond. 

Qizmos?  quoth  Ms.  Child,  warming,  or 
hould  I  say  parboiling,  to  the  subject.  "I 
ave  them.  I  always  try  out  everything."  It 
urns  out  the  Divine  Ms.  C.  (not  to  be 
onfused  with  the  Horrid  Martha  S.)  uses 
uite  a  few  mechanical  helpmeets.  She's  a 
elf-confessed  "knife  freak,"  and  wields 
mean  Cuisinart:  "They  make  cooking 
hild's  play."  No  pun  intended,  I'm  sure. 

Does  she  use  the  now-fashionable  bagel 
guillotine"?  (Bagel  Biter,  #Fjjjooi$, 

129.99,  from  Grill  Lover's  Catalog,  800-241- 

8981).  "I  don't  like  bagels,"  says  Julia.  Come 

to  think  of  it,  neither  do  I. 

Other  gadgets  that  have  received  the 

Child  stamp  of  approval?  She  likes  the 
marvelous"  Screwpull  wine  opener  from  Le 


Creuset,  with  the  Teflon-coated  corkscrew. 
I've  used  it  myself,  and  it  is  indeed  a  tech- 
nological miracle;  the  corks  practically  jump 
into  your  waiting  palm,  so  happy  to  be  lib- 
erated from  their  solitary  confinement.  I 
suspect  Julia  has  the  Lever  Model  LX, 


It  slices,  it  dices. . . 
but  the  Bagel  Biter 
only  does  bagels. 


FYI 
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which  sells  in  finer  stores  for  around 
5150.  If  vour  tastes  run  more  to  Boone's 
Farm  than  Bordeaux,  you  can  pur- 
chase the  pocket  model  from  about  $27. 

Any  last  thoughts  from  chef  Child, 
before  we  strike  out  on  our  own?  "I 
love  mv  ice  machine,"  made  by  Scots- 
man, she  tells  me.  "The  ice  from  the 
refrigerator  al- 
ways tastes  like 
onions."  Onions, 
did  you  say?  Gizmo 
just  happens  to  have  ♦ 
tested  the  patented  NOnion 
(#19707,  $8.50,  from  Home  Trends, 
800-810-2340),  which  does  in  fact 
strip  onion,  garlic  and  fish  smells  right 
off  your  hands,  under  running  water. 
We're  oxidizing  mercaptans,  for  you 
chemistry  majors  following  at  home. 
A  metal  spoon  performs  the  same 
trick,  my  cooking  colleagues  inform 
me.  But  I  digress. 

Glancing  around  her  kitchen,  Julia 
spies  a  Williams-Sonoma  bread  maker 
{il/1  lb.  model,  $179;  i'/2  lb.  model, 
5119.  Call  W-S  at  800-541-2233), 
which  she  uses  for  mixing  and  the 
first  rise.  She  bakes  the  prepared 
dough  in  a  conventional  oven.  And 
lastly,  she  calls  out  an  old  favorite, 
the  Hobart  K5A  mixer.  "It  lasts 
and  lasts.  My  sister-in-law  had 
one  for  25  years,"  she  recalls. 
"Don't  be  conned  into  getting 
the  less  powerful  one  they  rec- 
ommend for  household  use." 
Okay,  Julia,  we  won't! 

Now  it's  time  to  go  it 
alone.  The  most  pressing 
question  facing  any  cul 
inary  gadgetomane  is: 
whatever  happened  to 
the  Veg-O-Matic?  First 
the  good  news.  The 
Veg-O-Matic  lives!  In  its 
dotage,  the  venerable  sheer  and  dicer 
has  moved  to  Phoenix,  Arizona,  where 
you  can  still  buy  it  for  S19.99  in  an  As 
Seen  On  TV  store  (and  kitchen  stores 
everywhere).  Now  the  even  better 
Meet  the  Sons  of  Veg-O-Matic. 

I  use  Feemster's  Famous  Vegc  I 
Sheer  ($5.49  just  about  anywhere 
you'll  probably  want  to  invest  in  .1 
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pricier  "mandoline,"  so  named  be- 
cause you  move  fruits  and  vegetables 
across  the  blade  in  a  strumming  mo^ 
tion.  An  inexpensive  German-made 
(i.e.,  well-made)  plastic  mandoline 
can  be  had  from  Chefs  Catalog' for 
S34.99  (#1900,  800-338-3232). 

Of  course,  there  are  other  ways  to 
cut.  I  ordered  the  stainless  steel  Soft- 
Slice  Knife  from  Chef's  Catalog  (#2823, 
only  S7.99,  800-338-3232).  Master  chef 
Graham  Kerr  (is  he  the 
. — v  Japanese  one?)  calls 

it  the  "racing 
car" 

knife, 

because  the 
blade  has  big  holes 
in  it  like  a  race  car's 
steering  wheel.  Or  Swiss 
cheese.  The  holes  supposedly  re- 
lease suction,  eliminate  drag, 
and  allow  our  little  friend  to 
cut  "whisper  thin"  slices  of 
even  soft  cheesecake,  ripe 
tomatoes,  etc.  Ja,  whatever. 
I  tried  it  on  soft,  hydro 
ponic  tomatoes,  and  on 
Norwegian  gjetost,  and 
it  worked  just  fine. 

Barbecue?  Did 
someone  say  bar 
becue?  Gizmo  es- 
chews the  grill.  Not 
only  is  it  beneath  our 
dignity  to  been  seen 
in  an  apron  sporting 
some  moronic  epithet  (e.g., 
"Grill  Sergeant")  but  have  you  read 
the  latest  research?  The  peer-re- 
viewed Wall  Street  Journal  recently 
explained:  "Polycyclic  aromatic 
hydrocarbons  (PAHs)  are  formed 
when  fat  drips  down  onto  an  open 
flame,  sending  up  a  column  of  smoke 
that  coats  the  food  with  carcinogens. 
Heterocyclic  amines 
(HCAs)  are  created 
when  meat,  poultrv 
and  fish  are  cooked 
at  high  heat — "  En- 
ough scary  research 
already!  Charcoal 
and  lighter  fluid 
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Kitchen- 
counter  clock- 
wise from 
top:  the  Soft- 
Slice  knife; 
rbe  Strongboy; 
'Onion. 


stocks  have  never  recovered  from 
WSJ  sear  job. 

And  yet,  occasionally,  Grill 
Must.  Now  I  never  venture  into 
backyard  without  my  Charcoal  C 
panion  Wood-Chip  Blends.  E 
blend  comes  "chef-recommended 
since  when  do  cooks  know  so  m 
about  lumberyard  shavings? — to 
with  beef  and  lamb,  poultry  or  fi 
Sprinkle  them  over  your  charcoa 
add  a  smoky,  Peggy  Lee  qualit) 
the  evening's  offerings.  Or  concci 
trate  on  the  top  of  the  grill  and  slat, 
your  meat  with  Spray  Glazes  a 
Herb  Rubs.  A  spritz  of  the  Sesan 
Teriyaki  glaze  gave  my  rib-eyes 
Eastern  accent.  And  as  for  the  he 
I  marinated  some  fresh  tuna  w 
the  seafood  rub,  tossed  it  on  the  g 
and... mann,  was  das  Gut!  (W01 
Chip  Blend  three-pack,  #2770,  $19. I 
set  of  two  Spray  Glazes  a. 
three  Herb  Rubs,  #2jt 
$24.50;  both  frc 
Frontgate,  80 
626-6488). 
To  close,  let  r 
add  a  few  of  my  f 
vorite  frivolous  thinj 
Want  to  get  rid  of  fri 
flies?  Try  DDT!  Qu 
kidding,  of  course.)  I  s 
plenty  of  these  happy  litt 
fellows  in  my  cutting-ed{ 
laboratory  work,  so  I  won't  p 
up  with  them  at  home.  That 
why  Gizmo  enthusiasticallv  re« 
ommends  the  "Fruit  and  Vegg 
Hammock"  from  Prodyne  Fruit  Fu 
niture.  (Do  they  sell  rutabaga  reclir 
ers,  too?)  My  beloved  bananas,  mang 
and  peaches  are  relaxing  in  nylor 
suspended  splendor,  savoring  th 
healthy  air  circulation,  swaying  bliss 
fullv  above  the  annoying  fray  c 
rot-inducing  moisture  ($25,  froi 
Prodyne,  909-988-4777). 

What  other  delights?  My  nei 
best  friends  at  The  Kitchen  Store  i 
Washington,  D.C.,  generously  gav 
me  a  fancy  Le  Creuset  spatula,  mad 
with  surgical  silicon  and  tested  t> 
withstand  temperatures  up  to  653  de 
grees  Fahrenheit.  That's  so  the  spat 
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'dually,  they  don't.  It  only  feels  that  way  when  you're  jet  lagging. 

Fortunately,  relief  is  now  at  hand.  It's  the  Hotel  Okura's  let  Lag  Plan,  designed  to  get  you  up 
on  your  feet  and  feeling  chipper.  It  includes  a  Light  Box  to  help  put  your  body's  clock  back  on 
schedule,  a  Health  Club  workout  and  Jet  Bath,  Relaxation  Videos,  a  Body  Sonic  Massage,  your 
choice  of  pillows  to  help  you  sleep  better  (we'll  even  remember  your  favorite  for  your 
next  visit),  and  special  breakfast  and  dinner  suggestions  for  extra  energy. 

The  let  Lag  Plan  is  only  ¥10,000  extra  per  day,  or  free  for  members  of  the  Okura  Club 
International,  our  special  program  for  frequent  guests.  To  receive  a  free  brochure,  simply  send 
your  name  and  address  to  our  Public  Relations  Office. 
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TOKYO 

Hotel  Okura  Tokyo:  2-10-4  Toranomon,  Minato-ku,  Tokyo  105-8416,  Japan  Tel:  3-3582-01 11  Tax:  3-3582-3707 

Heel  Okura  Offices  Worldwide:  Hong  Kong  Tel:  2895-1717  Sew  York  Tel:  212-755-0733 

Los  Angeles  Tel:  21 1-488-1477  London  Tel:  0171-499-2795  Amsterdam  Tel:  020-6787480 

GDS  Access  (  odes  (Direct  Connect):  OC  (Sabre  j  Galileo  /  Worldspan    Amadeus) 

••  hap:  www.travelweb.com/ohira/tokyo 
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Ua  won't  develop  those  annoying 

,  acks.  Thev  also  tried  to  sell  me  an 

jig  cuber.  "Square  eggs  are  in  this 

ar,"  thev  told  me.  But  of  course, 

izmo  is  no  slave  to  fashion. 

The  Kitchen  Store  gang  also  in- 
Induced  me  to  the  two  New  Age 
|jn  openers,  which  for  complicated 
Igal  reasons  are  not  on  speaking 
firms.  I  tried  the  MagiCan  from 
{{.vitzerland,  but  vou're  welcome  to 
|.;e  the  SafetyCan  (#7199,  $19.99 
Bom  Chefs  Catalog,  800-338-3232). 
fjhese  both  work  in  a  similar  man- 
pr:  They  lift  the  can  top  otf  at  the 
fcp,  and  smooth  down  the  jagged 
Hde  edge.  Frau  G.  points  out  that 
■lis  is  completely  worthless  for 
ipening  coffee  cans,  for  which  you 
IJeed  the  lip  in  order  to  re-seal  the 
ren.  But  who  buys  coffee  in  cans 
fcymore,  when  you  can  pay  three 
imes  the  price  (and  ogle  surly,  Gen- 
|>.  serving  maidens)  for  Soggy  Sum- 
tran  at  the  local  roastery? 
I  Wait!  I'm  not  through.  Gizmo 
Labs  also  tested  the  Swiss-made 
Itrongboy,  from  Zyliss,  surely  the 
most  complicated  gadget  for  open- 
I  ig  stickv  cans,  bottle  and  jars  that 
me  nation  of  clockmakers  could  de- 
nse ($12.99  m  kitchen  stores).  The 
Itrongboy  closely  resembles  the  de- 
lice  police  officers  use  to  lasso  rabid 
raccoons.  Perhaps  you're  better  off 
[poking  at  our  photograph. 

Last,  and  also  least:  the  Econome 
fjiesteur.  What  a  name!  It  sounds  like 
1  very  fast  train  leaving  the  Gare  St. 
Lazare  in  the  early  morning  cobalt  fog. 
put  the  EZ  has  modest  ambitions.  It 
•cuts  tiny,  pith-free  strips  of  citrus 
keel,  releasing  oil  for  flavoring  des- 
serts." Out,  out  Vile  Pith!  ($8  from 
liVilliams- Sonoma,  800-541-2233). 

Feeling  full?  Me  too.  Until  the 
lext  sitting,  then,  my  loyal  Gizmoids. 
\nd  remember:  If  you  haven't  seen 
t  featured  on  "Cooking  Secrets  of 
he  CIA" — the  Culinary  Institute  of 
-Vmerica — and  if  it  doesn't  perform 
jthe  same  functions  as  a  Swiss  Army 
knife  for  approximately  four  times 
'the  cost,  then  it's  probably  not  a 
Kitchen  Gizmo.  AufWiedersehen!  • 
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All  The  World's 
A  Highway 

By  Neal  Santelmann 


JIRCUMNAVIGATION  SEEMS  ALL  THE  RAGE 

Jiese  days. 

I  The  31,600-mile  Whitbread  Round  The 
|t  orld  sailing  race  finished  up  in  May.  Three 
tparate  round-the-world  balloon  attempts 
rere  aborted  within  days  of  each  other  last 
Jinuary.  Couch  potatoes  were  recently 
'eated  to  Full  Circle  With  Michael  Palin  on 
BS,  which  followed  the  Monty  Python 
urn's  train,  boat,  plane  and  helicopter  ex- 
lrsion  around  the  globe.  And  more  than  a 
:w  bicyclists  have  recently  pedaled  the 
lanet,  some  even  fding  progress  reports  on 
le  Internet  along  the  way. 


Vauxhall  Frontera  around  the  world  in  21 
days.  (Take  that,  Phileas  Fogg!)  And  as  far 
back  as  1908,  Le  Matin  and  The  New  York 
Times  sponsored  an  automobile  race  coun- 
terclockwise from  New  York  to  Paris — ev- 
erything but  the  Adantic.  Seven  cars  followed 
a  lunatic  13,000-mile  route,  originally  to  have 
included  crossing  the  frozen  Bering  Strait 
on  sleds.  After  six  months,  two  cars  had 
made  it  to  Paris.  Victory  went  to  an  Amer- 
ican, though  only  after  French  officials  re- 
wrote the  rules  to  disqualify  the  German  who 


came  in  first. 


...and  as 
one  round- 
the-world 
driver 
discovered, 
it's  full 
of  potholes 


$70*2. 


But  what  if  you  haven't  got  all  the  time, 
money  or  corporate  sponsorship  in  the  world? 
How's  a  working  stiff  supposed  to  circle  the 
dobe  in  a  reasonable  amount  of  time  with  at 
least  a  modicum  of  adventure? 

Consider  Abe  Abdulla,  36,  a  longtime 
New  Yorker  and  now  a  diplomat  at  the 
United  Nations.  Two  years  ago  Abdulla 
Mpent  five  months  driving  20,000  miles  from 
l^ew  York  to  New  York  east  by  way  of  Africa, . 
Idle  Arabian  Peninsula,  the  Indian  Sub-Con- 
icinent,  Southeast  Asia  and  North  America. 

Abdulla  isn't  the  first  driver  to  have  gone 
global,  of  course.  Late  last  year  a  three-man 
jteam  set  a  new  Guinness  record  driving  a 


Q\As&sCl/Ys~- 


Abdulla  wasn't  after  recognition  when  he 
dreamed  up  his  road  trip.  "I  did  it  for  me," 
he  says  over  dinner  at  the  Mesa  Grill  in 
Manhattan.  "My  friends  would  say,  What 
do  you  want  to  do  that  for?  Who  knows 
what's  going  to  happen,  these  countries  are 
uncivilized' — that's  the  word  they  used.  The 
more  I  heard,  the  more  I  wanted  to  go." 

His  planned  route  was  rugged,  ambitious 
and  as  far  from  the  "civilized"  roads  of  Europe 
as  possible.  From  the  western  tip  of  Senegal, 
he'd  hug  the  coast  of  Africa  through  Liberia, 
the  Ivory  Coast  and  Ghana,  then  strike  across 
the  southern  edge  of  the  Sahara  through 
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Niger,  Chad  and  Sudan.  He'd  cross 
the  Red  Sea  by  ferry  from  Djibouti, 
follow  the  Arabian  Sea  through  Yemen 
and  Oman,  cross  the  Persian  Gulf  in- 
to Iran,  then  head  across  Asia  through 
Pakistan,  Nepal  and  China.  That  would 
put  him  in  Hong  Kong  for  a  quick 
Pacific  hop  to  the  States. 

Though  he  sought  advice  from  half 
a  dozen  adventurers,  the  best  assistance 
came  from  colleagues  at  the  United 
Nations.  Every  member  nation  main- 
tains a  Consulate  in  New  York  charged 
with  promoting  "cultural  exchange." 
The  African  consulates  were  partic- 
ularly helpful,  supplying  entry  permits 
and  detailed  maps  of  rudimentary 
road  systems. 

While  Abdulla  drives  a  Jaguar  in 
New  York,  he  bought  a  1996  Land 
Rover  Defender  for  $65,000  and  had  it 
modified  for  the  tough  roads  ahead. 
Rear  cargo  space  was  sacrificed  so  the 
gas  tanks  could  be  expanded  to  55  gal- 
lons, and  the  fuel  system  modified  for 
leaded  and  unleaded.  Windows  were  all 
bulletproof  glass,  combined  with 
wire  mesh:  "I  was  going  to 
be  sleeping  in  the  car;  I 
didn't  want  some- 
one getting 


later.  "The  car  was  so  full  of  bottled 
water  and  canned  food,  I  could  barely 
sit  in  it  anyway." 

The  trouble  began  almost  immedi- 
ately. By  the  time  he  reached  Dakar, 
the  Liberian  civil  war  was  under  way 
and  the  borders  to  Sierra  Leone  and 
Ghana  were  closed  to  stem  the  flow  of 
refugees.  So  he  headed  east  instead 
through  Mali,  Burkina  Faso  (former- 
ly Upper  Volta),  Niger  and  Nigeria. 
There  he  picked  up  his  original  route 
through  Chad  and  Sudan. 

Scanning  the  region  on  a  map  over 
dinner,  Abdulla  points  to  red  highway 
markings  and  shakes  his  head.  "These 
don't  mean  much,"  he  says.  "Most 
African  'highways'  are  basically  dirt 
roads  full  of  ancient  truck  ruts.  You 
need  a  lot  of  clearance."  He  averaged 
10  hours  a  day  behind  the  wheel, 
grinding  along  the  southern  edge  of 
the  Sahara  with  the  windows  open 
and  the  air-conditioner  off  so  the  fil- 
ters wouldn't  clog  with  sand.  At  night 


BACK 


windblown  sand  dunes  that  wc 
form  mountains  in  the  middle  of 
highways.  The  "stupid!  stupid!"'! 
station  attendant  who  accidentally  fijd 
his  tank  with  diesel.  The  12  Sudar 
brothers — from  one  Muslim  fa 
and  his  four  wives — who  invited 
to  dinner  in  their  village,  and  in 
morning  washed  his  car  and  crac 
an  egg  on  the  hood  to  upset  the 
spirits.  "I  gave  them  a  dollar  eac 
says  Abdulla.  'They  thought  they  w 
the  richest  people  in  the  world." 

Then  there  were  the  border  cri 
ings.  Despite  his  raft  of  entry  perm 
Abdulla  says  he  was  arrested  ha] 
dozen  times  in  Africa.  His  worst  b<  • 
der  experience  occurred  in  Ethiopi 

Only  recently  split  by  civil  war  frc  1 
Eritrea,  its  neighbor  to  the  nor, 
Ethiopia's  mountainous  north 
border  is  a  "very  tricky  area,"  says  A 
dulla.  "I  hadn't  gone  that  far  when' 
was  stopped  by  six  armed  guards.  Tb 
surrounded  me  like  a  pack  of  wolve 
Having  never  intended  to  visit,  Abdi 
la  didn't  have  the  proper  ent 
permit.  The  guar 
wanted  hi' 
car  keys;  i 


me  by  the  throat."  A  satellite  commu- 
nications/navigation system  kept  him 
in  contact  and  on  track.  And  extra- 
thick  Pirelli  tires  were  equipped  with 
special  wheel  locks  to  protect  against 
Africa's  biggest  auto  crime:  "They  steal 
the  tires  for  their  donkey  carts." 

With  a  shortwave  in  the  front  con- 
sole and  an  extra  15-gallon  gas  can  in 
the  back,  Abdulla's  car  was  ready  for 
anything.  Total  cost:  $80,000. 

In  March  1996  Abdulla  drove  to 
Baltimore  and  paid  $3,000  to  have  his 
Land  Rover  put  aboard  a  cargo  ship 
bound  for  Dakar.  Forgoing  purity  for 
convenience,  he  flew  over  three  weeks 
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he'd  pull  off  the  road  and  curl  up  in  a 
pull-out  bed.  When  he  needed  to 
freshen  up  he'd  check  into  little  road- 
houses  called  sojfer  khanahs — typical- 
ly three-room  additions  to  a  family's 
mud  hut.  How  do  you  spot  a  decent 
sojfer  khanah}  "They're  the  ones  with 
the  trucks  out  front." 

Like  most  travelers  to  Africa,  Ab- 
dulla was  awed  by  the  vast  and  ancient 
landscape.  But  his  strongest  memo- 
ries are  of  the  highway.  He  recalls  the 
absolute  silence  at  night  along  the 
roadside,  when  he'd  whip  up  dinner 
portable  stove,  sip  some  local 
"U  t  1  brew,"  and  watch  the  sky  light 
up.      ci  the  desert.  There  were  the 
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refused  to  give  them.  He  threatene 
to  call  the  U.N.;  they  said  "Who  th 
#*&%  are  you!  You're  in  our  counti 
now!"  After  two  days  in  "detention 
Abdulla  finally  bribed  his  way  out  fc 
about  $70.  "It  was  my  fault,"  he  says, ' 
was  too  cocky.  I  should  have  negoti 
ated  my  way  out  from  the  start." 

With  a  weary  heart  and  a  more  con 
trite  outlook,  Abdulla  quickly  mad 
his  way  to  Djibouti  and  caught  a  ferr 
across  the  Red  Sea.  It  had  taken  hin 
a  month  to  cross  6,500  miles  in  Africa 
and  Asia  lay  ahead. 

"Night  and  day,"  says  Abdulla 
comparing  the  roads  of  Africa  and  th< 
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YACHT   DESIGNER    BRUCE   FARR 

ATTRIBUTES    MUCH    OF 
HE   SUCCESS   OF   HIS   DESIGNS  TO 
"RELIABILITY    ENGINEERING." 


A   PHILOSOPHY   WE   SHARE 
AT   ROLEX. 


Yachts  that  Bruce  Farr  designs 


have     an     uncanny     habit     of 


finishing    first.     Before    that, 


however,  they  have  one  minor 


obstacle   to    surmount;    they 


have  to  get  around  the  course. 


A  course  that  could  well  circle  the  world. 


Just  as  his  yachts  are  engineered  to  keep 


going   under  the  most  adverse  conditions, 


so  is  the  watch  that  Farr  so  much  admires: 
his  Rolex  Submariner.  Equipped  with  a  triple- 
sealed  screw-down  winding  crown,  and 
individually  pressure-tested  to  1,000  feet, 
every  single  Submariner  is  a  certified 
oceangoing  chronometer.  And  the  very  \\I// 
epitome  of  reliability  engineering.      XV \J  Jj Hi  -A. 


Submariner 

Officially  Certified  Swiss  Chronometer 


For  the  name  and  location  of  an  Official  Rolex  Jeweler  near  you,  please  call  1-800-36ROLEX.  Rolex.'*.  Oyster  Perpetual  and  Submariner  are  trademarks. 
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CONSISTENT.  WILDLY.  KNOWS  NO  EQUAL. 
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AND  THAT'S  JUST  THE  CIG 


abian  Peninsula.  "All  of  a  sudden 

re  were  paved  highways  through 
desert,  with  lights  and  gas  stations 

th  unleaded  gas  all  over  the  place.  I 
ted  to  go  60  m.p.h.  again!" 

After  learning  of  border  skirmishes 
tween  Yemen  and  Oman,  Abdulla 
anged  his  route  again,  zipping  north 
rough  Saudi  Arabia  for  a  few  days 

R&.R  in  Jidda,  a  resort  town  and 

rt  on  the  Red  Sea. 

It  was  the  calm  before  the  speed 

mp.  Just  a  tew  days  later,  Abdulla 
ceived  word  from  the  States  that  a 
elong  friend  had  died  suddenlv.  So 

stashed  the  Land  Rover  in  Kuwait 
d  tlew  home  tor  the  funeral.  And  in 

ironic  twist,  after  spending  a  month 
ossing  Africa  without  incident,  he 
11  asleep  at  the  wheel  of  his  Jaguar 
hile  returning  from  the  funeral  and 
taled  the  car  on  New  York's  Hutch- 
son  River  Parkway. 

A  police  car  was  on  the  scene  in  an 

stant,  the  officer  asking,  "Have  you 

en  drinking,  son?"  Abdulla  says  he 

adn't  been  drinking,  but  he  hadn't 

en  wearing  a  seatbelt  either,  which 

used  back  injuries  that 

tauld  later  haunt  him. 

let  it  he  wasn't 

imediately  disabled, 
Imashing  his  Jaguar  didn't  do  much  for 
Lbdulla's  motivation.  "The  thought 
kf  having  to  go  back  and  drive  through 
pother  continent  was  a  little  discour- 
aging, to  say  the  least."  Only  after  the 
lame  friends  who'd  initially  called 
lim  "crazy"  rallied  to  cheer  him  on 
pid  Abdulla  resolve  to  continue. 

pNE  WEEK  LATER  HE  WAS  HEADED 

for  Dubai  and  a  ferry  across  the  Strait 
)f  Hormuz.  He  recalls  the  first  few 
[weeks  in  Asia  as  "extremely  unevent- 
ful... all  modern  countries  with  mod- 
ern conveniences."  The  quiet  fishing 
Ivillages  of  southern  Iran  gave  way  to 
Ithe  chaotic  hustle  of  Karachi,  Pak- 


istan. The  sands  of  Ahmadabad,  India, 
rose  into  the  majesty  of  Nepal.  And 
the  solitude  of  Saharan  Africa  was  all 
but  lost  to  "people  all  over  the  god- 
damn place." 

Then  came  the  rains.  Not  monsoons, 
which  usually  hold  off  until  Septem- 
ber, but  unseasonable  deluges  that  con- 
tinued tor  weeks.  With  traffic  stalled, 
roads  washed  out  and  hundreds  dead 
from  flooding  across  southeast  Asia, 
Abdulla  changed  course  yet  again, 
forgoing  the  northeastern  panhandle 
of  India  for  Burma.  He  slept  in  his  car 
for  days,  drowning  in  humidity  and 
battling  "bugs  as  big  as  small  birds." 
One  of  the  few  times  he  did  stop  to 
shower  at  a  motel  in  Maymyo,  north 
of  Mandalay,  someone  broke  into  his 
room  and  stole  his  cameras  and  film. 
When  he  reported  the  crime  to  the 
U.N.  office  in  Rangoon,  they  told  him, 
"Welcome  to  Burma." 

With  his  spirit  ebbing  and  his  back 
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dered  Champagne  and  caviar,  and 
sighed  with  relief  as  he  watched  the 
lights  of  Hong  Kong  pop  out  below 
him.  "At  that  point  I  felt  it  was  over,  be- 
cause all  that  was  ahead  was  America." 
Not  quite.  When  Abdulla  woke  in 
the  morning,  his  back  was  locked  up 
and  he  couldn't  get  out  of  bed.  Atten- 
dants transported  him  from  his  room 
by  wheelchair,  and  an  ambulance 
took  him  to  a  local  hospital.  A  physi- 
cian diagnosed  internal  bleeding  from 
agitated  nerves  and  tissues  in  his  back. 
It  was  five  days  before  he  was  out  on 
the  street  again. 

A  MONTH  LATER,  AFTER  TRAVERSING 

West  to  East  across  the  U.S.,  Abdulla 
finally  reached  the  Holland  Tunnel. 
"And  they  had  the  nerve  to  ask  me  to 
pay  the  toll!"  One  week  later  he  was 
back  in  the  office.  And  once  he'd 
scraped  his  Land  Rover  clean  of  dried 
insects,  he  sold  the  car  for  about 
$50,000.  With  most  of  his  film  some- 
where in  Burma,  all  he  had  left  from 
his  five-month  roadtrip  were  memo- 
ries and  doctor  bills. 

So — given  the  bumpiness  of  his 
ride — does  Abdulla 
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in  agony  from  the  ancient,  rocky  roads, 
Abdulla  kept  chugging  through  the 
mountainous  Kunming  and  Canton 
regions  of  southern  China.  The  rain 
never  let  up,  and  it  was  another  two 
weeks  of  stop-and-go  driving  before 
he  reached  Hong  Kong  in  the  last  week 
of  June.  With  some  relief,  he  pulled 
up  to  the  docks  at  Port  Victoria  and, 
after  eight  hours  of  hassles,  paperwork 
and  inspections,  put  his  Land  Rover 
on  a  cargo  ship  to  Vancouver. 

So  how'd  Abdulla  celebrate  crossing 
Asia?  He  got  "civilized"  again.  Proceed- 
ing directly  from  the  harbor,  he  took  a 
room  on  the  46th  floor  of  the  Shangri- 
La  hotel,  had  a  long  hot  shower,  or- 


think  the  road  is  a  civilized  place? 
"'Civilized'  I'm  not  so  sure  about,"  he 
answers  after  a  moment.  "Maybe  'ro- 
mantic' is  a  better  word.  In  Africa  it's 
romantic  and  primitive.  In  Arabia  it's 
fast,  clean,  smooth  and  efficient.  In  the 
U.S.  it's  crass — way  too  commer- 
cialized. And  in  Asia... it's  ancient. 

"I  always  ask  myself  if  the  trip  was 
what  I  expected,"  he  continues.  "Part 
of  it  was,  but  a  lot  of  things  happened 
that  I  had  no  control  over.  It  was  part 
enjoyment,  part  disappointment,  a  lit- 
tle bit  of  everything."  Kind  of  like  the 
world  itself. 

Would  he  do  it  again? 

"No."  • 
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Save  on  Kibble! 


By  Judith  Hooper  and  Dick  Teresi 


Massachusetts  it's  easier  to  adopt  a  foster  child  than  a  puppy. 


"Precisely  the  point,"  the  shelter  lady 
replied.  "So  are  the  other  animals  that  could 
harm  them." 

Over  the  next  few  weeks,  we  spent  count- 
less hours  in  pee-stained  concrete  kennels 
filling  out  forms,  being  interviewed  and 
asked  for  references.  References?  Yes,  and 
they  had  to  be  from  "someone  who  knows 
how  you  are  around  animals."  The  shelter 
also  required  us  to  sign  a  form  agreeing 
to  make  the  adoptee  a  "member  of  the 
family" — as  opposed  to  a  meal  or  an  ex- 


MF.  A^k  YOU,    DEM  WDED  THE  WOM  W 

the  phone  in  a  severe  voice.  "Do  you  own 
home  or  do  vou  rent?"  There  was  no 
ssing  the  message  that  renters  would 
disqualified. 
Formmitely,  we  were  able  to  say  we  could 

vide  a  fully  mortgaged  two-story  home 

an  adopteee. 

"Well,  that's  good,"  snapped  the  woman, 
i  ominous  pause.  "You're  not  planning  to 
her  go  outside,  are  you?" 
We  got  a  much  warmer  reception  from 
icials  at  the  Western  Region- 
Otfice  of  the  Massachusetts 
partment  of  Social  Services 
SS),  who  were  eager  to  fa- 
itate  our  becoming  foster 
rents.  We  could  even  start 
e  process  over  the  phone.  No, 
wasn't  necessarv  to  own  a 
me;  the  state  would  pav  us 
d  otter  us  other  kinds  of  as- 
tance;  as  for  the  outdoors. . . . 
:y,  no  problem. 
But  we  weren't  in  the  mark- 
for  a  foster  child.  We  just 
nted  a  kitten. 
The  requirements  seemed 

bly  stringent,  however.  The 
>man  who  so  disliked  us  over 
e  phone  had  taken  out  a  clas- 
hed ad  to  give  away  her  six- 
eek-old  kittens,  but  did  not 
em  eager  to  relinquish  them. 
he  people  at  the  animal  shel- 
r  were  not  quite  as  judgmen- 
.  They  even  said  we  could  let 
leir  cats  go  outside — just  not 
night.  "But-b-but,"  we  spur- 
red, "they're  nocturnal. " 
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perimental  subject,  we  suppose. 

Meanwhile,  though  no  one  in  the 
state  seemed  willing  to  trust  us  with 
a  mutt  or  a  tabby,  we  would  have  no 
problem  qualifying  as  foster  parents. 
We  did  not  have  to  own  a  home  or 
meet  any  income  requirements;  we 
were  not  required  to  have  experience 
with  children;  we  would  not  even 
necessarily  need  to  speak  the  same 
language  as  our  foster  child.  The  Com- 
monwealth of  Massachusetts  would 
provide  a  clothing  allowance,  pick  up 
medical  costs,  pay  us  a  daily  stipend 
of  between  $14  and  $17  per  child,  and 
throw  in  a  bunch  of  free  psychologi- 
cal and  spiritual  help.  It  sounded  like 
a  pretty  good  deal. 

In  the  end,  a  shelter  finally  allowed 


us  to  adopt  a  pair  of  tabby  litteri 
who  had  lost  their  natural  mothei 
quarry  explosion.  At  the  time  it  w; 
lieved  the  kittens  were  traumatl 
and  might  never  "get  used  to  peel 
which  may  be  why  they  were  entru 
to  a  pair  of  freelance  writers.  For  1 
ately,  our  affectionate  cats  adju  A 
quickly,  but  we  wonder:  Did  we 
the  right  decision?  It's  never  ea: 
choose  between  an  adoptee  who 
rodents  versus  one  who  may  need 
with  fractions,  but  we  figure  we 
offer  other  would-be  foster  parents 
benefit  of  our  research.  The  follow 
chart  is  based  on  interviews  with  M 
mal  shelters  as  well  as  the  Massac  I 
setts  Department  of  Social  Servria 
and  allied  children's  agencies. 


e,  in  a  mineral  spa 
[ttingfor  birdie  on 
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a  championship  golf 
course.  Discover 
yourself  in  paradise 
at  one  of  SupcrClubs' 
three  magnificent 
Grand  Lido  Resorts. 

Here,  you'll  find  the 
Super-Inclusive  Wortd  of  sumptuous 
cuisine,  gracious  service  and  infinite 
possibilities.  Even  free  weddings.  All 
for  one  upfront  pice  and  tipping  is 
never  permitted. 

For  more  infonnation.  call  j 
travel  agent  or  SupcrClubs $1 
l-800-GO-SUPER/Ext.  7135. 
Contact  us  on  the  Internet  at: 
wwwsupeiclubs.com 
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RESORTS 

Negril  •  Sans  Souci  •  Braco 


CAN  YOU  CHOOSE 
AGE,  RACE  OR 
SEX  OF  ADOPTEE? 


Yes,  but  choices 
are  limited 


Infinitely  wide 
selection  available 


PUREBREDS 
AVAILABLE? 


MAY  I  CONTACT 
BIRTH  PARENTS  FOR 
INSIGHTS  AND  ADVICE? 


Not  bloody  likely 


Yes 


Highly 
discouraged 


Highly 
encouraged 


MUST  I  SPEAK 
SAME  LANGUAGE 
AS  ADOPTEE? 


Not  applicable 


CAN  I  RETURN 

HE/SHE/IT  IF 

WF  nON'T  GET  ALONG? 

E  TMASIA  FOR 

U  !ED  CLIENTS? 


Usually 


Sometimes 


No 


! 


Always 


Never 


U)ed  like  -to 

irrtroduce-  -tine 

Ma^er'^   MaA 

Colo^^a-l 

Collection. 

£xrf  u>e  u>on-t\ 


I'm  afraid  ilna-t  u)hen 
i-t  come.5  -to  making 
bourbon,   I  m  yjs-t  a 
one --trick-  ponw.  I+'s 
ra-ther  unfor-tuna-te 
since  -tbe.  -trend  nou)  is 
-for  dis-tillers  -to  crea-te 
exo-tic  collections  of 
pricew  bourbons. 

I've,  -tried  everw-thing 
-to  crea-te  mu  oion 
collec-tion.  I've,  aged  our 
bourbon  longer .   I  've 
looked  a+  increasing 
-tbe  proof.  I've  even 
considered  yjst  pu-bting 
a   14£  gold  label  on  our 
regular   Maker's  boi~tle 
and  charging  more  for 
i-t.  £>u-t  none  of  -tba-t 
s-tuff  feels  rigb+. 

Mawbe  rt's  because 
none  of  i-t  mak.es  our 
bourbon  -tas-te  bei~ter 
-than  rt  already  does. 
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iv)Mark? 


Visrt  us   a-t  uOu)u)  .makLersmarl6.com 

Mater's.  Mark.  Dis-fillery,  Lore-tto,  £Y  400M,  41%  Ale  ./Vol.  (90  Proot\  fully  Ma+ured 
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(auto-exoticism 


Amore  Personnel 
Carrier 


By  Parnelli  Jones 


EARLY  EVERY   AUTOMOBILE  COMPANY 

t  there  today  boasts  about  its  links  to 
le  racing  world.  And  almost  all  of  them 
ill  tell  you  that  your  family  car  goes  fast 
cause  of  what  they've  learned  at  the  track. 
olvo,  too,  plays  up  racing,  but  to  my  mind 
ey've  always  been  a  little  bit  smarter  than 
e  others  in  addressing  today's  market. 
Vhat  Volvo  emphasizes  isn't  just  perfor- 
ance,  but  what  racing  has  taught  them 
tout  safety.  And  that  will  be  particularly 
lportant  to  the  marketing  of  the  com- 
any's  first  convertible  in  more  than  40 
ears,  the  new  C70. 
Seems  like  everybody's  going  tops  down 
ese  days,  so  it  was  only  a  matter  of  time 
etore  the  Swedes  gave  their  coupe  a  hair- 
Lit  too.  For  Volvo  it's  been  tricky,  though. 
ow  do  you  convey  sporty  when 
our  reputation  is  for  impreg 
able  yuppie  station  wagons? 
Veil,  let's  answer  that  ques- 
orf  before  we  get  back  to 
le  safety  aspects. 

Start  with  a  2.4  liter  en- 
ne:  twenty-valve,  five-cylinder, 
lrbo  charged.  It  puts  out  about 
jo  horsepower  through  the 
ont  wheels.  Frankly,  I  thought 
t  first  that  Volvo  had  underpowered  the 
70,  but  I'm  willing  to  testify  after  a  week 
riving  the  freeways  of  L.A.  that  the  throt- 
e  really  responds  (0-60  in  8.5  seconds), 
ven  with  an  automatic  gearbox.  (A  236 
lorsepower  with  a  five-speed  transmission 
vill  debut  next  year.)  Next,  you  fit  a  set  of 
7-inch  wheels  for  good  handling,  and  ABS 
lisk  brakes  (vented  fronts).  Hit  the  "top 


down"  button,  let  the  Cjos  terrific  ten- 
speaker  sound  system  kick  in,  and — you  got 
it! — sports  car. 

But  it's  in  the  safety  area  that  Volvo  starts 
pulling  away  from  the  pack.  Now,  remem- 
ber, no  convertible  is  ever  going  to  be  as  safe 
as  a  hardtop,  particularly  in  roll-overs.  The 
more  metal  around  you,  the  better  off  you 
are.  Volvo  has  cleverly  compensated,  how- 
ever, by  drawing  from  a  variety  of  open- 
wheel  race  cars — essentially  convertibles — 
that  rely  on  a  "roll  cage"  concept  to  keep 
drivers  from  injury. 

Volvo  calls  it  a  safety  cage  and  it's  made 
up  of  a  number  of  elements:  Behind  the 
Qjos  rear  pas- 


The  Volvo  C70 
convertible: 
Sporty  comfort 
meets  the 
Bradley  fight- 
ing vehicle 


senger  compartment  is  a  horseshoe-shaped 
"rigidity  zone,"  essentially  a  curved  wall  made 
of  super-hard  steel.  Up  front,  the  wind- 
screen pillars  of  the  windshield  are  rein- 
forced, as  is  the  floor  pan  and  subframe. 
The  doors,  too,  are  hardened  with  anti-in- 
trusion beams,  and  contain  the  side  airbags 
(supplementary  to  the  front  airbags).  The 
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Antimagnetic: 

It  attracts  absolutely  nothing. 

Except  attention. 


Ref.  3706 

The  mechanical 
pilot's  chronograph 
with  a  soft  iron  inner 
case  for  protection 
against  magnetic 
influences.  $  3  995- 


IWC 


nil   I  \\tll\  II  »l  II  RSIXCI   1916 
BRO     IWAYP1  IZA.WALM  r CREEK 
0P1  N  7  DAYS  A  WEEK 


For  complete  IWC  catalog  pie  i  432-9330 

Imp:   www.iwc.ch 


real  highlight,  though,  is  what  Vo 
calls  its  ROPS,  or  roll  over  pro 
tion  system.  It  consists  of  two  p 
tective  hoops — roll  bars — behind 
rear  seat  head  restraints.  The 
spring  loaded  and  designed  to 
up  if  the  car  rolls  beyond  pre 
"trigger  points,"  (side  to  side  40 
grees;  front  to  back  72  degrees) 
sensor  also  responds  if  the  car  becor 
airborne,  and  will  deploy  the  bar: 
two  tenths  of  a  second.  It  even  wo 
on  reserve  power  if  the  engine  sh 
down  in  an  accident.  It's  not  go: 
to  get  much  safer  than  that  in  1 
convertible  that  I  know  of. 

And  while  we're  in  the  back  s 
here's  another  nifty  improveme 
both  front  seats  run  on  electronic 
controlled  tracks  that  can  be  op 
ated  by  the  rear  seat  occupants.  I 
the  switch  and  exit  with  ease. 

The  C/o's  innovations  havft 
couple  of  small  drawbacks,  howev 
Probablv  the  biggest  is  that  the  I 
seat  steel  wall,  along  with  the  elect 
motors  that  operate  the  top,  ha 
virtually  whittled  trunk  space  do\ 
to  a  nearly  unusable  8.0  cubic  fe 
(I'm  afraid  that  you'll  have  to  str 
the  of  golf  clubs  into  the  passeng 
seat  beside  you.) 

My  other  complaint  about  ti 
C70  is  minor  as  well:  Its  stylii 
isn't  what  you'd  call  breathtakin 
I'm  glad  that  Volvo  did  awav  \vi 
the  old  box}'  look,  but  in  roundii 
the  corners  off  the  companv  has  mai 
the  car  almost  indistinguishable  fro 
the  Mustang  or  the  Chrysler  Sel 
ring.  Those  are  both  handsome  cat 
sure,  but  at  roughly  545,000,  Voh 
should  do  more  to  set  the  C70  apa 
from  the  import  convertibles  it 
competing  with,  principally  the  Sa< 
9-3,  the  Mercedes  CLK320,  and  tl 
BMW328i. 

But,  hey,  that's  a  matter  of  pe: 
sonal  taste.  I  liked  this  car.  And 
you've  been  driving  the  big  Volv 
station  wagon  because  it's  built « 
sturdy  as  a  Sherman  tank,  well,  no' 
you  can  retain  that  sense  of  securit 
with  the  C70,  and  feel  the  wind  i 
your  hair  too.  • 


Was  it  a 


chudnood 
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or  was  it  the  miles? 


f  course,  nobody  worships  miles  like  they 
)  heroes.  But  when  you  use  your 
tibank  A  Advantage'  card,  you'll 
irn  one  AAdvantage  mile  on 
Tiencan  Airlines'  for  every  dollar 
)u  spend."  And  over  12  million 
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locations  gladly  accept  the  Citibank 
AAdvantage  card.  So  you'll  have  plenty 
of  opportunity  to  earn  miles  when 
you  tip  your  cap  to  the  old  greats. 
To  apply,  call  I-800-FLY-4444. 
Never  miss  another  mile. 


e  Citibank  AAdvantage  card  is  60.000  miles  per  calendar  year  (purchases  recorded  on  your  Jan-Dec  billing  statements)  American  Airlines  A'Advantage  Platinum'  and  A'Advar- ; 

;»,  AAdvanUge  Platinum  and  AAdvantage  Gold  are  registered  trademarks  of  American  Airlines,  Inc.  Amencan  Airlines  reserves  the  right  to  change  AAdvantage  program  rules,  regulations, 

.  end  the  AAdvanUge  program  with  six  months  notice.The  Citibank  AAdvantage  card  is  issued  by  Crtibank  i'South  Dakota),  N.A  ©  1 997  Citibank  (South  Dakota).  N.A.  Member  FDIC 
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•BRIGHT.  8ACKLIT TOUCHSCREEN  DISPLAY 
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The  NINO  300  Personal  Companion 


with   Voice   Activation.    6:05   AM:    250 


sit-ups.    Incline.   6:25   AM:  Treadmill. 
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View   e-mail   from   last 


night's  meeting.  6:26  AM:  Brain  flash! 


Record  voice  memo  of  response   to 


shareholders.  6:30  AM:  Get  MSNBC 


update.  Check  scores  of  three-man 


tournament  on  Web.  7  AM:  Start  my  day. 


For  more  information  call  1-888-367-8356 
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or  visit  www.nino.philips.com.  NINO. 


Everything  you  need.  Everywhere  you  go. 

■e-gfl  by  *Standard  with  the  Nino  320  model;  optional  for  Nino 

v  301    and    Nino    312.   ©    1998    Philips    Electronics 

I  North  America  Corporation.  Nino  is  a  registered 

/  trademark  of  Philips  Electronics.  All  other  names  are 

'ft  either  registered  trademarks  or  trademarks  of  their 
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Ladies  Who  Hunch 


By  Rebecca  Johnson 


/omen's  investment 
roups  are  on  the  rise, 
rofits  are  good,  but  it's 
tie  food  that  separates 
lie  bulls  from  the  bears. 

I    SAY  ONE  THING  FOR  WOMEN:  Wk  DO 

<e  to  join  things.  You  could  write  the  his- 
■ry  of  American  women  in  this  century  by 
me  groups  we  have  formed — sewing  circles, 
dubs,  Tupperware  parties  ("If  you're 
ally  my  friend,  you'll  buy  this  salad  spin- 
consciousness-raising  groups  ("I 
>und  my  cervix!") — and  you  can  define  the 
Hst  two  decades  by  the  most  recent  mani- 
festation of  that  urge:  investment  clubs. 
;  The  most  famous  women's  investment 
jub  is,  of  course,  the  Beardstown  Ladies. 
■brget,  for  a  minute,  their  lousy  math  and 
l-ie  attendant  accounting  scandal,  and  re- 
member their  glory  days.)  While  the  ladies 
■ere  busy  buying  stocks  I,  like  a  lot  of 
i  Americans,  was  plowing  my  discretionary 
icome  into  mutual  funds.  At  first,  it  was 
grilling  to  watch  the  Windsor  II  fund's 
ow  and  stately  ascent.  But  soon  I  was 
i.'mpted  by  the  leaps  and  dips  a  few  pages 
Iver  on  the  NASDAQ,  the  New  York 
htock  Exchange  and  the  American  Stock 
i-xchange.  I  bought  two  stocks  based  on 
j  ps  from  friends.  One  soared.  One  tanked. 
1  sold  the  one  that  soared  too  early  and  the 
jne  that  tanked  too  late.  After  I  sold  the 
jne  that  tanked,  it  soared. 

This  taught  me  a  valuable  lesson:  I'm  a 
busy  investor.  One  day  my  friend  Cynthia, 
i/hose  investing  record  was  as  motley  as  my 
j'Wn,  and  I  were  talking  about  the  Beards- 


town  phenomenon  and  the  news  from  the 
National  Association  of  Investors  Corp. 
(NAIC)  that  female-only  investment  clubs 
were  not  only  soaring  (they  increased  24 
percent  between  1987  and  1997),  but  return 
a  yearly  average  of  17.9%  on  investments,  as 
compared  to  15.6%  for  men-only  groups. 
Inspired  by  the  ladies,  we  decided  to  pool 
our  weaknesses  and  create  a  strength. 

Thus  was  born  the  Monetta  Investment 
Club,  a.k.a.  Money  Bags,  a.k.a.  The  2nd 
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file  displays  the  elegance  of  jewelry.  Its  face,  the  precision  of 
a  high-performance  instrument.  Its  back,  a  watchmaker's  masterpiece. 
Fashioned  gold  or  in  platinum,  this  hand-wound  chronograph  by 
Vacheron  onstantin  makes  time  stand  still  at  will.  The  better  to  add 
enduring  <  njoyment  to  your  every  moment. 


VACHERON  CONSTANTIN 

Till  OLDEST  WATCH  MANUFACTURER 

•\  a,  since  1755 
FORIM  I  \IK>\  CALL  877-862-7555 


J'  csday  of  the  Month  Club. 
In  an  ideal  world,  members  of  an 
estment  group  would  represent  a 
1  >ad  spectrum  ot  professions,  ages, 
i  e  and  tastes.  The  NA1C  handbook 
ommends  "a  rounding  out  of  var- 
js  experiences,  skills  that  might 
I  useful."  I  have  read  about  people 
o  approach  strangers  and  convince 
;m  to  hand  over  $5,000 
th  the  promise  of 
ublini£  it.  The 
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e  I  read  about 
>se  people  was  the 
lice  blotter.  And  so  we 
ded  up  with  ten  women  who 
:  friends  or  friends  of  friends, 
10  were  bridesmaids  in  each 
I  her^'  weddings,  who  live  in 
I  e  same  place  (New 
•  nrkCity),  have 
:  same  jobs 
ledia  world), 
t  the  same  lettuce  (arug- 

md  vote  the  same  ticket  (Dem- 
rat).  What  do  we  know  about  the 
multinational  corporations  that 
ter  to  most  of  America?  McDonald's? 
ever  touch  the  stuff.  Wal-Mart? 
a;ot  the  only  panic  attack  I've  ever 
id  in  one. 

At  first  we  met  during  the  cocktail 
>ur,  drank  wine,  ate  nothing  and 
ded  up  drunk.  Which  explains  why 
od  plavs  a  surprisingly  large  role  in 
e  Beardstown  oeuvre.  In  the  book 
at  made  them  famous,  each  mem- 
o's biography  includes  a  recipe  for 
e  kind  of  food  Barbara  Eden  might 
ive  cooked  for  Larry  Hagman  in  I 
beam  ofjeannie.  Sour-cream  noodle 
ake.  Ham  loaf.  If  the  Monetta  Club 
rtx  wrote  a  book,  we'd  have  to  pub- 
sh  the  phone  numbers  of  our  fa- 
arite  take-out  places  next  to  our 
ictures.  Even  so,  you  can  tell  a  lot 
)out  a  person  by  what  she  orders  for 
e  group  dinner. 

Take  Patty,  the  elegant  cipher, 
'atty  is  a  screenwriter  who  lives  on 
he  top  floor  of  an  empty  mansion  on 
•"ifth  Avenue  and  used  to  write  for 
Saturday  Night  Live.  When  we  meet 
.t  her  house,  she  orders  tea  sand- 
viches  cut  into  triangles  and  rolls 


them  out  on  a  silver  serving  tray. 
Leslie  has  her  own  business  represent- 
ing fashion  and  art  photographers, 
lives  downtown,  wears  minimalist 
clothes  in  a  somber  palette  and  orders 
beautiful,  art-directed  food.  Tiny 
Vietnamese  summer  rolls  wrapped  in 
translucent  rice  paper.  Delicate  or- 
ange-colored dipping  sauces  fes- 
tooned with  tiny  bits  of  chopped 
chives.  Elise,  a  magazine  writer  who, 
like  me,  is  well  attuned  to 
the    feast-and- 
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famine  cycle 
of  the  freelance 
world,  orders  the  familiar  Chinese — 
Buddha's  delight,  lemon  chicken  and 
fortune  cookies.  You  will  have  success 
in  finance.  No.  2009838. 

Perhaps  our  hardest  task  was 
choosing  a  name.  The  fact  that  we 
have  three  will  tell  you  something 
about  our  consensus-building  ability. 
Officially,  we  are  named  the  Monetta 
Investment  Club,  supposedly  after 
the  Greek  goddess  of  money.  I  hate 
this  name.  It  was  Cynthia's  idea. 
Cynthia  does  yoga,  quotes  Carl  Jung, 
and  has  been  to  colon  camp  (and  not 
for  punctuation  purposes).  You'd 
think  she'd  be  ethereal  and  easy  to 
push  around.  That's  what  the  British 
royal  family  thought  about  Di.  The 
rest  of  the  group  hated  the  squishi- 
ness  of  Monetta,  too,  but  neither  did 
they  like  my  choice,  Money  Bags, 
which  was  suggested  by  my  boyfriend 
at  the  time,  a  film  director  and  the 
kind  of  person  who  buys  the  Sunday 
New  York  Times  and  walks  straight 
to  the  garbage  can  to  throw  out  the 
business  section.  The  group  thought 
Money  Bags  was  more  contemptuous 
than  playfully  ironic  and  not,  there- 


A  DAY  IN  THE  LIFE 

OF  A  FORBES 

RENAISSANCE 

PERSON 

AM 

5:30-Wake  up  call;  hit  the 
exercise  room  for  30. 

6l45-Take  the  scenic  route  to 
your  client's  office;  the  rental 
sedan  needs  a  workout  too. 

7;50~Breakfast  meeting  with 
client's  senior  officers. 

9l00-You  congratulate  yourself 
(again)  for  brokering  a  key  deal. 

9:15-Resist  the  urge  to  dive 
into  your  82  e-mail  messages; 
you've  got  an  11am  flight. 

9:30-Broker  calls  on  your  mobile 
phone  with  hot  tips;  you  know 
more  about  technology  stocks 
than  he  does. 

10l40-You  check  your  messages 
from  the  departure  lounge.  Great 
news:  golf  date  is  set  with  the 
CEO  of  your  newest  acquisition 
target. 

11:15-ln  air.  You  review  the 
quarterly  earnings  reports. 

PM 

1 :00-Client  Lunch 

3:00-Meetings  with  sales  staff 
of  your  local  office. 

4l30-Call  boat  crew;  you'll  be 
ready  to  sail  the  Bermuda  race. 

6l30-Still  working,  because  tomor- 
row you've  got  to  leave  early  for  your 
son's  soccer  match. 

8l30-Dinner  at  a  nice  restaurant. 
A  glass  of  wine  and  a  cigar  are 
in  order  after  the  meal. 

1 1  lOO-You  have  an  early  flight 
and  a  full  day  at  the  office  ahead, 
so  you  need  your  beauty  rest. 


A  Renaissance 
Person  seeks 
hotels  where 
hospitality     ^ 


•  %r    ~&i 


(No  matter  what  your  title.) 


vW> 


All  requests  are  graciously  attended  to  at  Renaissance  Hotels 

and  Resorts  (even  king-sized  requests).  That's  why  we  were  ranked  the  "Highest  Upscale* 
Hotel  Chain  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer  Magazine/J.D.  Power  and 
Associates  study.**  You  see,  we  believe  catering  to  our  guests 
is  the  essence  of  Renaissance  Hospitality:*  It  means  you  may  ask  our  staff  for  truly  anything. 
And  at  every  Renaissance  hotel,  you'll  enjoy  superb  dining,  comfortable 
accommodations  and  a  warm,  inviting  atmosphere.  There  are  over  70  Renaissance  Hotels 
and  Resorts  in  23  countries  worldwide.  And  hospitality  reigns  in  each  and 
every  one  of  them.  Call  1-800-HOTELS-l  or  your  travel  agent,  or  visit  us  at  renaissancehotels.com.     ^tf§1 

It's  time  for  a  Renaissance. 

RENAISSANC 

HOTELS  AND  RESORTS 

•Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "*Fi  |azine/J.D.  Power  and  Associates  1998  Upscale  Hotel  Chain  Guest  Satisfaction  Study;"  Study  conducted  ami 

frequent  business  travelers  at  upscale  hotels  and  is  based  on  8,067  individual  >  ipscale  hotel  chains  were  ranked  in  the  study.  ©1998  Renaissance  Hotels  International 
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>re,  the  healthiest  weltansicht  for  the 

Indeavor  at  hand.  A  few  months  later, 
>mebodv  came  up  with  the  blessedlv 
kneric  2nd  Tuesday  or  the  Month 
lub,  so  named  tor  the  day  we  met,  but 
ke'd  already  registered  with  Paine- 
/ebber,  our  broker,  as  Monetta. 
We  had  a  group.  We  had  a  name. 
|Ve  had  something  to  eat.  Now  we 
jieeded  a  purpose.  To  make  money, 
mviously.  But  how?  Buv  low.  Sell 
Ugh.  Equally  obvious.  But  buv  what? 
Investors,  it  turned  out,  have  person- 
fities.  Were  we  fundamental  invest- 
)rs-  Technical?  Contrarian?  Market 
timers?  Scattered  and  whimsical 
iidn't  seem  to  be  options.  The 
Jeardstown  Ladies  are  fundamental 
Investors.  They  look  tor  companies 
nth.  low  betas  and  low  price/earn- 
ings ratios  (P/Es).  We  started  out  try- 
ing to  follow  those  guidelines,  but 
poon  discovered  that  all  the  tun  com- 
panies have  high  betas  and  high 
VEs.  Automobile  companies  have 
|ow  P/Es.  Microsoft  and  Gateway 
lave  P/Es  in  the  stratosphere. 

We  decided  we  needed  profes- 
sional advice.  One  ot  the  advantages 
)t  living  in  New  York  is  access  to 
^all  Street.  You  can't  go  anvwhere 
tn  the  city  without  running  into  a 
master  ot  the  universe.  Before  I 
started  betting  on  the  Dow,  these 
men  (Eve  yet  to  meet  a  female  invest- 
ment banker,  though  I'm  told  they  do 


exist)  drove  me  nuts.  As  far  as  I  could 
tell,  it  was  their  fault  that  one-bed- 
room apartments  cost  half  a  million 
dollars.  But  now  when  I  meet  an  in- 
vestment banker  I  don't  make  hostile 
allusions  to  Karl  Marx,  I  invite  him 
to  address  the  group.  It's  amazing 
how  many  say  yes. 

You  might  think  these  financial 
mandarins  are  encouraging  and 
supportive.  They're  not.  They  know 
how  sausage  is  made  and  they  think 
we're  crazy  to  try  and  buy  individual 
stocks.  One  investment  adviser  who 
specializes  in  matching  capital  with 
new  media  companies  suggested 
we'd  be  better  ott  pooling  our  money 
and  renting  a  ski  chalet  in  Vermont. 
The  editor-in-chief  of  a  national 
business  magazine  turned  out  to  own 
only  five  tuddv-duddv  blue-chip 
stocks  and  a  bunch  of  CDs.  I  told 
him  we  were  thinking  ot  investing  in 
Yahoo!,  the  Internet  search  engine 
company,  which  was  then  trading  at 
$32  a  share.  I  Ic  said  to  forget  it.  Too 
riskv.  Last  I  looked,  the  stock  was 
trading  at  $148  a  share. 

One  investment  banker  told  us 
he'd  never  invest  in  a  company  unless 
he  sat  on  its  board  ot  directors,  which 
was  not  terribly  helpful.  Another  said 
he'd  never  invest  in  a  company  run  by 
a  tat  person.  "It's  a  control  issue,"  he 
said.  We  had  a  selt-described  manic- 
depressive  broker  from  one  of  the 


YOU  GO,  GIRLS! 


Excluding  dividends,  the  Monetta  Investment  Club's  portfolio  rose 
5.06%  between  April  15  and  July  31,  1998,  handily  beating  both  the  S&P 
500  and  the  Dow  Jones  Industrial  Average.  Monetta's  holdings  consist  of 
i.Amylin  Pharmaceuticals;  2. Cisco  Systems;  3.The  Good  Guys;  4. Intel; 
5. On  Stage  Entertainment;  6. Starbucks;  /.TimeWarner;  8. WorldCom; 
9. a  Dogs  of  the  Dow  unit  trust. 


CHANGE  IN  VALUE,  APRIL  15-  JULY  31,: 


THE  DOW 


-3.04% 


^  ^XarnottREWARDs s  - 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 

been  easier  to  earn  free  vacations. 

You  can  earn  points  at  eight 

different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 

North  America-.  Arizona:  Scottsdale  •  California: 
Indian  Wells,  Long  Beach,  Los  Angeles,  San 
Francisco  (2)  •  Colorado:  Denver  •  Washington,  D.C. 
(2)  •  Florida:  Orlando  (2),  St.  Petersburg  • 
Georgia:  Atlanta  (3),  Lake  Lanier  •  Hawaii:  Maui 

•  Illinois:    Chicago,    Oak    Brook,    Springfield 

•  Maryland:  Baltimore  •  Massachusetts:  Boston  • 
Missouri:  St.  Louis  •  New  York:  New  York,  White 
Plains  •  Ohio:  Cleveland  •  Tennessee:  Nashville 

•  Texas:  Austin,  Dallas  (2),  Houston  • 
Washington:  Seattle  •  Canada:  British  Columbia: 
Vancouver  •  Ontario:  Niagara  Falls  •  South 
America:  Brazil:  Sao  Paulo  •  Caribbean: 
Dominican  Republic:  Santo  Domingo  •  Grenada: 
St.  George's  •  Jamaica:  Ocho  Rios  •  U.S.  Virgin 
Islands:  St.  Thomas  •  Europe:  Austria:  Vienna 
(2),  Salzburg  •  Czech  Republic:  Prague  •  France: 
Paris  •  Germany:  Chemnitz,  Cologne,  Dusseldorf, 
Hamburg,  Heidelberg,  Karlsruhe,  Leipzig, 
Munich  •  Russia:  Moscow  •  Switzerland:  Zurich 

•  The  Netherlands:  Amsterdam  •  United  Kingdom: 
London  •  Turkey:  Antalya,  Istanbul  •  Asia- 
Pacific:  China:  Hong  Kong  (2)  •  India:  Goa  • 
Japan:  Gifu,  Naruto,  Okinawa,  Sapporo,  Tokyo  • 
Korea:  Seoul  •  Malaysia:  Kuala  Lumpur  (2), 
Melaka,  Sandakan  •  Myanmar:  Yangon  • 
Philippines:  Manila  •  Australia:  Sydney  •  Middle 
East:  Egypt:  Alexandria  •  Israel:  Jerusalem  • 
United  Arab  Emirates:  Dubai 

Call  1-800-HOTELS-l 
or  visit  us  at  renaissancehotels.com. 


Asch/Grossbardt 

Fine  Inlaid  Gold  Jewelry 


tilt 


Links 

and 

Studs 


For  the  name  of  a  fine  jeweler 

near  you  or  to  order  a  brochure, 

please  call 

1-800-216-2481 

E-mail:  lnfo@aschgrossbardt.com 
www.aschgrossbardt.com 
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major  brokerage  houses  address  us. 
He  distributed  a  30-page  handout  in 
which  he  compared  the  act  of  invest- 
ing to  the  battle  between  Henry  V 
and  the  French  at  Agincourt.  After 
he  left,  we  debated  whether  he  was  a 
genius  or  a  madman. 

Only  one  guest  speaker  actually 
gave  us  stock  tips.  He  was  a  venture 
capitalist  specializing  in  micro-cap 
companies.  When  I  mentioned  his 
company  to  another  of  our  experts, 
he  frowned.  "Those  guys  are  sleaze- 
bags,"  he  said. 

The  best  thing  I  can  say  about  an 
investment  club  is  that  it  protects 
you  from  your  weaknesses.  I  tend  to 
dither  and  procrastinate.  Once  the 
group  figured  this  out,  they  stopped 
letting  me  place  the  actual  buy  order 
for  stocks.  I  revealed  my  Hamletlike 
tendencies  when  I  made  a  case  for 
buying  Cisco  Systems.  I  had  read  an 
interview  with  Jim  Clark,  the  guy 
who  took  Netscape  public  and  made 
a  gazillion  dollars.  Clark  made  the 
point  that  since  many  of  the  technol- 
ogy stocks  could  boom  or  bust,  what 
you  wanted  was  a  company  that  had 
dominant  market  share  in  a  product 
nobody  else  was  making  but  every- 
body needed.  The  article  mentioned 
Clark  owned  Cisco. 

This  was  early  in  the  group's  his- 
tory so  my  presentation  was  pretty 
crude.  I  had  research  from  a  handful 
of  analysts,  but  I  didn't  really  under- 
stand what  Cisco  makes  (still  don't, 
truth  be  told).  "They  build  network- 
ing systems,"  I  explained,  hoping  no- 
body would  ask  what  that  meant. 
The  group  voted  to  buy  100  shares  of 
Cisco  at  $53  a  share,  the  price  it  was 
trading  at  that  day.  I  experienced  a 
pleasant  flush — people  believed 
me! — and  said  I'd  call  our  broker  to 
place  the  order. 

The  next  day  I  was  busy  and  for- 
got to  make  the  call.  Two  days  later, 
I  remembered  and  checked  the  price 
of  the  stock.  It  had  gone  up  $2.  Two 
whole  dollars!  I  was  mortified.  My 
ing  had  cost  us  money.  I  could- 
n  t  v  it  now  because  I  had  only 
bee       ithorized  to  buy  it  at  $53.  And 


besides,  I'm  a  bargain-hunter— 
would  have  killed  me  to  buy  som 
thing  at  $55,  when  I  knew  perfect 
well  it  was  worth  only  $53.  I  had 
whole  month  until  the  next  meetin 
I  decided  to  wait  until  it  came  ba< 
down  to  $53.  Maybe  I'd  even  get  it  f 
less  and  then  everybody  would  coi 
gratulate  me  on  my  savvy. 

Alas,  hot  technology  stocks  do  n 
look  like  EKGs.  They  don't  go  up 
down,  they  just  go  up.  Until  they  £ 
down,  but  that's  another  story.  Eve: 
day  Cisco  gained  and  I  sat  on 
shameful  secret.  Cynthia  even  call 
to  congratulate  me  for  picking  Cisc 
Look  at  how  it  was  soaring.  Yes,  ye 
look  at  how  it  was  soaring  (we  eventv 
ally  bought  it  at  $71).  I  felt  ill. 

I  confessed  my  sin  at  the  ne 
meeting.  Everybody  claimed  they  for 
gave  me,  but  I'm  not  sure  they  die 
We  made  a  rule  early  on  not  to  hoi 
people  responsible  if  the  stocks  th 
recommended  turned  out  to  be  stink 
ers.  Still,  I  know  that  every  time 
look  at  Maggie,  I  think  Amylin 
bought  stock  in  the  tiny  biotech  com 
pany  on  her  recommendation.  It  hai 
a  promising  diabetes  drug  in  Phase  III! 
clinical  trials  and  Johnson  ocjohnsoi 
had  signed  on  as  a  partner,  but  twi 
months  after  we  bought  it,  Johnson  8 
Johnson  pulled  out  and  the  stocl 
plummeted.)  So  I'm  pretty  certain  ev 
eryone  else  is  thinking  Cisco  wher 
they  look  at  me.  A  friend  in  the  grour. 
even  confessed  that  there  is  a  shadow 
Monetta  portfolio,  a  what-we-would- 
have-made-if- Rebecca- were  n't- 
such-a-loser  figure  that  calculates  oiu  i  :  ■ 
profits  had  we  bought  Cisco  at  $53 
When  I  miss  a  meeting,  they  an- 
nounce the  figure. 

That's  the  other  thing  about  groups: 
when  you  goof,  there  are  ten  people 
there  to  remind  you  of  it.  Ten  people 
with  much  longer  memories  than 
your  own  when  it  comes  to  remem- 
bering your  mistakes.  Come  to  think 
of  it,  maybe  that's  the  reason  men  E  Sw 
aren't  as  attracted  to  groups:  When 
it  comes  to  mistakes,  they  like 
their  memories  short  and  selective. 
Monica  who?  • 
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The  Smart 


Choice: 


Iowa 


It-  not  New  York,  Los  Angeles,  Chicago,  Paris,  Tokyo 
(Home,  but  the  products  we  manufacture  are  found 
fcjhese  places. 

h  a  place  called  Amana,  Iowa,  USA  and  home  to 
#jiana  Appliances. 


n  A  /ff< 


r- 


I  r  products  manufactured  to  international  standards  of 
«  ality  (ISO  9001),  with  innovative  features  and  the  style 
vur  home  deserves,  visit  Amana  Appliances  at 
'/vw. amana. com. 


[OW/V* 

HE  SMART  STATE  FOR  BUSINESS9 


Innovation  a 
Iowa's  booming  economy. 
Whether  it's  developing  a  new 
generation  of  home  appliances,  \ 
designing  state-of-the-art  3-D 
imaging  software  or  building 
navigation  equipment  for 
commercial  aircraft  manufacturers,  , 
Iowa  businesses  use  Innovation 
and  Imagination  to  set  new  standards 
for  success.  Kp-^™ 

Our  world-class  educational 
system  encourages  critical  thinking 
in  individuals,  who  can  then  turn 
ideas  into  practical  products  for 
everyday  life. 

To  help  lowans  stay  on  the  cutting 
edge,  the  state  provides 
customized  employee  training 
programs  individually  designed 
for  each  business.  ''*^**' 

To  learn  how  your  business  can 
profit  from  Iowa's  smart  location 
advantages,  call  Bob  Henningsen 
at  the  Iowa  Department  of 
Economic  Development: 
800-245-IOWA 


www.smart.state.ia.us 
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PIONEER  MI-SHED  INTERNATIONAL.  INC. 
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MidAmerican     #1*  Rockwell    HON  INDUSTRIES 
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Fidelity  ^^H  Investments 


A  charitable  gift  whose 
greatest  benefit  lies  in  its  potential. 


As  Americas  #1  grantmaking  organization*  the 
Charitable  Gift  Fund  invites  you  to  join  us  in  making 
your  contributions  larger,  easier  to  make  and  more 
valuable.  That's  because  we  invest  your  contributions, 
allowing  your  charitable  gifts  to  potentially  grow  over 
time.  Of  course,  you'll  receive  the  traditional  tax,  capital 
gains  and  estate  benefits  of  charitable  giving.  At  the  same 
time,  we  assume  all  of  the  administrative  duties,  so  you 

CHARITABLE 


may  concentrate  on  the  causes  you  care  about  most 
More  than  50,000  charities  have  already  receivec 
more  than  $700  million  from  our  donors  through  th 
Charitable  Gift  Fund.  Now  we  invite  you  to  join  our 
donors  in  discovering  a  more  powerful  way  to  give. 
Call  us  today  or  visit  our  website  to  find  out 
more  about  how  the  Charitable  Gift  Fund  is  bringin 
more  to  giving. 


j0?u 


N  D 


59746.001 


800-68  2-443  8        www.charitable-gift.org 

*  Among  public  charities.  Chronicle  of  Philanthropy,  1996  rank 
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BACK  TO  SCHOOL  EDITION 


A-  ANOTHER  SCHOOL 
bear  approaches,  what 
have  we  learned  about 
the  high  price 
of  higher  ed?  The 
following  guide  to 
hist<  irical  college  cost 
includes  past  prices 
(and  their  1998  inflation- 
idjusted  equivalents). 

ARTS 

1958:  An  English  major 
might  have  purchased 
the  Complete  Works 
of  Shakespeare  in 
Oxford's  standard 
author  series  tor 
$3  ($17).  Or,  he  could 
shortcut  that  same  year 
through  the  inaugural 
line  of  Cliffs  Notes, 
featuring  16  Shakespeare- 


titles  at  $i  apiece  ($5.60). 
1998:  The  second  edition 
of  Houghton  Mif- 
flin's Riverside 
Shakespeare  goes  for 
$60.  Today's  Cliffs 
Notes  collection 
runs  only  $4-95  each. 


SCIENCES 

1909:  A  good  slide  rule 
from  Keuffel  &  Esser 
Co.  cost  $8  ($144). 
1972:  Most  slide  rules 
were  out  of  production, 
but  the  modern  hand- 
held calculator,  such  as 
Hewlett  Packard's 
J5]  ll\  retailed  for  $395 
($1,540). 

1998:  The  modern-day 
equivalent,  HP's  48  G 
RPN,  goes  for  $100  to  $115 


ROCK  ON 

196J:  A  ticket  to  see 
the  Four  Freshmen 
perform  at  their 
alma  mater,  Butler 
University,  ran  $6  per 
couple  ($32  today). 
1998:  Unkempt  un- 
dergrads  flock  to  hear 
the  trance-inducing 
sounds  of  Phish 
for  $22.50  to  $25  a  head. 


ROAD  TRIP 

1968:  Kids  on  scholarship 
bought  the  VW  Bug 
for  the  historically 
„  frugal  price  of  $1,699 
($7,958).  That 
same  year, 
the  BMOC 
purchased  the 
BMW  2002  for 


(De)Evolution  of  the  Modern  University 

Try  to  determine  education's  historical  "best  buy"  (1998  equivalents  in 

parentheses) 

Date 

Yale 
Tuition 

University  Of 

Connecticut 

Tuition 

Nine-Months' 
Pay  For  Tenured 
Professor • 

Rose  Bowl 
Tickets 

7"  to  9" 
Preserved 
Lab  Rat 

1940 

$450 
($5,239) 

Free 

$4,300 
($50,064) 

$4.40 
($51) 

$1.25 
($15) 

1950 

$600 
($4,058) 

Free 

$8,000 
($54,107) 

$5.50 
($37) 

$2.25 

($15) 

1960 

$1,400 
($7,709) 

Free 

$12,750 
($70,211) 

$6.00 
($33) 

$2.00 

($11) 

1970 

$2,550 
($10,712) 

Free 

$17,000 
($71,417) 

$8.00 
($34) 

$2.50 
($10.50) 

1980 

$6,210 
($12,284) 

$540 
($1,068) 

$33,500 
($66,268) 

$18.50 
($37) 

$3.30 
($6.50) 

1990 

$15,180 
($18,931) 

$1,640 
($2,045) 

$64,500 
($80,439) 

$42 
($52) 

$4.98 
($6.20) 

1998 

$23,780 

$4,158 

$79,300 

$110 

$5.55 

*  Source:  The  University  of  Texas  at  Austin 

around  $3,300  ($15,456). 
1998:  Kids  on  a  budget 
buy  VWs  New  Beede 
for  $15,200,  while  the 
Big  Man/Woman 
On  Campus  buys 
theBMW3i8ti 
for  $21,960. 

GREEK  LIFE 

1848:  Six  men  at  Miami 
University  of  Ohio 
formed  the  Greek-letter 
society  Phi  Delta  Theta. 
In  those  days,  there 
were  no  annual  dues  and 
Phi  Delts  lived  like  gods! 
1998:  The  fraternity's 
general  headquarters  col- 
lects $130  per  man  to 
cover  liability  insurance 
and  another  $25  for  an- 
nual dues. 

CHUGALUG 

194J:  Four  six-packs  of 
a  premium  beer  like 
Pvheingold  sold  for  $3.76 
($27).  In  Connecticut, 
disorderly  conduct  earned 
six  months  in  jail  and/or 
a  $200  fine  ($1,461). 
1998:  With  the 
drinking  age  at  21, 
upperclassmen 
enjoy  a  case  of  Bud- 
weiser  for  around 
$14.99.  Disorderly 
conduct  in  Connecticut 
today  is  a  Class  C 
misdemeanor  carrying 
a  maximum  sentence 
of  three  months  and/or 
a  $500  fine.  • 
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Reward  your  efforts 

with  the  Bose  Acoustic  Wave® 

music  system. 

Among  the  satisfactions  of  hard  work  are 

the  pleasures  it  affords.  Your  favorite 

music,  for  example,  reproduced  with  exceptional 

fidelity  on  your  Bose  system.  With  its  incomparable 

bass  and  acoustic  range,  the  system  delivers  sound  so  rich 

it  prompted  the  Los  Angeles  Daily  News  to  call  it  "...the 

world's  most  remarkable  compact,  one-piece  stereo!' 

A  lot  of  hard  work  went  into  our 
patented  waveguide  technology. 

Our  engineers  worked  long  and  hard  to  develop 
component-quality  sound  in  a  compact  stereo. 
Their  efforts  were  rewarded  with  the  invention  of 
acoustic  waveguide  speaker  technology.  Threading  its  way 
through  the  system's  interior  is  an  acoustical  channel  that 
does  for  bass  what  a  flute  does  for  a  breath  of  air- builds  it 
into  room-filling  sound  so  big,  "you'll  find  yourself  looking 
around  for  a  hidden  subwoofer"  (Macworld).  It's  the  only 
compact  stereo  that  has  this  revolutionary  speaker  technology, 
which  earned  our  team  of  engineers  the  pr<     igious 
"Inventor  of  the  Year"  award.  g 


Folded  inside, 

our  patented  seven-fool 

acoustic  waveguide 

enriches  sound 


Its  operation  is  effortless. 

The  system's  quite  advanced,  yet  it's  incredibly 
simple  to  use.  Just  plug  it  in  and  press  "Play." 
The  CD  player,  AM/FM  radio,  and  three 
j> y     speakers  are  all  built  in,  so  you'll  have  no  wires  or 
external  speakers  to  hook  up.  There's  even  a  handy  credit 
card-sized  remote  control.  And  because  the  system  measures 
just  10.5"H  x  18"Wx  6.5 "D,  it  fits  almost  anywhere. 

It's  no  work  at  all 
to  try  it  in  your  home  for  30  days. 

The  Acoustic  Wave®  music  system  is  available  directly 
from  Bose,  the  most  respected  name  in  sound.  For 
your  free  information  kit,  call  1-800-898-BOSE, 
ext.  G3425,  today  and  learn  how  you  can  listen  to 
the  system  in  your  home  for  30  days,  satisfaction 

guaranteed.  You'll  find  that  few  things  reward  your  hard 

work  as  richly  as  Bose. 

Call  1-800-898-BOSE,  ext.  G3425, 

to  receive  your  free  information  kit. 

For  information  on  all  our  products:  www.bose.com/g3425 

Mr  /Mis  /Ms 

Nome  IPIeose  Print) 

Address/Gty/Sioie  Zip 


Daytime  Telephone  Evening  Telephc 

.  Or  moil  lo  Bose  Corporation,  Depl  CDCH33425. 

The  Mountain.  Fiamingham  MA  01/01-9168 


Better  sound  through  research  ■ 


©1998  Bose  Corporation  Patent  rights  issued  ana  c  I  pending  Quoles.  Rich  Warren,  IA  Doily  News,  2/92,  Macworld,  2/98 


iY  Susan  West 
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Okay,  Well  Skip  the  Surgery 

CLEVELAND,  OHIO — If  you've  just  had  knee  surgery  and  figure 

vou'll  ease  back  into  things  by  playing  a  round  or  two  on  the  links, 

forget  it.  Using  video  cameras  and  computers,  orthopedic  surgeons 

and  biomedical  engineers  at  the  Cleveland  Clinic  Foundation 

0-   and  Ohio  State  University  examined  the  healthy  knees  of  13 

golfers  while  they  made  their  best  five-iron  fairway  shot.  Turns 

out  that  the  typical  downswing  puts  as  much  stress  on  the  knees 

as  running  in  a  straight  line  and  abruptly  turning  to  one  side — exacdy 

the  sort  of  movement  recovering  knee  patients  must  avoid,  say  the  docs. 


LONDON — Like  new  mothers,  new  fathers  can  get 
depressed  after  the  birth  of  a  child.  Research- 
ers who  questioned  more  than  6,500  new  moth- 
ers and  fathers  before  and  after  the  event 
learned  that  about  three  percent  of  the  men 
became  blue.  (Overall,  13  percent  of  women 
have  postpartum  depression.)  Those  who 
had  stepchildren,  were  with  single  moms, 
or  whose  partner  was  down  as  well 
were  the  most  likely  to  be  depressed. 


ViiiiDS! 


ButJustTry 

To  Find 

ADecentLatte 

ROTHERHAM,  ENG- 
LAND— Green  acres  is  the 
place  to  be — because  the 
chance  of  getting  an  ulcer  is 
lower  than  in  the  city.  No, 
it's  not  the  stress.  It's  the  lack 
of  bacteria.  Research  fellow 
Darren  Morton  at  Rother- 
ham  General  Hospitals  has 
found  that  more  than  a  third 
of  city  folks  in  his  part  of 
England  are  infected  with 
Helicobacter  pylori,  the  bug 
that  causes  most  stomach 
ulcers.  But  only  about  a 
quarter  of  country  dwellers 
are  infected.  The  city  means 
more  human  contact,  which 
means  more  chances  of 
infection,  Morton 
suggests.  The 
downside,  of 
course,  is  that 
it's  harder 
to  get  good 
take-out  in 
the  country. 
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Works  of  Art  by  Carl  Faberge,  including  Selected 
Works  from  The  Collection  of  Forbes  Magazine 

Auction  in  New  York:  Tuesday,  December  1,  1998 


Exhibition  opens: 

Wednesday,  November  25 

Inquiries: 
Gerard  Hill 
(212)606-7150 
fax  (212)  606-7019 

Catalogue: 

(800)  444-3709; 

outside  the  continental  U.S. 

(203)  847-0465 

fax  (203)  849-0223 

Sotheby's 

1334  York  Avenue 

New  York,  NY  10021 

www .  sothebys.com 

An  Important  Russian  Imperial 

Faberge  Silver,  Enamel  and  Jeweled  Mirror, 

workmaster  Johann  Victor  Aarne, 

St.  Petersburg,  circa  1900, 

with  diamond-set  monogram  of  Grand 

Duchess  Marie  Pavlovna  (1854-1920), 

height  8  '/■  inches. 

Auction  estimate:  S100,000-200,000 

Exhibited: 

Faberge  in  America 

The  Metropolitan  Museum  ot  Art, 

New  York  1996 
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AtLeastlfYou 
Have  a  Heart 

Attack  You  Can 
CallforHelp 

FREIBURG,  GERMANY- 
IT  your  blood  pressure 
is  up,  your  cell  phone 
might  be  to  blame. 
Researchers  here  at- 
tached cell  phones  to  the 
right  ears  of  ten  healthy 
volunteers,  then,  un- 
beknownst to  the  sub- 
jects, switched  the 
devices  on  and  off  by 
remote  control.  After  35 
minutes,  the  volunteers' 
blood  pressures  had 
risen  five  to  ten  points — 
obviously  not  good  for 
someone  who  already 
has  high  blood  pressure. 
But  industry  sources, 
meanwhile,  warn  not  to 
make  too  muoh  of  the 
study:  The  researchers 
tested  GSM  phones 
(for  Global  System  for 
Mobile  communication), 
the  least  popular 
type  of  oell  phone  in 
the  United  States. 


Why  Your  Shipment  of 
Wooden  Shoes  Arrived  Broken 


AMSTERDAM,  NETHERLANDS— Low-back  pain  affects  almost 
all  of  us  sometime  during  our  lives;  it  cost  the  U.S.  about  $28  billion 
in  1990.  Nevertheless,  we  don't  do  what  we're  told  to  help  avoid  it. 
A  study  from  Vrije  Universiteit  followed  300  workers  in  the  cargo 
department  of  an  airline  company,  a  quarter  of  whom  were  given  low-back  sup- 
ports and  taught  how  to  lift  objects  safely;  a  fourth  got  lifting  lessons  only;  an- 
other group  got  low-back  supports  only;  and  the  remainder  were  left  to  their 
own  devices.  After  six  months,  about  one  third  in  each  group  said  their  backs 
hurt,  and  all  had  taken  the  same  amount  of  sick  leave  for  back  pain — a  half- 
day  per  month.  The  big  problem:  Fewer  than  half  the  workers  wore  the  supports 
and  only  about  1  in  10  applied  what  they'd  been  taught. 


BUT  WOMEN  ARE  THREE  TIMES  MORE 
LIKELY  TO  ASK  DIRECTIONS 


BALTIMORE— Your  auto  insurer 

may  believe  that  the  ladies  are  safer 
drivers,  but  here's  proof  to  the  con- 
trary. Investigators  at  Johns  Hopkins 
University  School  of  Medicine  say 
women  only  appear  to  be  less 
accident-prone  because  they  drive 
75  percent  fewer  miles  than  men. 
•  When  Associate  Professor 


Guohua  Li  and  colleagues  worked 
it  all  out,  they  found  that  women 
average  5.7  crashes  per  million 
miles  driven.  Guys  cruise  in  at  5.1 
smash-ups  per  million  miles  driven. 
When  they  do  crash,  however, 
men  are  three  times  more  likely  to  die. 
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Alex  Tehrani  shooting 
Kodak  Royal  Gold  100  film. 
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For  me,  photography  is  an  "opportunity  to  offer  people  a  gli^ 
into  a  world  that  I  was  fortunate  enough  to  spend  some  time  in.  S 
try  to  produce  a  picture  that's  telling  and  honest  about  that  wor. 


60  @    f^.6  -  6:30  a 


m. 


KODAK  SELECT  SERIES  FILMS 


■M 


ifS  rtiCe  to  Kr*H*J  you  C$rt  blow  UP  art  iMOfte  a^O1  /{'/I  stay 

Sharp-  Vou  Can  actually  See  the  rv\esh  i/i  the  screen  door. 


Once  I  get  an  image  that's  compelling,  I  like  to  blow  it  up. 
It's  a  way  to  look  into  the  soul  of  the  photograph  and  really 
dig  into  it.  That's  why  I  used  Kodak  Royal  Gold  film  for 
this  shot.  It  has  excellent  grain  structure  that  holds  its 
fine  detail  when  it's  enlarged. 


Kodak  Royal  Gold  film  has  superior  grain  structure  and  reproduces  natural  flesh  tones 

'*.  THE  FILMS  YOU  NEED  FOR  THE  RESULTS  YOU  WANT  Take  Pictures.  Further. 


K^ 


Now 

Onto  The  Y2K 

Problem 


STOKE  ON  TRENT,  ENGLAND — Finally,  it's  settled.  Left-handed  people  don't  die  earlier  tl 
right-handed  people.  Neurologists  here  questioned  more  than  6,000  people  ages  15  to  70 
about  which  hand  they  favor,  then  checked  in  with  them  again  nine  years  later.  After  much : 
mathematical  machination,  they  concluded  that  lefties  live  just  as  long  as  righties. 


Darling,  Why  Don't  I 
Take  The  Kids  to  School  Today  ? 

"^  ASADENA,  CALIFORNIA— Child-rearing  is  a  killer  job,  but 

M  the  parent  who  does  most  of  it  lives  longest — among  primates, 

anyway.  Biologist  John  Airman  of  the  California  Institute  of 

Technology  and  his  colleagues  note  that  among  species  where 

mothers  do  the  child-care  (as  in  humans,  gorillas,  orangutans,  gibbons, 

spider  monkeys,  and  chimpanzees)  females  live  longer  than  males.  When 

dad  tends  the  kids  (as  in  titi  monkeys  and  owl  monkeys)  he  lives  longest. 

Among  the  apparendy  enlightened  Goeldi's  monkeys  and  siamang,  which 

split  the  parenting,  moms  and  dads  live  equally  long.  Allman  says  it's  most 

likely  a  genetic  thing:  natural  selection  favors  those  who  survive  long 

enough  to  help  the  offspring  grow  up. 


THE  ULTIMATE  WHOOPIE  CUSHION 


HELSINKI  AND 
BALTIMORE— 
E  is  for  elimi- 
nating prostate 
cancer.  Researchers 
here  have  learned 
that  a  mere  50  mil- 
ligrams of  vitamin  E 
(a  common  supple- 
ment size,  about  three 
times  the  recom- 
mended daily  amount) 
each  day  may  cut  a 
man's  chance  of  get- 
ting prostate  cancer 
by  a  third.  The  scien- 
tists discovered  this 
by  following  29,000 
male  smokers  for  five 
to  eight  years  Those 


taking  vitamin  E 
also  lowered  their  risk 
of  dying  from  pro- 
state cancer  by  about 
40  percent. 

In  case  the  vitamin 
E  doesn't  work,  you'll 
want  to  know  about  a 
report  from  Johns 
Hopkins  University's 
Brady  Urological 
Institute,  which  sug- 
gests the  knife  is 
better  than  the  atom 
when  it  comes  to  cur- 
ing localized  prostate 
cancer.  The  Hopkins 
team  compared  men 
who  had  similar  tu- 
mors, 76  of  whom  had 


had  the  gland  surgi- 
cally removed  and  122 
of  whom  had  been 
treated  with  radioac- 
tive implants.  Seven 
years  after  treatment, 
almost  all  the  surgery 
patients  had  unde- 
tectable PSA  levels, 
while  only  three 
quarters  of  the  radia- 
tion patients  were 
so  blessed.  PSA,  for 
protein  specific 
antigen,  is  the  sub- 
stance doctors  check 
to  see  whether  your 
prostate  is  in  trouble; 
a  high  number  is 
usually  bad  news.  • 
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For  a  Honora  brochure  and  a  jeweler  nearest  you  call  toll-free  1  -888-2-HONORA   http://www.honora.com  Jewelry  enlarged  to  show  detail.  ©1998  Honora  Designs  Copyr.ghted 


From  the  dynamic  business  capitals 
to  the  most  exotic  resort  destinations  in  Asia  Pacific. 
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Penang  Malaysia  Penang  Malaysia 
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For  reservations,  call  your  travel  consultant  or  USA* 
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Marvla  Philippine 


Malull  Shangn  Ij  Traders  Howl 

ManilaTPhilippinn  Manila  Philippro 


Shangri  I  a  Hold 
Singapore 


Shanurp  I  a-.  Ra'.a  Senlosa  Rc-mim 


I  Sfm  QAl  Win  Intpmpt  wwwShanyn-l  j  com 


s 

SHANGRI-LA 

MOTELS  and  RESORTS 


Each  case  is  individually  numbered  and  is  water-resistant  to  660  feet. 
For  a  free  catalog  and  the  dealer  nearest  you,  call  800-457-5309. 
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Marine  Chronograph 


WATCHES 

(310)470  1388 
Westside  Pavilhon    3rd  Floor    10800  Pico  Blvd 
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On  The  Road  Again 


to  the  Bonefish... Weird 

[useiims ...Wanning'  up 
Malaysia. .  .Night  Vision. . . 

Itanejo,  Mexico:  The  experience  at 

i  Casa  Que  Canta  begins  the  moment  you 

iter  the  heavy,  wooden  gates — no,  actually, 

le  minute  you  spy  the  raffish  palm-frond 

latched  rooftops  swirling  above  the  adobe 

Inside,  a  lyrically  sculpted  sand  garden 

tends  a  welcome.  Beyond,  a  view  of  riotous 

rdens  and  the  turquoise  sea  propels  you  to 

ash  through  check-in,  because  quite  simply, 

hi  can't  wait  to  be  part  of  the  scene. 

And  what  a  scene.  As  the  sensual  back- 

Irop  of  the  Meg  Ryan-Andy  Garcia  flick 

Vhen  a  Man  Loves  a  Woman,  this  Amalfi 

iast-Il  San  Pietro  clone  is  seamlessly  pasted 

|n  towering  Pacific  Coast  cliffs  150  miles 

lorth  or  Acapulco.  The  multilevel  beehive  is 

blatant  over-the-top  stage,  adored  by  the 

lowy  cinema  crowd  as  well  as  high-profile 

Ixecs  seeking  a  refreshing  paradiso. 

Distinguished  by  shelflike  terraces  that  jut 
||>ut  150  feet  above  horseshoe-shaped  Zihua- 
hanejo  Bay,  La  Casa  is  centerpieced  by  a  rim- 
IJess  infinity  pool  that  makes  you  feel  as  it  you 
hire  about  to  be  washed  over  the  edge.  When 
hat  doesn't  happen,  descend  the  bougain- 
lallea-hung  path  to  the  gorgeous  saltwater 
nool,  where  there's  nothing  but  you  and  the 
loamingsea. 

L  Above  it  all,  three  authentic  haciendas — 
^una.  Mar  and  Sol — are  authoritatively 
BMexican,  yet  blessedly  devoid  of  kitsch. 
Fashioned  entirely  out  of  natural  materials — 
ho  glass,  no  metal — they  are  a  triumph  of. 
irropical  hardwoods,  palm  fronds  and  adobe, 
enhanced  by  warm  terra-cotta  pots  over- 
flowing with  flowers.  Inside,  the  24  suites  are 
Jinviting,  yet  feel  like  ancient  Indian  cave 
dwellings  etched  out  of  the  cliffs.  All  extend 


into  terraces  for  sunset  gazing;  eight 
have  private  pools.  Each  night  the  turn- 
down maids  festoon  the  cotton  bedspreads 
with  carnation  petals. 

The  food  here  is  fabulous  because  the  chef 
has  first  dibs  on  the  local  catch.  Grab  a  ledge- 
edge  table.  Sip  a  mango  margarita  and  nosh 
on  zesty  Mexican  tapas,  and  concoctions  like 
battered  coconut  shrimp  or  the  delicately 
unbattered  calamari,  they  call  sqweed.  Add 
huevos  rancheros,  chicken  chilapas,  lime  pan- 
cakes, or  vanilla-laced  French  toast,  and  you 
get  the  picture. 


The  luxury  haciendas  cas- 
cading down  the  cliffside 
at  La  Casa  Que  Canta 
in  Zihuatanejo,  Mexico; 
local  color  for  lunch. 
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Zihuatanejo's  nearby  silver  and 
crafts  market  is  good  for  a  few  hours, 
and  adjacent  Playa  la  Ropa,  the  rnile- 
long  crescent  of  white  sand  is  great  for 
water  sports.  But  honestly,  the  reason 
La  Casa  Que  Canta  enjoys  97  percent 
repeat  occupancy  is  that  no  one  ever 
leaves  this  "house  that  sings."  La  Casa 
Que  Canta,  Camino  Escenico  a  La  Playa 
La  Ropa,  Zihuatanejoy  Guerrero  40880 

Mexico;  p-7SS-47°-3°>  fax  P-755-47°- 
40;  reservations  (888)  523-3050;  rooms 
from  $220,  suites  from  $240. 

— Marion  Laffey  Fox 

One  Damn  Good  Fishing  Guide: 

There  might  be  an  ichthyologist  at, 
say,  the  Woods  Hole  Oceanographic 
Institute,  who  knows  more  2foo\i\.Alb- 
ula  vulpes  than  Joseph  Eugene  Cleare, 
but  it's  doubtful.  "Bonefish  Joe"  has 
spent  the  last  40  years  guiding  anglers 
from  his  home  base  in        -. 
Harbour  Island,  Ba-    ^^tp'"^" 
hamas,  a  serene,  blue 
island  where  the  zenith  of 
transportation  luxury  is  a  golf 
cart,  and  the  chickens  are  so 
free  range  they  hang  around  in 
nightclubs. 

"The  bonefish  is  a  strange  creature," 
says  Joe  who,  at  65  years  old,  is  still 
built  as  strong  as  a  concrete  and  rebar 
piling.  "But  I  seem  to  know  what 
they're  going  to  do. .  .1  can  tell  by  the 
curve  of  the  tail  what  weather  is  com- 
ing, the  direction  of  the  sea,  that  kind 
of  thing."  He  once  caught  a  bonefish 
with  his  bare  hands  out  on  the  open 
flats.  "No  line,  no  bait,  no  damn  rod!" 

Joe  is  reluctant  to  get  too  specific 
about  proprietary  trade  matters,  but 
suffice  it  to  say  that  he  haunts  fishing 
flats  that  other  guides  either  don't 
know  about  or  don't  bother  with.  The 
Caribbean  bonefish  season  extends 
from  January,  which  tends  to  be  cool, 
to  its  apex  in  May. 

The  weight  record  for  the  "ghost  of 
the  flats"  on  a  fly  is  15-lb.  iooz.  If  you'd 
care  to  challenge  that  record,  bring  an 
8  weight  rod  with  a  weight  forward 
line  and  use  lots  of  light  brown 
clousers,  crazy  charlies,  gotchas  and 
mini  puffs.  Bonefish  Joe  Cleare:  $150  half 
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day  or  $joo  whole  day.  Call  (242)  333- 
266J  between  7 p.m.  and  midnight, 
Bahamas  time.  (If  Joe  is  unavailable,- 
son  Stuart  and  brother  Wincent 
also  guide.)  — Jane  E.Simoni 

Hitting  The  Trail:  If  you've 
pondered  using  that  hefty  pair 
of  hiking  boots  in  your  closet 
as  dumbbells,  it's  time  you  con- 
sidered one  of  the  new  feather- 
weight models  alighting  on  outdoor- 
store  shelves.  Leading  the  (back)pack 
is  the  Italian-made  Tecnica  Voyager 
1.5  pounders  which  are  undoubtedly 
lighter,  more  comfortable  and  tougher 
than  your  old  clodhoppers. 

When  they  were  introduced  last 

spring,  Backpacker  magazine  raved  that 

the  Voyager  represented  "a  giant  leap 

for  bootkind."  The  boot  combines 

a  four-layer  midsole/outsole  using 

"Armor-Skin"  and  EVA  (the  light, 

*      shock-absorbing  material  that  rev- 

*  olutionized  the  running  shoe) 

with  a  Schoeller-keprotec 

upper  (an  abrasion-resistant 

blend  originally  developed  for 

motorcycle  racing  clothing).  Best 

for  day  hikes  and  backpacking  trips  of 

one  or  two  nights,  the  Voyager  ($150) 

and  waterproof  Voyager  TCY  ($180) 

can  be  viewed  at  www.tecnicausa.com 

(For  info:  603-298-8032). 

Once  you've  got  your  new  boots, 
where  to  hike?  If  your  next  business 
trip  takes  you  to  L.A., 
add  a  day  or  two  and 
hit  the  Backbone  Trail, 
commencing  five  miles 
from  U.C.L.A  at  Will 
Rogers  State  Park,  just 
off  Sunset  Boulevard. 
You'll  instantly  be 
lifted  above  the  smog 
and  chaos  of  L.A.  as 
you  follow  the  trail 
west,  meandering  34 
roller-coaster  miles  on 
the  spine  of  the  Santa 
Monica  Mountain 
range.  Canyon  views, 
oak  forests  and  raptors 
bound.  SMMNation- 
Recreation  Area, 


(805)370-2301. 

Just  below  Tampa  Bay,  Florida,  ] 
Myakka  River  State  Park  is  a  subtrJ 
ical  paradise  of  cabbage  palms,  j  j 
mettos,  herons  and  wild  turk<| 
A  hike  from  the  park's  mi 
trailhead  leads  to 
Prairie  Slougl 
watery  wondj 
land.  It's  20  mil 
roundtrip,  a  fetch:! 
day  hike  or  easy  two-day  pack  til 
MRSP,  (941)361-6311. 

In  western  Maryland,  130  mil 
from  both  Baltimore  and  Washirj 
ton,  D.C.,  the  Green  Ridge  State  F<fl 
est  is  a  peaceful  Appalachian  refin 
from  politics  and  other  forms  of  p<T 
lution.  A  28-mile  loop  comprises  tl 
Green,  Orange  and  Red  trails,  ami 
scenic  stretch  along  the  C&O  Cai; 
path — the  only  stretch  that's  flat  ail 
populated  by  other  hikers.  Otherwiyl 
your  companions  will  be  whitetail  doj 
cottontail  rabbits,  ruffed  grouse  ail 
constant  hills.  GRSF,  (301)  478-3121 
— Bob  Cooph 

Labrador:  No  one  ever  said  Atlantl 
salmon  fishing  was  cheap.  On  fabUl 
rivers  like  the  Kharlovka  on  Russi.l 
Kola  Peninsula,  a  week  of  it  will  si 
you  back  $10,000.  A  few  days  of  stan<| 
ing  in  the  chilly  waters  of  Icelandl 
Laxa  I  Asum  costs  $18,000 — airfa.f 
extra,  of  course. 


Two  anglers  per  guide  and  a  whole  mess  offish  on  the 
Eagle  River  at  the  Rifflin  Hitch  Lodge,  Labrador. 


FYI 


lere 


Oil   QO: 


When  one  of  the  country's  largest  developers  needed  a  set  of  entrance 
j    gates  for  the  front  of  his  home,  where  did  he  go? 


When  the  founders  of  a  well 
known  American  cosmetics  firm 
wanted  a  unique  garden  wall,  where  did  they  go? 


^^^^^C^F~^H^jH^ 


When  the  country's  largest  sportsmen's  retailer 
needed  a  turn  of  the  century  rosewood  facade 
for  their  corporate  office,  where  did  they  go? 


When  one  of  Hollywood's  biggest  action  film 

stars  wanted  a  19th  century  pool  table  for  his 

billiard  room,  where  did  he  go? 


When  a  major 

software  developer 

wanted  an  18'  Italian 

cut  stone  fountain 

for  his  new       5 
corporate  campus, 
where  did  he  go? 


■25- 
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Auction  October  24  &  25, 
See  you  here. 
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s  rare  as  a  total  lunar  eclipse. 
These  ten  are  ours,  again. 


Quite  remarkably,  for  the  third  consecutive  year,  The  St.  Regis  is  New  York's  only  5-star  hotel  with  a  5-star 
restaurant,  Lespinasse.  And  you  don't  have  to  wait  for  the  next  eclipse  to  experience  them. 
^iGuKte/  For  reservations,  please  call  1 800  759-7550.  or  your  travel  professional. 
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To  avert  financial  ruin,  consider  set- 
nsr,  vour  Black  Bear  Green  Burt  down 
!  the  Rifflin  Hitch  Lodge  on  the 

agle  River  in  Labrador.  The  salmon 

in  here  is  one  of  the  best  in  North 
Kmerica.  It's  only  a  three-hour  flight 
rom  New  York,  and  at  just  $4,000  a 
feck,  it's  practically  tree  considering 
:  includes  the  one-hour  roundtrip  by 
ush  plane  trom  Goose  Bay. 

Opened  just  last  year,  the  Rifflin 
litch  is  an  oasis  in  a  densely  wooded 
nd  unpopulated  wilderness  loaded 

th  caribou,  moose,  black  bears  and, 
the  wrong  weeks,  blackflies.  The 
,000-square-toot  wooden  lodge  has  a 
avernous  living  room  with  cathedral 
eilings,  two  fireplaces  and  giant  pic- 
ure  windows  that  look  out  on  the 
i!agle.  A  long  hallway  connects  to 
even  bedrooms,  each  with  its  own 
athroom,  and  there  is  a  separate 
00m  with  a  hot  tub  and  a  pool  table. 

he  open  bar  is  always  well  stocked 
nd  gourmet  meals  are  served  around 
n  enormous  dining  room  table. 

Two  anglers  share  a  boat  with  a 


guide  but  there  are        ^^^^^^^^.  ^^^^.     son's  state-by-state  compend- 
spots  to  wade  at    .^^B  ^"So^  ^^     ium  of  America's  curato- 

several  pools.  The    ^B  .    ^°       *\^  ^^^L      rial  shrines  to  the  quirky 

salmon  here  are         ^L  x!^^.     also  offers  a  novel  ap 

turbo-charged  by  the  ■&  ^^^^    proach  to  vacation 

cool  Canadian  water.  ^A-        ^^^^^k     planning. 

(Pike  and  brook  trout  ^  Admittedly 

can  he  caught  as  well.)  ^^.-^^1^  selective — some- 

Atlantic  salmon  are  finicky.  how  the  authors  man- 

Low  water  and  high  tempera-  aged  to  miss  New  York 

tures  can  make  for  slow  fishing  City's  Lower  East  Side  Tene- 

(Julv  is  probablv  the  peak       „.  .  ment  Museum  and  African- 

.  *  LJlYeCtOTV  CISSIS  — 

in  a  season  that  lasts  into  _    J  .      American  Wax  Museum — 

September).  If  the  fishing  ;•/••  Little  Museums  is  nonethe- 

CXfJ  IDltlOtlS 

is  slow  for  a  couple  of  days,  less  comprehensive  and  well 

better  to  be  at  the  Rifflin  flitch  than  in      indexed.  The  museums  are  organized 


Iceland  where  that  old  Atlantic  salmon 
angler  Confucius  was  probably  fishing 
when  he  said:  A  fool  and  his  money 
are  soon  parted.  Rifflin  Hitch  Lodge, 
(jog)  634-2000;  rifflin@nf.sympatico.ca. 
— Evan  McGlinn 

Arcana  Nirvana:  While  Little  Mu- 
seums makes  tor  some  pretty  cultur- 
ally enlightening  reading  in  its  own 
right,  Lynne  Arany  and  Archie  Hob- 


alphabetically  by  state,  but  they  have 
also  been  cross-referenced  by  such 
categories  as  Animals  &.  Bugs,  Food 
&  Drink,  Law  &  Disorder  and  the 
curatorial  catchall,  "Conceptual." 

There  are  exhibits  to  suit  the  most 
eclectic  of  interests,  however  fleet- 
ing or  obsessive.  The  Business  Card 
Museum  in  Erdenheim,  Pennsylvan- 
ia, is  "heaven  for  graphic  design- 
ers," according  to  its  curator.  At  the 


First  Encounters 
by  Davidoff 


The  Rough  Riders  wen     1 

highly  unusual  group  of  men: 

a/I     /    //■  stem  bad  men 

1  if  H I  ivy  l<  ■  igue  graduates,  Teddy 

,v  iih    v  ier  who  had  ordered 

if  liforms  from  Brooks  Brothers. 

Lot      ■       ift  -moon  after  a 
\  1' if  j  dayol  riding  in  Santiago, 
Teddy  and  the  boys  stood  on 

Ige  and  enjoyed  a  brief 

respite  with  a  few  great  cigars 

After  all,  disappearing  into  a 

cloud  of  smoke  is  what 

becomes  a  legend  most 

FOR  MORE  INFORMATION  AND  YOUR 

NEAREST  RETAILER  CALL  1-800-328-4365  OR  VISIT 

OUR  WEBSITE  AT  www.davidoffusa.com 


nose  obsessed 

with  quality. 
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N    C     E  1850 


Johnston  ^Murphy 


Lazarus 


Goldsmith's 


Museum  of  Bad  Art  in  Dedham,  Mas- 
sachusetts, you  might  find  something 
you  set  out  in  the  garbage  the  night 
before.  In  San  Diego,  the  Museum  of 
Death  feanires  not-so-gently-worn  el- 
ectric chair  clothing  and  art  brut — the 
artwork  of  serial  killers.  At  the  Museum 
of  Ordinary  People  in  Hurtsboro,  Ala- 
bama, you  can  see  art  the  way  it's  sup- 
posed to  be  seen:  "in  the  environment 
of  junk,  bad  lighting,  and  scream 
ing  kids."  There's  even  a  Gallery 
of  Also-Rans  in  Norton,  Kansas, 
which  pays  homage  to  pres- 
idential losers  like  Bob  Dole 
and. .  .others.  Little  Museums, 
&ij.%,  Henry  Holt  and  Co.,  (888) 
J30-8477.  — Kerry  Mullett 


Starlight,  Star  bright:  The 
Skywatcher's  Inn  near  Benson, 
Arizona,  is  one  place  guests  won't 
throw  a  fit  if  their  rooms  don't  get 
HBO.  Perched  at  3,860 
feet  on  a  hilltop  over  the     Benson,  Arizona 
San  Pedro  River  valley,  where  the 

the  comfortable  bed  &       stars  hang  out. 


breakfast  is  attached  to  the  Vega- Bray 
Observatory,  a  privately  owned  ama- 
teur observatory  with  plenty  of  opti- 
cal-power for  viewing  the  far  reaches 
of  the  universe.  Set  beneath  a  roll-off 
roof  are  a  dazzling  array  of  eyepieces:  a 
14  V2"  Newtonian  telescope,  a  6"  f/8  re- 
fractor, a  couple  of 


computerized  12"  Schmidt-Casse^  in 
telescopes,  and  a  6"  f/3.3  Astrogr  I 
Nearby  in  a  separate,  domed  rooi;is 
the  biggest  eye  of  all:  a  compu<r- 
ized  20"  Maksutov  telescope  wiv  a 
CCD — charged-couple  device — I 
aging  camera  for  snapping  the  baty 
perceptible  light  of  dis  it 
heavenly  bodies. 

Guests  can  arrangi 
spend  their  evenings  p 
ning  the  sky  with  the  assists 
of  a  real  live  astronomer.  View 
sessions  run  $85  for  four  hours  vjM 
the  lesser  telescopes,  $95  withli 
Maksutov  and  $120  with  the  CCi 
Alas,  there  are  no  refunds  fori' 
weather,  but  the  management  A 
storms  and  clouds  are  a  rarity 
southeast  Arizona,  which  has  1 
highest  concentration  of  observa 
ries  anywhere  on  earth. 
Telescoping  aside,  there's  top-flij 
bird -watching  in  the  San  Pedro  Ri<    itearso 
valley.  The  Inn's  three  rooms  are  co 
fortable,  including  the  Planetaria 
room  with — you  guessed  it — a  rci 


'.:;;:- 
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lit  optical  projector  for  your 

lim  personal  light  show  on 

:  Je  ceiling.  Skywatcher's  Inn, 

-son,  Arizona;  (po)  745- 

■jasky@azstarnet.com. 

$89  double  occupancy, 

\cluding  breakfast. 

—Stephanie  Turrett 

traits  of  Malacca,  Mai- 

/sia:  Pangkor  Laut  ap- 
£ared  from  offshore  first  as 
|«me  distant  lights  tracing  an 

Kind  coastline,  then  as  a  dis- 
fcrnible  colony  of  warmly  lit 
pest  houses  and  bungalows,  many  of 
Bern  suspended  over  the  bay  on  stilts. 
a  as  the  paradise  we  had  been 
jromised:  white  beaches,  turquoise  la- 
|x>ns,  open-air  dining. 

We  took  a  stroll  and  were  introduced 
x  of  Pangkor  Laut's  native  in- 
habitants: monitor  lizards — lor  all 
fieir  fearsomeness,  as  shy  as  wallflow- 
ers— sunning  themselves  on  rocks; 
iraceful  vellow-pied  hornbills;  a  large 
amilv  of  noisy,  boisterous  peacocks; 


erald  Hay,  the  island's  award 
winning  beach.  (There  are 
also  three  swimming  pools 
on  the  island,  though  why 
anyone  would  prefer  them  is 
beyond  comprehension.)  Be- 
sides the  obligatory  Chinese 
restaurant  and  another  fea 
Hiring  a  more  Mediterran- 
ean menu,  dining  on  Pangkor 
I  ,aut  smartly  emphasizes  Mai 
aysian  cuisine,  which  com 
bines  the  staple  ingredients 
of  C 'lima  ,ind  Southeast  Asia 
with  the  spices  of  India.  P>v 
and  a  pair  of  playful  if  somewhat  larce-      the  third  day,  we  had  to  admit  if:  the 
nous  monkeys,  whose  lives  seemed  de        trip  had  been  worth  it.  As  we  sifted 
voted  to  tormenting  a  poor  tomcat  and     white  sand  between  our  toes  and  or 
stealing  tennis  balls  and  hand  towels      dered  another  round,  we  looked  across 
from  the  recreation  area.  the  beach  and  realized  we  had  it 

A  guided  tour  of  the  island's  pre  completely  to  ourselves-  and  thanked 
served  rain  forest  made  us  feel  noble  heaven  that  getting  to  Pangkor  Laut 
before  diving  headfirst  into  the  deca-  wasn't  any  easier.  Pangkor  Laut  Island, 
dent  days  ahead,  which  were  made  up  off  the  coa<;t  of  Malaysia  near  Lumut; 
of  ordering  frosty  drinks,  eating  satay  (800)  524-7979  or  on  605  699  1100, 
and  roti,  and  wading  into  the  surreally  fax  0/1-605-699-1200;  rates  from 
blue,  supremely  tranquil  water  of  Em        $l6$t0$2jo.  •  — Jeff  TuRRENTINI 


gkor  Laut  (beware  the  monkeys). 


Hampton 
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name  and  location  of  the  authorized  Baume  &  Mercier  jeweler  nearest  you  call 
For  a  copy  of  our  catalog  call  1-800-MERCIER.   http://www.baume-et-mercier.com 
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/o^?z  Ward.and  his  walking 


TheWizardh 


A  Grand  Tour  of  Modern  British  Eccentricit 


. 


■ 


]Y  TOM  CONGDON  /  Photographs  By  Eric  Van  Den  Brulle 

live  in  New  England,  a  region  that  takes  pride  in  its  weirdos,  the  strange,  hyper- 
dividualistic  people  who  stubbornly  pursue  some  dream,  some  concept,  some  personal  style  that  to 
lem  has  great  meaning  but  to  their  neighbors  seems  bonkers.  The  great  19th-century  poet  Emily 
)ickinson  of  Amherst,  Massachusetts,  for  example,  always  wore  white,  never  left  her  room,  wrote 
ve  poems  though  so  far  as  anyone  knows  she'd  never  had  a  lover,  and  hid  the  poems  in  little  boxes. 


Most  New  England  towns  have  a  character  who  is 
uilding  Noah's  Ark  in  his  backyard,  or  who  writes  let- 
rs-to-the-editor  in  Sanskrit,  or  whose  parlor  is  full  of 
ousehold  pets  he'd  stuffed  when  they  died.  We  chuckle 

these  irregulars,  hut  we  respect  their  right  to  do  it  their 
ay.  As  my  mother  used  to  say  in  defense  of  the  local  odd- 
all,  "Now,  son,  he  has  his  own  idea." 

Last  spring  I  was  in  London  on  an  assignment  that  im- 
lediately  fell  apart — on  the  second  day  the  subject  sud- 
enlv  remembered  an  obligation  in  Marrakesh.  At  loose 
nds,  having  a  pint  in  a  pub,  I  picked  up  a  newspaper  and 
sad  an  article  about  a  Dr.  David  Weeks,  a  clinical  neu- 
Kychologist  at  the  Royal  Edinburgh  I  lospital  who  had 
one  a  ten-year  scientific  study  of  more  than  1,000  mod- 
m-day  eccentrics.  Fascinated,  I  phoned  Weeks  and  asked 
I  could  pop  up  to  Edinburgh  and  see  him. 

He  met  me  at  the  gate  of  the  rambling  Victorian  hos- 
tital.  A  precise  looking  man  of  about  50,  dressed  in  a 
tarched  white  coat,  he  was  thinly  thatched  and  had  a 
loselv  trimmed,  reddish-brown  beard.  We  went  to  his  of- 
ice  where,  speaking  with  a  mild  Scottish  burr  and  with 
est  for  his  topic,  he  described  his  study  as  an  effort  to  ex- 
mine  a  psychological  phenomenon,  eccentricity,  thatsci- 
:nce  had  never  paid  much  attention  to.  He  had  found  the 


candidates  for  the  study  first  through  notices  put  up  on 
bulletin  boards  at  universities,  pubs  and  supermarkets  in 
Edinburgh,  he  said,  and  then  as  a  result  of  the  commotion 
in  the  media  that  the  ads  produced.  Weeks,  or  his  partner, 
interviewed  each  of  the  legitimate-sounding  candidates 
and  gave  them  extensive  psychological  tests. 

"A  lot  of  people,"  Weeks  said,  "assume  that  eccentric- 
ity is  a  mild  form  of  madness.  We  found  that  not  to  be  the 
case  at  all.  Neurotics,  for  example,  know  they're  differ- 
ent and  are  miserable  about  it.  Eccentrics  know  they're 
different  and  they  couldn't  be  more  pleased.  They  glory 
in  their  difference.  They  go  to  great  lengths  to  maintain 
that  difference." 

Eccentrics,  the  study  revealed,  aren't  dysfunctional.  It's 
just  that  their  thought  processes  are,  well,  unusual.  Their 
IQs  are  high,  perhaps  in  the  top  10  to  15  percent;  a  large 
proportion  of  the  extremely  gifted  are  eccentric.  Eccen- 
trics arc  happier  than  the  rest  of  us,  Weeks  found;  they 
arc  optimistic,  never  discouraged.  They  have  low  levels  of 
stress — which  may  be  why  they're  much  healthier  and  live 
ten  years  longer,  on  average.  They're  likely  to  be  first- 
borns, only  children  and,  in  Britain  at  least,  male. 

I  asked  Weeks  if  eccentricity  was  alive  and  well  in 
Britain.  Were  the  Isles  still  producing  flamboyant  rebels 


kODD 


like  the  Londoner  who,  to  settle  a  score  with  the  post  of- 
fice, is  said  to  have  bought  an  elephant,  pasted  £20o-worth 
of  stamps  to  its  rump,  and  mailed  it  to  an  address  in 
Northumberland?  Were  there  still,  I  wondered,  characters 
like  Jack  Mytton  and  the  Countess  of  Eglintoune? 

Mytton,  you'll  recall,  Squire  of  Halston,  Shropshire,  in 
the  early  19th  century,  was  a  passionate  follower  of  the 
hounds  and  a  perfect  case  in  point  for  the  Weeks  assertion 
that  "overboard  is  the  only  way  most  eccentrics  know  how 
to  go."  He  owned  150  pairs  of  riding  breeches  and  kept 
some  two  thousand  hounds.  At  one  of  his  notorious  din- 
ner parties  he  appeared  in  full  hunting  costume,  mounted 
on  a  bear.  In  the  ensuing  panic,  while  his  guests  dove  out 
windows,  Mytton  bellowed  "Tallyho!"  and  spurred  his 


farm  cottage  ten  miles  out  of  town  lived 
John  Slater,  a  man  who  indeed  marched  to 
his  own  drum— or,  rather,  walked,  and  in 
his  pajamas. 

John  in  Jiis  youth  was  a  Royal  Marine 
commando.  "There  came  a  time,"  he  said, 
"when  I  lost  interest  in  learning  how  to  kill 
a  man  with  my  thumbs."  He  went  to  live 
among  the  poor  of  London,  so  that  he  could 
help  humanity  and  learn  more  about  him- 
self. (Both  these  goals,  Weeks  says,  are  typ- 
ical eccentric  preoccupations.)  His  first 
eccentric  act  to  achieve  notoriety  was  volun- 
teering to  spend  six  months  in  a  cage  in  the 


"I  TAUGHT  A  BULL  NAMED  OxO 
TO  GET  INTO  BED  AND  LIE  DOWN. 


yy 


mount,  which  became  cross  and  ate  part  of  his  leg.  Mytton 
came  to  a  sad  end.  Tormented  by  a  bad  case  of  hiccups, 
he  sought  to  cure  it  by  setting  himself  on  fire.  He  was  fa- 
tally burned  but  managed  to  get  off  a  quite  acceptable  part- 
ing remark  "Well,"  he  cried,  "the  hiccup  is  gone,  by  God!" 

Susanna  Kennedy,  the  Countess  of  Eglintoune,  was 
one  of  the  great  beauties  of  the  18th  century.  She  boarded 
hundreds  of  rats,  and  each  evening  she  summoned  a  score 
of  her  favorites  to  her  dining  room  by  rapping  on  the  pan- 
eling. At  this  invitation  her  guests  appeared  and  joined  her 
at  table.  After  the  meal  she  would  murmur  a  command, 
and  the  rats  would  retreat  in  a  seemly  manner. 

Weeks  replied  that  yes,  definitely,  there  were  plenty  of 
modern  British  eccentrics  carrying  on  in  the  grand  old  tra- 
dition of  Susanna  and  Jack — approximately  one  classic, 
full-time  eccentric  for  every  10,000  members  of  the  gen- 
eral population.  "But  there's  a  difference.  In  the  old  days 
eccentricity  was  pretty  much  restricted  to  the  aristocrats 
and  the  gentry.  They  had  the  leisure  and  the  money  re- 
quired of  eccentricity  on  the  grand  scale;  for  the  lower  or- 
ders life  was  too  grim  and  earnest.  Nowadays,  like  so  many 
other  things,  eccentricity  has  become  middle  class.  But 
these  latter-day  specimens  are  true  British  eccentrics 
nonetheless." 

I  spent  two  days  with  Weeks,  pelting  him  with  ques- 
tions about  the  people  he'd  studied  until,  feeling  the  need 
to  resume  the  practice  of  his  profession,  he  said,  "Look, 
the  best  way  for  you  to  learn  about  eccentrics  is  to  go  meet 
some."  He  offered  to  set  me  up  with  a  half  dozen,  and  I 
jumped  at  the  chance.  I  rented  a  car  and,  with  a  fist  of 
names  and  addresses  he  provided,  set  out  on  a  1,500-mile 
circuit  of  Britain. 

It  began  with  a  stunning  drive  to  Inverness,  way  up  in 
the  Scottish  Highlands  at  the  head  of  Loch  Ness.  In  a 
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London  Zoo  as  a  human  exhibit,  to  raise 
funds  for  the  conservation  of  the  panda  bear. 
The  zoo  authorities,  he  said,  shortsightedly 
declined. 

His  next,  again  intended  as  a  fund-raiser, 
was  a  walk  along  the  very  edge  of  Scodand's 
rugged  coastline — 3,000  miles,  he  says,  if 
you  tread  the  very  brims  of  every  bay  and 
inlet  and  peninsula,  of  which  there  are 
coundess.  For  all  his  effort  he  raised  only 
about  £1,000.  Clearly  his  next  venture  had  to 
be  more  spectacular. 

"I  know!"  he  said  to  his  girlfriend.  "I'll 
walk  from  Land's  End  to  John  O'Groat's" — which  is 
say,  the  entire  length  of  Britain. 

"Done  to  death,  John,"  his  girlfriend  retorted. 

"I'll  do  it  barefoot,  then."  His  girlfriend  sighed.  "A 
in  my  pajamas!"  She  lifted  an  eyebrow.  Taking  that  as  1 
benediction,  he  got  into  a  pair  of  white  pajamas  with  r 
and  green  stripes  and  hitchhiked  down  to  the  start! 
point,  at  the  tip  of  Cornwall.  He  was  accompanied  by  1 
dog  Guinness,  a  Labrador,  who  wore  leather  booties  Jol 
had  made  for  him. 

"The  Cornish  roads  were  the  worst,"  he  said.  "T 
gravel  at  the  verges  was  flinty  and  sharp,  and  mixed  in 
it  were  splinters  of  broken  glass.  By  the  second  day  my  fe 
were  septic.  From  that  day  till  the  end  of  the  walk,  I  sa 
'Ouch'  every  fourth  step.  Once,  at  night,  I  accidental 
kicked  a  gigantic  hedgehog  and  got  two  quills  right  up  n 
toenail.  Kind  of  took  the  humor  out  of  it,  for  a  bit." 

Despite  all,  John  managed  to  cover  12  miles  a  day.  Aft 
four  months  and  many  adventures,  he  limped  into  Joh 
O'Groat's,  Britain's  northernmost  point,  where  a  crow 
awaited  him.  "I'm  seldom  speechless,"  John  said,  "but 


olin  Newlove  aboard  the  late  William 


pst  stood  there  without  a  word  to  say.  I  thought  to  my- 
plf,  'It  is  possible!  You  can  if  you  think,  you  can.  There's 
lothing  to  stop  you.'  It  wasn't  so  much  a  sense  of  achieve- 
ment I  felt.  It  was  more  that  I'd  been  led  along  by  some- 
ning  much  greater  than  me." 

I  Over  the  years,  John  exasperated  his  way  through  a 
lumber  of  marriages  and  relationships,  as  eccentrics  tend 
b  do.  Particularly  trying  for  his  last  wife  was  his  penchant 
br  going  off  to  live  for  three  and  four  months  at  a  time 
ave  on  the  Scottish  coast.  Twice  a  day,  when  the  tide 
pared  in,  he  had  to  run  for  his  life  to  the  back  of  the  cave, 
fitting  there  in  the  dark  and  the  damp,  he  listened  en- 
kaptured  to  the  ceaseless  chatter  of  the  wave-tossed  peb- 
les.  "You  realize  that  the  planet's  breathing,  that  the 
rame  energy  that  is  moving  those  stones  is  also  moving 
lour  heart.  And  the  colors!  The  longer  you've  been  in  the 
iiark,  the  more  its  beauty  hits  you." 

Now  60  and  white-bearded,  his  blue  eyes  still  atwinkle 
irith  rresh  enthusiasm,  John  no  longer  goes  to  the  caves — 
jo  the  relief  of  his  companion,  a  shy,  sensible  young 
|roman  named  Karlin  Bowie.  He  pours  all  his  efforts  into 


getting  financial  support  for  the  spreading  of  his  message, 
which  emphasizes  vegetables,  vitamins  and  natural  heal- 
ing. He  plans  to  deliver  his  views  through  Mudddy  the 
Frog,  a  large  hand-puppet  he  has  created.  So  far  he  and 
Mudddy  haven't  found  their  backer,  but  hopes  remain 
high.  Irrepressibly  high  hopes  against  stimulatingly  high 
odds  are,  after  all,  the  eccentric's  stock-in-trade. 

Leaving  Inverness,  I  drove  due  south  for  three  ap- 
pointments in  Yorkshire,  which  apparently  is  to  eccen- 
tricity what  Sweden  is  to  depression.  I  went  first  to  the 
town  of  Malton  in  North  Yorkshire,  where  a  man  named 
Colin  Newlove  had  achieved  a  degree  of  local  fame  as 
the  Jack  Mytton  of  his  generation — not  for  riotous 
parties  or  for  radical  hiccup  cures,  but  in  the  category  of 
Unusual  Mounts. 

Like  John  Slater,  Colin  Newlove  relishes  a  challenge, 
in  particular  the  challenge  involved  in  training  animals.  As 
a  boy  he  took  a  pack  of  badgers  ("A  wild  thing  is  a  bad- 
ger," Newlove  said)  and  taught  them  to  come  when  called. 
As  a  man  he  makes  his  living  training  horses.  His  specialty 
is  taking  racetrack  rejects — horses  with  behavior  prob- 
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lems — and  making  them  into  winners. 

He  also  breeds  bulls.  It  occurred  to  him  one  day  that 
if  his  best  bull,  William,  won  a  prize  at  the  upcoming 
agricultural  show  at  Bishop  Wilton,  it  would  be  nice  if 
the  animal  bowed  to  the  judges.  "You're  wasting  your 
time,  Colin,"  was  the  consensus  at  the  Spittle  Beck  pub. 
"Bulls  can't  be  trained.  They're  too  headstrong.  Never 
been  done." 

That  kind  of  remark  only  stiffens  the  true  eccentric's 
resolve.  "I  like  to  plow  me  own  furrow,"  he  told  me.  "I 
don't  like  to  be  following  what  everyone  else  is  doing." 

Within  the  fortnight  Colin  taught  William  to  bow. 
"Once  I  saw  that  I  could  get  through  to  him,  I  got  ambi- 
tious. First  I  trained  him  to  kneel  while  I  stood  astride  his 
neck.  Then  I  thought,  Wouldn't  it  be  lovely  if  I  could  ride 
him?'  Before  long,  he  was  letting  me  saddle  him  up  and 
mount.  So  there  he  was — something  never  seen  before,  a 
bull  with  manners.  I  could  rein  him  back  like  a  dressage 
horse,  get  him  to  do  tight  figure  eights.  It  was  amazing, 
the  ease  I  could  control  him  with,  especially  considering 
his  weight." 

Colin  and  William  then  took  their  show  on  the  road. 
First  stop  was  the  Spittle  Beck  pub,  that  nest  of  naysayers. 
Colin  rode  William  up  to  the  bar,  where  a  dumbfounded 
ex-doubter  bought  them  each  a  Guinness.  Then  on  to 
Lucy's  China  Shop,  the  largest  in  Norwich,  to  refute  the 
insulting  old  simile  for  clumsiness.  "When  the  cashier  saw 
us  coming,"  Colin  said,  "she  cleared  out."  Up  and  down 
the  aisles  they  went,  bull  and  rider,  never  so  much  as  rat- 
tling a  saucer. 

Where  was  all  this  leading?  It  was  leading  to  the  great- 
est challenge  of  Colin's  career — to  hunt  with  the  Derwent 


than  for  their  brains,  and  William,  the  world's  mos 
ucated  bull,  I  gathered,  went  off  to  accompany  numeiius 
Yorkshire  puddings.  For  Colin,  things  haven't  beeiAe 
same  since.  "I  manage  to  keep  busy  with  other  chaUem*," 
he  said.  "I  trained  a  bull  named  Taurus  to  walk  a  na:.wv 
plank,  which  is  about  the  last  thing  a  bull  wants  to  do.,ftd 
a  bull  named  Oxo  to  get  into  bed  and  lie  down.  It  ras 
clever  stuff.  I  even  trained  a  horse  to  jump  over  a  <tr, 
which  was  quite  an  accomplishment,  because  wh<  a 
horse  canters  toward  a  cow,  the  sound  of  the  hoofc  its 
panics  the  cow.  The  cow  has  to  have  confidence,  anc| 
horse  has  to  have  confidence.  I  did  it  by  putting  ther 
gether  in  the  horse's  stable  box  for  six  months.  Pe«| 
would  say,  'What  on  earth  are  you  doing  with  that  col 
One  evening  at  dinner,  Colin  revealed  his  train! 
maxim.  "I  never  reward  the  animals,"  he  said.  "They  ll 
to  like  doing  it."  The  principle  applies  to  eccentrics  as  \| 
If  they  were  in  it  for  rewards,  gold  or  glory,  eccenlj 
would  be  as  rare  as  bulls  with  manners. 

Ill  his  book,  Eccentrics:  A  Study  of  Sanity 
Strangeness,  Dr.  Weeks  speaks  of  "costume  eccentrrl 
Some  eccentrics,  he  says,  become  so  closely  identified  \\ 
a  certain  historical  figure  that  they  in  effect  become 
figure,  even  dressing  and  speaking  as  that  person  wo| 
have.  One  of  Weeks'  subjects  fixated  so  intensely  on  Rcj 
Hood  that  he  moved  to  Sherwood  Forest  and  leg] 
changed  his  name  to  that  of  his  hero.  Every  day,  he  drea 
as  a  medieval  huntsman — all  in  green,  with  peal 
and  feathered  cap,  complete  with  longbow  and  a  qui] 
full  of  arrows. 


HE  GRABS  HIS  SWORD  AND  FLINTLOCK 


AND  DRIVES  TO  A  NEIGHBORING  FARM 


Beagles.  The  problem  was  that  yelping  dogs  tend  to 
frighten  cattle:  William  might  bolt,  with  Colin  aboard.  If 
that  happened,  the  soaks  at  the  Spittle  Beck  would  never 
let  him  hear  the  end  of  it. 

When  the  day  came,  Colin,  dressed  in  hunting  black, 
trotted  William  up  to  the  crowd  of  beaglers  having  their 
stirrup  cups  before  the  hunt  began.  Looks  of  disbelief, 
then  guffaws.  William  stayed  serene,  and  when  the  hunts- 
man tooted  his  horn  and  the  beagles  surged  forth,  he  was 
right  in  there  with  them,  as  if  bred  for  the  sport.  He  did- 
n't canter,  exactly,  but  thundered  along  at  a  good  clip,  ac- 
quitting himself  well  when  there  were  ditches  to  jump. 
The  feat  was  shown  on  TV,  and  man  and  beast  soon  had 
invitations  to  hunts  all  over  England. 

The  story  ends  badly.  As  is  sometimes  the  case  with 
human  beings,  bulls  are  valued  more  highly  for  th  ir  beef 


Robin  Hood,  alas,  was  unavailable  when  I  was  pa 
ing  through  (out  adjusting  local  income  disparities 
assumed).  But  I  was  fortunate  to  spend  several  hoi 
with  Captain  Nathaniel  Helliwell,  an  officer  in  Olr 
Cromwell's  Roundhead  army  during  the  i7th-centi| 
English  Civil  War. 

Helliwell  is  the  persona  taken  on  by  a  pale,  soft-spok  I 
ex-bus-driver  named  David  Shorrocks — or  rather, 
David  would  state  it,  Helliwell  took  on  David.  The  spi  I 
of  this  long-deceased  cavalry  officer,  who  fought  agaii 
the  Cavaliers  of  King  Charles  I,  came  to  David,  as  he  f 
it,  at  a  terrible  time — when,  clinically  depressed  and  m 
erable  in  his  job,  he  was  near  breakdown. 

"He  became  me  unseen  friend  and  helper,"  David  sa 
"Over  a  period  of  seven  years,  from  1987  to  1993,  withe  I 
me  realizing  what  was  happening,  he  set  me  upon  a  chi 
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lr-  and  confidence-building  course.  It  not  only  corn- 
ed me  illness  but  helped  me  reach  me  full  potential 
11  kinds  or  fields  that  would  otherwise  have  been 


to  me. 


David  lives  in  a  farm  village  overlooking  a  broad  val- 
5t  Yorkshire.  His  house  was  once  a  church;  the 
veyard  is  right  outside  his  door.  The  walls  are  hung 
/n  Roundhead  memorabilia  and  paraphernalia.  There's 
lileax,  a  formidable  double-edged  sword  he  had  a 
itchv  make  for  him,  a  replica  of  the  blade  Captain  Hell- 


iwell  must  have  carried,  and  a  steel  helmet.  On  the  an- 
niversaries of  important  English  Civil  War  battles  that 
took  place  in  the  year  1643 — he  is  focused  exclusively  on 
1643;  1642  and  1644  are  of  no  interest  to  him — he  dresses 
tor  combat.  He  tugs  on  a  stout  leather  tunic  he  had  some- 
one make  for  him  from  the  original  design.  Next  he  dons 
his  breastplate,  his  boots  and  thick  leather  gloves.  Then 
he  grabs  his  sword  and  two  flintlock  pistols  and  drives 
over  to  the  neighboring  farm  where  his  steed,  Oliver,  is 
stabled.  Once  mounted,  he  trots  Oliver  down  the  high- 


/ 


„ 


Captain  Nathaniel  Helliwell 


way  to  the  battlefield:  Captain  Helliwell  rides  again. 
Heads  snap,  one  can  imagine,  when  David  and  Oliver 
clop  down  the  main  shopping  street  of  an  English  town 
on  a  Saturday  afternoon. 

At  the  battle  site,  David  stands  by  for  emanations  from 
the  captain's  spirit.  Helliwell,  David  says,  communicates 
via  "obstacles  and  deceptively  simple  challenges,  as  well  as 
clues  and  cryptic  messages,  curious  coincidences,  peculiar 
experiences  and  inner  perceptions."  One  message  David 
is  particularly  eager  to  receive  is  the  one  revealing  the 
whereabouts  of  the  modern-day  counterpart  of  Goodwyfe 
Kathrynn,  Helliwell's  beloved  spouse.  "She's  out  there," 
said  David,  who  described  himself  as  a  lonely  man,  "I  know 
that.  She's  waiting  for  me.  I  just  hope  I  find  her  soon." 

J\S  1  prCpflTCQ.  to  leave  David  Shorrocks,  he  asked  me 
if  by  chance  my  next  appointment  was  with  Jake  Mangle- 
Wurzel.  When  I  replied  that  it  was,  his  eyes  grew  wide. 
"Jake  isn't  your  normal  eccentric,"  he  said  forebodingly, 
unconscious  of  his  oxymoron.  "He  can  be. . .  a  bit  strong." 

Jake  lives  ten  miles  away,  in  a  township  near  the  city  of 
Huddersfield.  I  had  no  trouble  finding  his  farmhouse. 
Large  white  letters  painted  on  one  side  proclaim  it  the 
craziest  cottage  in  creation.  An  outside  stairway  sup- 
ports Jake's  Waterfall  of  Toilets.  Seven  toilets,  one  on 
every  other  step,  are  placed  so  that  each  empties  into  the 
bowl  of  the  one  next  below;  rain  flows  off  the  roof  and 
into  Toilet  i,  which  debouches  into  Toilet  2,  and  so  on. 
The  house  and  yard  are  festooned  with  bizarre  junk,  much 
of  it  fashioned  into  absurd  contraptions.  Toilets,  I  saw, 
were  a  favorite  motif.  There  was,  for  example,  a  motor- 
bike fitted  with  a  toilet  seat,  a  little  kitchen  sink  ("It's  all 
plumbed  in,"  Jake  later  told  me)  and  on  its  rear  fender  a 
very  realistic  toy  machine  gun  ("It's  me  police  deterrent"). 
It  had  two  masts — the  mainmast  bore  a  lightning  rod  and 
the  mizzenmast  the  Union  Jack;  strung  between  the  masts 
was  a  clothesline  with  laundry  hanging  from  it. 

As  I  approached,  dogs  barked  and  Jake  loped  out  to 


English  kingdom  of  Wonderful  Wurzel-Land,  be 
this  honorary  knighthood  upon  Thomas  Condom  i 
knowledgment  of  the  masterful  magazine  article 
crafted  for  his  own  people,  the  citizens  of  the  U 
States."  Under  the  circumstances — the  sword  next  t 
jugular  and  the  warning  from  David  Shorrocks — 
cided  not  to  chide  him  with  the  old  admonition  nev 
make  a  joke  on  a  person's  name  because  that  persoi 
alreadv  heard  it. 

He  raised  the  sword  from  my  shoulder;  it  had  1 
small  oil  stain  on  my  raincoat — anointing  oil,  Jakt 
plained.  "There,  that's  done,"  he  said,  rescabbari 
"Let's  get  on  with  it." 

Later  he  told  me  he  had  changed  his  legal  su 
to  The  Occupier  because  he  received  a  quantity  of 
addressed  "To  the  Occupier"  (as  does,  of  course,  e 
British  householder).  He  even  has  bank  accounts  in 
name.  It  was  clear  he  thought  it  a  wonderful  spoof, 
life,  as  it  turned  out,  was  one  endless  send-up.  On  one 


Jake's  life,  as  it  turned  out,  was 
one  endless  send-up. 


greet  me.  He  was  a  tall  man,  well  over  six  feet,  with  alarm- 
ing blue  eyes  and  a  bramble  of  red  beard.  He  wore  a 
moldering  Lord  Nelson-type  admiral's  hat  with  a  white 
feather  stuck  into  it.  When  he  reached  me  he  whipped  a 
sword  from  a  scabbard  and  pointed  it  at  me.  But  my  time 
had  not  come.  He  lay  the  tip  of  the  sword  upon  my  shoul- 
der and  said,  "Prepare  to  be  knightc.  [e  cleared  his 
throat.  "I,  Sir  Thomas  Henry  Erasmus  )c  pier,  King  of 
the  Eccentrics  and  royal  monarch  of  th«.        r.i  vdinary 
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casioh  he  fastened  a  sign  to  the  rail  of  a  high  bridge 
vored  by  local  suicides:  it  should  be  pointed  out  Tl 

LEAPING  FROM  THIS  BRIDGE  IS  EXTREMELY  HAZARDOUS 
YOUR  HEALTH. DEP'T.  OF  HEALTH. 

"There  was  a  tizzy  over  that  one,  I  can  tell  you,"  he  s; 
"The  local  authorities  asked  the  Department  of  Heald 
explain  itself.  'No,  no,  we  didn't  put  it  up!'  So  they  t( 
it  down.  And  it  was  just  a  simple  statement  of  fact!" 

When  Jake  takes  to  the  motorway  in  one  of  his  m; 


■ 


Jificent  vehicles — the  motorbike  or  his  old  schoolbus  with 
fie  windmill  on  top — bobbies  frequently  pull  him  over — 
rhich  of  course  he  thoroughly  enjoys.  "Once  a  bobby 
e ked  me  why  the  windmill.  'To  charge  the  battery,'  I  said, 
rhich  was  balderdash,  but  he  accepted  it  and  let  me  pro- 
bed. In  America  thev  would  have  tossed  me  in  the  looney 
En,  but  the  English  indulge  their  eccentrics." 
I  Jake's  eccentricitv,  he  insisted,  is  instinctive,  not  con- 
rived.  "Some  people  spend  their  lives  deliberately  being 
jutrageous,"  he  said.  "I'm  not  in  favor  of  that.  A  lot  of  me 
tutrageous,  but  I  feel  it  in  me  bones,  in  me  blood." 
:e  was  born  John  Day,  60  years  before,  to  an  unsus- 

ecting  couple  in  the  Yorkshire  village  of  Marsh — which 

rititles  him,  he  pointed  out,  to  call  himself  a  Martian.  He 

nowed  me  his  photo  in  a  school  yearbook;  he  looked  as 

ind  innocent  as  a  bov  soprano  during  the  Te  Deum. 

I  was  trained  as  an  engineer,"  he  told  me,  "then  I  served 

hree  disastrous  years  in  the  air  force.  Afterward  I  held  all 

>r  jobs,  but  nothing  seemed  to  have  much  mean- 

me.  I  was  miserable  a  lot  of  the  time.  Me  marriage 

ent  down  the  drain.  Everything  went  down  the  drain. 
"Now,  there  are  various  means  of  escape  from  failure: 

ou  can  go  on  the  bottle,  take  pills,  go  to  the  shrink,  turn 
b  religion.  I  didn't  do  any  of  them.  I  changed  me  name 

»  Jake  Jonathan  Zebedee  Mangle-Wurzel,  and  I  just 

irged  off  on  a  self-induced  manic  euphoria.  I  started 
p-creating  me  house.  I've  lived  here  since  1967. 1  own  the 
puse  and  the  land  it  stands  on,  so  the  town  council  can't 
top  me  from  doing  anything.  I  was  determined  to  do  this 
1  ith  me  life,  not  knowing  where  it  would  lead.  I  thought 
t  first  it  was  just  a  lark,  that  it  would  last  just  a  few 
jionths,  until  that  November,  and  then  I'd  stop  meself 
nd  sav,  'At  least  I've  had  six  months  of  damned  good  fun.' 
lut  I've  been  in  business  now  for  over  20  years!  It's  an  ex- 
raordinary  achievement,  if  I  do  say  so  meself." 


A  face  appeared  from  around  the  corner  of  the  house 
next  door.  A  neighbor,  a  woman,  was  scowling  at  Jake, 
as  you  well  could  imagine  a  neighbor  of  Jake's  would 
do.  She  waved  her  arms  at  me  and  mimed,  Don't  encour- 
age him! 

The  most  notable  feature  of  Jake's  place  was  a  large 
concrete  receptacle  near  the  door — his  tomb.  "I've  had  an 
obsession  with  death  ever  since  I  was  a  teenager,"  he  said. 
"It  is  me  final  ambition  to  top  meself.  You  call  it  suicide. 
When  you  have  nothing  to  live  for  except  pain,  you  should 
get  your  family  and  friends  together,  shake  hands  with 
them,  and  then  top  yourself.  I  want  to  be  buried  in  that 
tomb  in  the  middle  of  a  two-ton  concrete  block  with  a 
tube  coming  out  of  me  mouth.  The  tube  goes  up  to  the 
surface.  That  way,  when  me  friends  come  round,  say  at 
Christmas,  and  want  to  celebrate,  they  can  pour  one  down 
the  tube  for  old  Jakey.  That's  the  way  to  be  immortal!" 

The  tomb  already  has  occupants.  "Me  second  wife,  the 
beautiful  Pepa,  she's  buried  there.  And  then  me  son, 
Manoyle,  he  died  19  months  ago,  he's  down  there  too.  I 
used  to  call  him  me  son  because  I  loved  him  so  much.  But 
actually  he  was  four-legged,  me  canine  companion;  the 
beautiful  Pepa  was  his  mother.  That  tube  there,  it  leads 
down  to  Manoyle's  mouth.  It's  a  kind  of  preview  of  what's 
going  to  happen  to  me."  Manoyle  got  his  name  when  he 
fell  down  a  manhole,  or  "manoyle"  in  Yorkshire. 

"Because  I  can't  have  a  normal  carry-on  with  me 
two-legged  family  or  many  others,  I  create  me  closest  re- 
lationships with  canines.  They  are  me  family." 

Jake's  loyalty  to  his  family  has  been  put  to  the  test. 

"About  six  years  ago,"  he  said,  "I  needed  some  money 
and  decided  to  seek  a  job  driving  wagons  [trucks],  which 
is  something  I  used  to  do.  I  went  down  to  this  agency, 
and  I  took  Manoyle  with  me,  me  four-legged  son.  I  told 
meself,  'Now  Jake,  you  need  this  job,  so  be  sensible,  be 
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The  Imperial  Hotel  had  never  met 
anyone  like  Frank  Lloyd  Wright.  He 
was  the  world's  most  famous  architect. 
He  had  magnificent  plans  for  our  new 
building  in  Tokyo.  But  he  was  impossible  to  please. 
From  the  day  work  began  in  1918,  nothing  met  with 
Mr.  Wright's  approval.  Not  the  stones.  Not  the  tiles. 
Not  even  his  own  designs,  which  he  redid  over  and 
over  —  creating  endless  delays,  trouble,  rubble, 
and  commotion.  B@S 
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Costs  soared. 
Revenues  plunged. 
Our  guests  went  else- 
where for  peace  and 
quiet.  For  the  first  time 
in  its  long  history,  The 
Imperial  was  awash  in  red 
ink.    We   cut   back   on 


* 


Our  hotel  went 

THE  WBIGtlT  WAY. 
bUSinCSS  WENT  THE 
OTHER  WHY.     - 


operations.  But  Mr.  Wright  would  not  cut  corners 
on  construction. 

It  meant  "sink  or  swim"  —  but  we  supported  his 
decision.  Grimly,  we  tightened  our  belts  and 
renegotiated  our  debts.  We  found  Mr.  Wright  his 
stones  at  a  mountain  quarry  100  miles  to  the  north. 
We  ordered  four  million  tiles  from  an  ancient  kiln  200 
miles  to  the  south.  And  we  hired  600  craftsmen  to 
carry  out  his  designs  for  murals,  furniture,  lights  and 
tableware  —  down  to  the  last  matchbox. 
Our  efforts  were  handsomely  rewarded.  The  Wright 
hotel    (three    years    behind    schedule    and    many 


times      over      budget) 
served  faithfully  through 
earthquakes,  fire,  reces- 
sion   and    war.    In    the 
process,  we  consolidated 
our    reputation    for 
uncompromising 
qualiry  of  service  —  and 
achieved  the  highest  occupancy  rate  among  all  hotels 
in  Japan. 

The  building  succumbed  at  last  to  time.  But  to  this 
day,  Mr.  Wright's  motifs  grace  our  Peacock  Room. 
And  in  both  Tokyo  and  Osaka,  the  distinguished 
decor  of  our  Old  Imperial  Bar  is  inspired  by  his 
designs.  This  way,  we  honor  his  memory.  And  oblige 
the  guests  who  honor  us  by  returning,  year  after 
year,  to  savor  timeless  hospitality       e  rs 

in  the  Wright  environment. 
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For  reservations:  Imperial  Hotel,  Tokyo  Tel  (3)3504-1111;  Imperial  Hotel.  Osaka  Tel  (6)881-1  Ill- 
Hotel  Imperial  Bali.  Bah.  Indonesia  JO;  or  your  nearest  travel  agent.  For  .nformat.on:  The  Overseas  Sales  Offices  of 
the  Imperial  Hotel:  London:  Tel         I    555-1775;  New  York:  Tel  (2  1  2)692-9001 ;  Los  Angeles:  Tel  (213)627-6214. 

http:    www.imperialhocel.co.ip 
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serious,  be  practical,  forget  about  Wonderful 
Wurzel-Land,  otherwise  you  have  no  chance.' 

I       "The  girl  gave  me  application  and  she  said,  'Oh, 
that's  a  nice  little  dog  you've  got  down  there.' 
"And  at  that  point,  I  just  had  to  tell  her  straight 
^  that  it  wasn't  a  dog.  I  heard  meself  saying,  'This  is 
1  me  son,  Manoyle  Ramsbottom.  His  mother  was 
^  me  second  wife,  and  she  was  the  best  wife  I  ever 
a  had.'  And  I  just  got  carried  away  with  it,  and  before 
U  I  knew,  the  whole  thing  came  flooding  after. 
r       "And  then  I  saw  she  was  shrinking  from  me,  she 
d  jhad  a  strange  look,  and  she  snatched  back  the  ap- 
plication.  I'd  started  out  that  dav  struggling  to  pre- 
sent myself  as  a  person  who  was  capable  of  taking 
Jon  traditional  employment.  And  I  couldn't.  This 
—  {bizarre  lite  runs  so  deep  in  the  marrow  of  me  bones 
now.  Selling  out  on  me  created  reality'. .  .me  house, 
me  inventions,  me  four- legged  family. .  .1  won't  do 
it.  It's  me  brainchild,  me  baby.  It's  just  too  precious 
to  give  up." 


Leaving  Wonderful  Wurai-Land, 

pressing  south  and  east,  I  worried  that  in  compar- 
ison with  Jake,  my  remaining  eccentrics  would  seem  as 
bland  as  aldermen.  I  needn't  have  fretted.  When  I  met 
John  Ward,  for  example,  the  eccentric  inventor  of  North- 
amptonshire, he  was  wearing  an  immense  bow  tie  and 
enormous  white-framed  spectacles,  and  the  gray  hair 
around  his  bald  head  fluffed  out  as  if  electrified.  ("I  am  not 
bald,"  he  maintained.  "It's  a  reverse  Mohawk.") 

John  is  best  known,  perhaps,  as  the  inventor  of  the  bra 
warmer.  "It  occurred  to  me,"  he  said  in  the  most  rococo 
regional  accent  of  my  entire  trip,  "that  it  must  be  dreadful 
for  women  to  put  on  their  ice-cold  brassieres  on  chilly 
English  mornings.  So  I  mounted  my  wife's  hair  dryer  on 
a  stand  and  led  the  hot  air  up  to  two  semispheres  I  made 
from  the  two  halves  of  a  copper  toilet-tank  float.  You  just 
drape  your  bra  over  the  copper  globes  and  flick  the  switch, 
and  by  the  time  you've  brushed  your  teeth,  your  bra  is 
downright  cozy." 

I  asked  him  how  this  compassionate  invention  was 
received.  "It  takes  a  while  for  these  things  to  catch  on," 
he  said. 

We  went  to  a  restaurant  and  ordered  drinks.  When 
John  excused  himself  to  go  to  the  loo,  I  noticed  there 
was  something  floating  in  his  drink — a  small  black  ball 
with  short  stubby  projections.  Good  grief,  a  miniature 
harbor  mine! 

"Oh,  that's  a  useful  little  gadget,"  he  explained  when  he 
returned.  "You  know  how  at  a  party  you  set  your  drink  on 
a  table  and  somebody  walks  by,  picks  it  up  and  drinks  it 
for  you?  So  I  made  this  as  a  warning  to  the  careless:  'This 
is  not  your  drink,  it's  mine.'" 

Jake  Mangle-Wurzel  is  out  to  shock.  John  Ward  is  out 


to  delight.  "I  enjoy  what  I  do,"  he  said.  "You  come  into 
the  world  with  nothing  and  you  leave  it  with  nothing,  un- 
less you  put  a  roof-rack  on  your  coffin.  Let's  have  some 
giggles,  then." 

A  maintenance  engineer  for  a  shoe  company,  he  some- 
times gets  ideas  for  practical  inventions,  but  he  represses 
them.  "I've  known  so  many  people,"  he  explained,  "who 
are  absolutely  exhausted  from  trying  to  push  an  idea.  I  said 
to  myself,  'Ah,  the  hell  with  it,  I'll  go  to  the  funny  side.'" 
And  so  instead  of  a  better  computer  chip  he  invented  the 
musical  frying  pan — one  verse  of  The  Yellow  Rose  of  Texas 
and  your  egg  is  done — and  the  electric  spoon,  for  stirring 
your  tea.  He  created  a  machine  that  converts  electioneer- 
ing handouts  into  toilet  paper  (a  product  he  called  "a  tis- 
sue of  lies"),  and  an  automatic  head- washer  that  operated 
on  the  principle  of  the  car  wash.  When  he  tired  of  the 
endless  repeats  of  the  Royal  Wedding  on  the  telly,  he 
went  out  to  his  garage  and  built  the  Tri-baff — a  trimaran 
made  of  three  bathtubs  bolted  together  and  propelled 
by  a  ten-horse  outboard.  The  invention  that  best  dis- 
played his  gift  for  whimsy  was  an  earthbound,  polka-dot- 
ted helicopter  mounted  atop  an  old  lawn  mower.  When 
he  takes  it  out  for  a  spin,  the  neighbors  start  twitching 
their  curtains. 

I  asked  his  wife,  Janet,  what  it  was  like  to  live  with  a 
full-time  escapee  from  Monty  Python's  Flying  Circus.  She 
smiled  indulgently.  "I'm  used  to  him,  you  see.  I  don't 
think  anything  of  it."  For  his  children,  however,  it  was  an- 
other matter.  They  were  proud  of  him,  Janet  said,  but  a 
bit  embarrassed.  When  Dad  was  out  demonstrating  his 
barmy  helicopter,  his  teen-aged  daughters  had  been 
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known  to  sneak  around  the  privet  hedge  looking  as  if  they 
wanted  the  earth  to  open  and  swallow  them  up. 

My  odySSey,  SO  tO  SDeak,  came  to  an  end  at 
a  farmhouse  in  West  PutforcT,  Devon,  in  England's  far 
southwestern  corner.  There  dwells  Ann  Atkin,  who  owns 
well  over  1,000  garden  gnomes  and  exhibits  them  in  her 
Gnome  Reserve  down  the  lane.  Each  year  tens  of  thou- 
sands ol  people  thread  the  narrow,  winding  roads  to  West 
Putford  and  pay  just  under  three  dollars  to  don  a  peaked 
red  gnome  hat  and  wander  through  the  Reserve.  They  see 
gnomes  peeping  from  behind  stumps,  gnomes  fishing  in 
the  brook,  gnomes  sleeping  on  beds  of  moss — gnomes 
doing  many  of  the  everyday  things  non-gnomes  do. 

It  is  not  the  owning  of  the  gnomes  or  the  exhibiting 
of  them  that  qualifies  Ann  Atkin  as  an  eccentric,  anymore 
than  owning  Disneyland  made  Walt  a  weirdo;  quite  the 
contrary,  it  was  good  business.  The  thing  that  makes  Ann, 
um,  ah,  exceptional  is  that  she  believes  in  gnomes. 

"The  gnomes  are  spiritual  guides,"  she  told  me  gin- 
gerly, clearly  aware  that  what  she  was  saving  might  sound 
strange  to  the  uninitiated.  "They  came  for  me  and  took 
me  on  an  inner  journey,  if  you  like.  You  can  be  sitting 
right  here  in  this  room,  and  the  gnomes  can  take  you  over 
the  mountains,  under  the  sea.  They  can  take  you  into  the 
song  of  a  bird,  and  you  can  live  in  the  bird  ,.  You  can 
travel  free.  The  gnomes  unfolded  parts  <  subcon- 

scious mind  that  I  couldn't  reach  with  my  c<  »us  mind. 

They  know  more  about  what's  happening  .       ie  than  I 


know  myself.  Does  that  make  any  sense?" 
I  nodded  thoughtfully. 
"They  are  intermediaries  between  you  ar 
your  inner  self." 

Now  this,  I  whispered  to  myself,  isn't  eccentri 
it's  downright  dotty.  But  wait.  Ann  herself  wasr 
dotty  at  all.  A  warm  and  intelligent  woman  in  hi 
middle  years,  her  eyes  made  large  by  thick  glasse- 
Ann  radiated  sanity  and,  gnomes  aside,  norma 
ity.  She  had  none  of  the  mannerisms  of  the  eccer 
tries  I  had  met — what  Dr.  Weeks  calls  "pressure 
speech"  and  "tangentiality"  and  "exaggerated  sel; 
reference."  Furthermore,  she  was  a  gifted  artist,1 
graduate  of  the  Royal  Academy  of  Art;  her  intri 
cate  paintings  of  complex,  petaled  forms  with  litti 
Adam  and  Eve  figures  rising  from  them  showe 
what  seemed  to  me  considerable  competence. 

And  so  what  if  she  believed  in  gnomes?  J.  R.F 
Tolkien  made  a  great  to-do  over  hobbits,  an: 
nobody  called  him  a  kook.  To  an  impartial  thir 
party,  would  believing  in  gnomes  seem  any  mor 
exotic  than  believing — as  do  the  Archbisho* 
of  Canterbury  and  I,  along  with  millions  of  oth 
ers — that  water  can  be  changed  into  wine,  anty 
wine  into  blood?  I  decided  that  if  grumpy  litti: 
men  in  pointy  hats  had  made  Ann  the  person  she  was,  i ; 
was  a  great  recommendation  for  gnome-power. 

"What  are  gnomes  like?"  I  asked  Ann  as  we  walked  to 
ward  my  car. 

"What  are  gnomes  like?"  she  repeated.  "Gnomes  an 
old  as  the  hills  and  young  as  a  child.  That's  how  I  feel- 
old  as  the  hills  and  young  as  a  child." 

I  got  into  my  car  and  lowered  the  window  to  say  good- 
bye. Ann  was  studying  me  intently.  "You,"  she  said,  "ma) 
be  a  gnome." 

When  I  got  home  two  days  later,  I  conveyed  this  per- 
ception to  my  wife.  "Well,"  she  said,  "it  would  explair 
quite  a  number  of  things." 

From  GatVvick,  Waitings  board  myplane; 
I  phoned  Dr.  Weeks  and  reported  in.  Before  I'd  left  him 
to  start  my  trip,  six  eccentrics  ago,  he  had  given  me  the 
test  he'd  given  all  the  subjects  in  his  study,  questions  de 
signed  to  winkle  out  eccentricity  and  distinguish  it  from 
the  neurotic  behaviors.  I  expected  him  to  tell  me  I'd  scored 
as  mildly  eccentric.  Like  most  of  Weeks'  eccentrics,  after 
all,  I  was  healthy,  happy,  intelligent  and  a  firstborn.  Fur- 
thermore, for  20  years  I'd  kept  bees  on  the  roof  of  my 
townhouse  in  Manhattan.  I'd  liked  all  the  eccentrics  I  met 
and  admired  their  courage  and  flair,  and  after  two  weeks 
of  saturation  exposure  I  had  begun  to  identify  with  them. 

"You  scored  50,"  Weeks  said.  "That's  right  in  the  mid- 
dle. You're  normal." 

Normal?  Normal?  I'd  never  been  so  insulted  in  my  life.  • 
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Invented  for  you 


±\  Breguet  watch  has  a  unique  respon- 
sibility; it  comes  to  you  carrying  the 
name  of  Abraham-Louis  Breguet,  the 
greatest  watchmaker  ever  known.  You 
will  recognise  it  by  the  legendary 
"Breguet"  hands,  the  shimmering 
guilloche  dial,  and  the  finely  fluted 
case  band  that  give  your  Breguet  its 
strong  character.  Most  important,  it 
will  house  a  hand-finished  movement, 
as  inimitable  and  inventive  today  as  two 
hundred  years  ago.  Wear  it  with  pride, 
you  have  chosen  an  exceptional  watch. 


By  inventing  tbe  tourbilton 

da  ice  around  1795, 
Breguet  eliminated  tbe 
influence  of  gravity  on 

tbe  accuracy  of/be  natch 
ibis  pivotal  intention 
is  seen  at  its  best  in  tbe 
current  collection,  which 
7^    has  a  number  of  fine 
tourbillon  Hatches. 


HOTEL  WALDORF  ASTORIA  PARK  AVENUE  AT  49TH  STREET  •  NEW  YORK,  NY  10022  •  212-751-9824 
509  MADISON  AVENUE  AT  53RD  STREET  •  NEW  YORK,  NY  10022  •  212-888-0505 
TO  PLACE  AN  ORDER  CALL   1-800-255-3310  •  PLEASE  WRITE  FOR   FREE  CATALOGUE 


Breguet  LLC  Sole  Distributor  for  the  USA,  Canada,  Mexico  and  Carribean  -  Phone:  1-888  Breguet  1-888-273-4838 
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All    OF  US,  GREAT  AND  SMALL  (I  SPEAK  WITH  PARTICULAR 

authority  regarding  the  latter  category),  have  to  brace  ourselves 
against  certain  conversational  cliches.  Anorexics  must  explain 
how  they  manage  to  stay  so  slim.  Basketball  players  are  asked 
what  the  weather  is  like  up  there,  while  Australians  endure  jokes 
about  life  "Down  Under."  Biographers,  being  practitioners  of  the 
world's  slowest  discipline  outside  of  stalactite  study,  daily  wince 
at  the  question  "When's  your  book  coming  out?"  I  have  kept  a 
careful  tabulation  of  the  times  I  have  been  thus  needled  since  be- 
ginning a  life  of  Ronald  Reagan  in  1985,  and  at  last  count,  the 
wince  total  stands  at  726,354,925,267. 

At  times  the  sting  of  these  needles  is  such  that  one  seeks  com- 
fort from  fellow  sufferers.  I've  gotten  some  relief  simply  from 
being  married  to  Sylvia  Jukes  Morris  (15  years  on  Clare  Boothe 

TT  TOOK  1 1  YF.ARS  TO  CAPTURE  RFAOAN  ON  THF.  PAOF. 
AND  NOW  HTS  RTOCR  APHY  TS  FTNTSHFT)  (SO  STOP  ASKTNOO 

Luce),  consoling  myself  that  no  matter  how  long  I  took  on 
Reagan,  she  was  still  four  lengths  ahead  in  the  biographical 
stakes.  But  then  in  1996  she  mailed  off  her  last  chapter,  and  I  had 
to  look  elsewhere  for  consolation. 

"How  do  you  handle  The  Question,  Jean?"  I  asked  of  Jean 
Strouse  (14  years  on  J.  P.  Morgan).  She  recoiled  out  of  sheer  habit, 
then  said  wearily,  "I  change  the  subject."  "Does  that  work?"  "No, 
but  at  least  it  gives  me  time  to  edge  towards  the  door." 

I've  not  been  able  to  broach  the  subject  with  Robert  Caro  (12 
years  on  LBJ)  or  the  all-time  champ,  Nancy  Milford  (23  years  on 
Edna  St.  Vincent  Millay),  but  I  did  get  some  excellent  advice  from 
David  McCullough  (ten  years  on  Harry  Truman)  on  how  to  deal 


with  those  most  persistent  questioners,  one's  editors.     . 

"Oh,  I  just  lie,"  he  said  tranquilly. 

"But  you  can't  lie  forever.  Don't  they  eventually  get  wise?" 

'Yes,  but  look  at  the  years  you've  gained  in  the  meantime." 

"What  about  when  they  start  to  threaten?" 

"Send  'em  a  chapter." 

My  editor,  Robert  Loomis,  is  famed  for  his  patience 
(he  allowed  Neil  Sheehan  16  years  on  John  Paul  Vann)  as 
well  as  his  taciturnity.  When  I  finally  called  to  say  that 
1,457  Pages  oi Dutch:  A  Memoir  of  Ronald  Reagan  were  on 
their  way,  all  he  said  was,  "That's  great." 

Maybe  he  thought  I  was  lying. 

Not  all  biographers  are  slow,  of  course. 
Jeffrey  Meyers  seems  to  put  out  a  new  literary  life  every 
year,  and  despite  this  pace  always  manages  to  spell  the 
name  of  his  subject  correctly.  Ted  Morgan,  the  fastest 
scribe  since  Sanche  de  Gramont,  actually  bats  out  finished 


"Darling." 

No  response.    She's   reading  an   analysis  of  Pett! 
Sampras's  serve,  and  the  Melior  is  cooling. 

"Darling." 

"Hmm?"     . 

"Your  book.  What  took  you  so  long?" 

She  looks  at  me  without  expression  and  says,  "Yoi 
need  a  haircut." 

Well,  I  could  try  that  on  Lesley  Stahl,  I  suppose,  bull 
doubt  it'll  get  me  very  far. 

"Ms.  Stahl,  you  need — " 

"Cut.  Guys,  we're  going  to  have  to  do  this  again.l 
Edmund,  this  is  television.  'Ms.'  is  out.  Please  call  me| 
Lesley.  And  do  I  call  you  'Ed'?" 

"I'd  prefer  Ishmael." 

"Really?  Okay.  Guys,  do  we  have  speed?  Uh,  IshmaelJ 
what  took  you  so  long?" 

"Lesley,  you  need — " 
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text  on  a  laptop  right  there  in  the  archive. 
Now  that  AT&T  is  wiring  the  whole 
country,  I  don't  doubt  that  his  next  book 
will  be  piped  straight  to  the  printer. 

(Hey,  Ted!  How  about  linking  two  To- 
shibas?  Then  you  could  do  bios  of  DeWitt 
and  Lila  Wallace  simultaneously!) 

Once,  during  a  performance  of  Parsifal 
at  the  Kennedy  Center,  Daniel  J.  Boorstin — 
an  omnivorous  intellect  and  no  mean  bat- 
ter-out of  manuscripts  himself — took 
advantage  of  the  Good  Friday  music  to 
tell  me  about  the  habits  of  the  Costa 
Rican  three-toed  sloth.  "It  spends  all  its  life  hanging  up- 
side down  in  the  same  tree,  and  moves  from  branch  to 
branch  so  slowly  that  its  droppings  form  a  solid  circle 
around  the  roots."  Since  he  was  one  of  the  first  people  to 
prompt  me  to  write  a  Reagan  biography,  I  wondered  if  he 
was  not  sending  a  metaphorical  message. 

If  so,  he  didn't  have  to.  Guilt  is  as  endemic  to  biogra- 
phers as,  well,  fleas  to  sloths.  No  needle  has  ever  caused  me 
greater  pain  than  something  my  subject  himself  wrote  on 
a  White  House  photograph  of  me  shaking  his  hand  at  some 
posh  reception.  Underneath,  his  polite,  laborious  script  in- 
quired, What  are  you  doing  here?  Why  aren't  you  writing? 

Well,  the  book  is  done,  although  I  should  perhaps 
quote  Anatole  France's  consolatory  mot,  "A  work  of  art 
is  never  finished,  only  abandoned."  The  Question  no 
longer  torments.  But  it's  bound  to  be  succeeded  by  an- 
other, equally  aggressive  variant,  "What  took  you  so 
long?"  I  thought  I'd  see  how  my  w       '  .nulled  it. 


N  A  PHOTOGRAPH 

"I'll  tell  you  what  I  need,  you] 
pointy-headed  pensucker,  I  need  a 
straight  answer  to  my  question,  or 
you'll  never  get  your  sorry  ass  on 
TV  again." 

All  right,  inquisitors  of  the  world, 
here's  why  ars  longa  biographica 
est,  and  make  what  you  will  of  it. 
(NOTE  TO  FELLOW  LIFERS: 
The  following  excuses,  apologia, 
obfuscations,  and  pleas  are  in  the 
public  domain.  Feel  free  to  sub- 
stitute the  name  of  your  subject 


wherever  that  of  mine  appears.) 

In  the  first  place,  I  had  to  get  to  know  Ronald 
Reagan,  and  it's  not  easy  to  spend  time  alone  with  a  sit- 
ting President.  (At  least,  until  Monica  Lewinsky  figured 
out  an  ingenious  form  of  access.)  In  RR's  time,  there  was 
an  inviolable  rule  that  unless  you  were  his  wife  or  chief  of 
staff  or  secretary,  or  belonged  to  an  extremely  small  coun- 
cil of  familiars,  you  had  to  see  him  in  company  with  a  senior 
White  House  aide.  My  Oval  Office  access  was  regarded 
as  extraordinary,  in  that  I  interviewed  the  President,  on 
average,  once  a  month,  but  Scheduling  Director  Frederick 
J.  Ryan  Jr.  always  sat  in  on  these  conversations.  I  don't 
think  Fred  interjected  a  word  in  all  those  years  of  Q_and 
A  (except,  "Mr.  President,  I  think  your  next  visitor  is  wait- 
ing"), but  even  so,  his  discreet  presence  was  inhibiting. 

Not,  of  course,  that  I  would  have  developed  much  in- 
timacy with  Mr.  Reagan  in  a  true  tete-a-tete.  His  smiling 
aloofness  served  him  as  well  in  biographical  encounters  as 
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t  superpower  summits:  If  Gorbv  couldn't  bat  one  past 
im,  what  chance  the  authorized  scribe? 
Indeed  I  have  to  be  grateful  to  Fred  Ryan  for  provid- 
g  a  quorum,  theatrically  speaking.  To  a  trained  actor  like 
onald  Reagan,  three's  company  and  two's  a  crowd;  he 
id  things  for  us  both  that  he  probably  wouldn't  have 
one  for  me  alone.  I  still  cherish  the  memory  of  him  per- 
brming  a  mimetic  routine,  which  I  guess  I'll  save  for  my 
>ook,  but  let  me  just  say,  it  involved  some  looseness  of  the 
vrists,  and  was  as  exquisitely  "incorrect"  as  it  was  funny. 
All  biographers  who  care  at  all  about  their  art  will  tes- 
ifv  that  they  cannot  begin  to  write  until  they've  at  least 
lalfway  understood  the  person  they've  contracted  to  ex- 
slain.  And  the  complexities  of  human  personality  are  so 
nfinite,  halfway  is  about  as  far  as  one  ever  gets  toward 
:omprehension,  whether  the  relationship  be  literary  or 
tentorial  or  even  marital.  (Notice  how  infrequently  hus- 
sands  and  wives  chronicle  one  another?  There's  a  reason: 


est  of  artists  will  instinctively  pose  a  certain  way,  and  ar- 
range the  lighting  and  color  scheme  just  so,  in  order  to 
make  the  composition  "work"  to  his  satisfaction.  And  if  he 
has  repeatedly  painted  the  same  picture,  by  request,  over 
the  course  of  40-odd  years,  it's  going  to  be  so  stylized  as 
to  amount  (with  the  best  intentions  in  the  world)  to  a  por- 
trait of  someone  else.  At  times,  as  the  President  segued 
happily  into  a  story  he'd  perfected  back  in  1939, 1  would 
sigh,  and  wish  he  was  capable  of  just  the  teeniest  bit  of  that 
excreta  tauri  which  biographers  love  to  pounce  on. 

Having  previously  chronicled  Theodore  Roosevelt, 
who  died  60  years  before  I  got  him  to  the  top  of  San  Juan 
Hill,  I  have  often  been  asked  about  the  differences  between 
"live"  and  "dead"  biography,  and  asked  which  kind  is  more 
congenial.  The  first  person  to  ask  me  was  Francis  X.  Clines 
of  The  New  York  Times,  and  it  stumped  me  then  as  it 
stumps  me  now.  My  wife,  however,  had  no  hesitation  in 
answering.  She  feelingly  called  from  the  next  room,  "Dead 


AS  AN  INTERVIEWEE,  REAGAN  WAS  INCAPABLE  OF  LYTNO,  RUT 


HIS  HONFSTYr  PARADOXICALLY,  MADE  MY  WORK  HARDER 


Intimacy  compounds  mystery.) 

Even  if  Mr.  Reagan  had  been  the  most  forthcoming 
character  in  the  world,  that  First  Basic  Law  of  Biography, 
write  only  what  you  know,  would  have  made  early  progress 
difficult.  As  an  interviewee,  he  was  refreshingly  incapable 
of  lying,  but  his  honesty,  paradoxically,  made  my  work 
harder,  because  the  Second  Basic  Law  of  Biography  is, 
by  their  lies  ye  shall  know  them.  Clare  Boothe  Luce  lied 
enough  to  beat  Lillian  Hellman,  but  my  wife  delighted  in 
the  old  lady's  whoppers,  because  they  yielded  rich  psy- 
chological insights. 

What  is  a  lie,  after  all,  but  an  attempt  to  gain  advan- 
tage? If  a  man  falsifies  his  military  record,  you  have  already 
learned  something  you  won't  find  in  that  record:  that 
he's  embarrassed  by  it.  If  a  woman  complains  about  her 
children's  ingratitude,  she's  only  challenging  you  to  find 
out  that  she  might  have  been  the  one  who  shortchanged 
them.  And  piousness  is  no  guarantee  of  verity.  I  remem- 
ber Jimmy  Carter,  two  years  out  of  the  Presidency,  react- 
ing with  surprise  vehemence  when  he  found  out  whom 
my  wife  was  writing  about.  "Clare  Boothe  Luce — she  was 
livin'  in  Honolulu  in,  uh,  splendor  when  Ah  was  a  young 
officer  there,  and  Rosalynn  and  Ah  couldn't  afford  meat 
but  once  a  week,  while  Miz  Luce  was  entertainin'  all 
her  millionaire  friends  at  Diamond  Head."  An  affecting 
story,  except  that  Clare  didn't  get  to  Hawaii  until  1969, 19 
years  after  Lt.  Carter  transferred  out  of  Pearl  Harbor.  If 
I  were  Jimmy's  biographer,  I'd  get  some  mileage  out  of 
that  little  fantasy. 

Mr.  Reagan's  truthfulness,  therefore,  stood  in  the  way 
of  the  truth — which  is  to  say,  the  hardboard  of  fact  upon 
which  we  all  paint  our  self-portraits.  Even  the  most  hon- 


is  easier!"  Needless  to  say,  Frank  used  that  line  as  his  open- 
ing quote,  and  a  black  T-shirt  duly  arrived  from  one  of 
Sylvia's  friends,  with  the  phrase  lettered  verso  and  recto. 

My  own  less  quotable  opinion  would  be,  however,  Live 
or  dead  is  equally  difficult,  not  to  say  impossible.  If  one's 
subject  has  moved,  as  TR  would  say,  beyond  the  rifle  pits 
(both  he  and  RR  were  curiously  reluctant  to  discuss  the 
afterlife  except  in  terms  of  secular  metaphor),  then  one 
is  of  course  deprived  of  the  immediacy  of  the  flesh,  the 
look,  the  sound,  the  texture,  the  revealing  expression.  On 
the  other  hand,  if  the  flesh  is  still  quick  and  sensibilities 
current,  one  lacks  historical  hindsight,  and  has  to  strug- 
gle with  the  knowledge  that  words  hurt.  Something  about 
their  black-and-white  permanence  on  the  page  makes 
them  both  a  terror  and  a  scourge. 

I  learned  that  lesson  when  I  wrote  a  portrait  of  my  best 
friend  from  college  days,  a  man  I  loved  and  admired  al- 
though we  were  about  as  similar  as  Oscar  and  Felix.  The 
portrait  appeared  in  an  a  la  recherche  du  temps  perdu  travel 
piece,  and  described  our  reunion  after  21  years.  I  thought 
it  was  an  affectionate  tribute,  and  by  way  of  making  it 
plausible,  dropped  in  one  or  two  critical  comments  about 
the  publishing  house  he  worked  for.  He  sent  me  a  letter 
that  he  was  not  able  to  finish  for  anger,  and  I've  never 
heard  from  him  again. 

To  write  about  the  living,  therefore,  is  hard  and  risky.  I 
once  discussed  with  Mrs.  Nelson  Rockefeller  the  idea  of 
writing  an  authorized  biography  of  her  husband.  When  she 
said  she  wanted  to  make  sure  the  "absolute  truth"  came  out, 
I  wondered  if  that  policy  of  honesty  applied  to  the  splendid, 
the  rampant,  the  ecstatic  liebestodoi Nel's  last  end.  But  I 
took  one  look  into  her  eyes  and  knew  I  could  not  ask. 
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There  are,  of  course,  advantages  as  well  as  disadvantages 
in  either  type  of  biography.  Live  people  casually  reveal  the 
kinds  of  things  posthumous  researchers  rarely  find  out:  how 
a  certain  smell  or  tune  affects  them,  or  what  it  feels  like  to 
drop  the  ballerina  in  the  middle  of  Giselle.  Which  does- 
n't mean  to  say  their  biographees  are  always  cooperative: 

BOSWELL:  Pray,  Sir,  what  do  you  do  with  [orange 
peels]?  You  scrape  thern. .  .what  next? 

JOHNSON:  Nay,  Sir,  you  shall  know  their  fate  no 
further. 

Dead  people  tend  to  reveal  themselves  in  letters  and  di- 
aries. Ours  is  an  impatient  age:  When  we  have  something 
to  say  (or  even  when  we  don't),  we  tend  to  pick  up  the 
phone.  E-mail  is  a  positive  development  for  the  next  gen- 
eration of  biographers,  providing  people  keep  copies.  But 
I  shouldn't  like  to  try  to  write  the  life  of,  say,  Lew  Was- 


thority,  signed  by  the  man  himself. 

After  several  hours'  delay,  during  which  the  letter  wa 
no  doubt  subjected  to  ultraviolet  and  chirographical  anal 
ysis  by  FBI  agents  in  the  basement,  the  archivist  returnee 
impassively.  Behind  him  came  a  young  female  assistan 
pushing  a  truckload  of  gray  boxes. 

"This  is  as  much  as  we  can  pull  at  one  time,"  he  sai 
"About  five  linear  feet  of  shelf  space.  Will  it  be  enougl 
for  today?" 

"I  should  think  so,  yes." 

"We  have  approximately  30  linear  feet  for  the  perio 
1911-1980,  excluding  of  course  Mr.  Reagan's  official  guber 
natorial  papers,  which  are  at  the  Hoover  Institution — 

He  allowed  himself  a  curatorial  sigh.  In  bed  at  night 
no  doubt,  he  dreamed  wistfully  of  the  19  tons  of  docu 
ments  the  President  had  already  deposited  upstate,  befor 
deciding  that  the  Library  should  be  closer  to  Los  Angeles* 
"Hoover  also  has  campaign  material  for  1976,  under  sep 
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serman,  who  prides  himself  on  having  less  than  a  boxful 
of  paper  to  show  for  his  60-odd  years  in  the  entertainment 
business.  ("Every  deal  I  ever  made  is  here  in  my  head.") 

Back  around  the  turn  of  the  century,  ladies  and  gen- 
tlemen put  everything  down  on  thick  creamy  paper,  and 
even  their  most  trivial  scraps  often  contributed  figments 
of  understanding.  I  once  came  across  a  sheaf  of  Metro- 
politan Club  lunch  orders,  vintage  1897-1898,  in  one  of 
TR's  letterboxes,  and  was  intrigued  to  discover  that  they 
all  read  "double  lamb  chops."  Here,  in  short,  was  an  as- 
sistant secretary  of  the  Navy  so  obsessively  concerned  with 
plotting  the  Spanish-American  War  that  he  didn't  want 
to  waste  time  looking  at  the  menu. 

Public  figures,  moreover,  trusted  one  another  in  that 
more  honorable  time.  Everyone  in  politics  today  is  so 
suspicious  of  everyone  else — and  rightly  so — that  to 
commit  a  single  important  thought  to  paper  is  to  see  it 
on  the  Internet  within  hours.  Hence  most  of  the  real 
business  of  the  modern  White  House  is  conducted  on 
walks  in  the  Rose  Garden,  or  in  the  men's  room  with  all 
faucets  gushing. 

Ironically,  government  now  thumps  out  so  much 
obfuscatory  paperwork  that  presidential  libraries  both 
hide  and  entomb  memory  more  protectively  than  the 
pyramids  did.  I  remember  the  day  I  discovered  this, 
shortly  after  the  Ronald  Reagan  Library  opened  its  doors 
under  the  aegis  of  the  National  Archives.  The  first  slip  I 
filed  was  for  the  President's  personal  papers. 

"I'm  sorry,  but  those  items  are  not  available  to  re- 
searchers," said  the  archivist  on  duty. 

"They  are  to  me,"  I  said,  flourishing  my  letter  l.    au- 


arate  deed  of  gift.  However,  227  feet  of  records  of  the  198(1 
campaign  are  here — " 

"Perhaps  I'll  flick  through  those  tomorrow,"  I  saidl 
"leaving  the  rest  of  the  week  clear  for  the  presidential  stuff.! 

He  looked  at  me  uncertainly.  One  should  never  jokJ 
with  archivists,  lest  they  avenge  themselves  by  discon-f 
necting  the  photocopier.  He  was  actually  being  quittl 
a  good  sport,  trying  to  warn  me  that  I  should  extend 
my  contract  with  my  publisher.  The  official  Papers  o:[ 
President  Ronald  Reagan  consist  of  2,386  feet  of  alpha- 
betical "name"  files,  200  feet  of  "sample"  popular  maill 
2,449  feet  of  "subject"  files  and  48  feet  of  "presidential 
handwriting."  To  this  must  be  added  126  feet  of  outtake;[ 
deemed  "Confidential"  and  1,008  feet  of  Confidential  Filcl 
Oversize  Attachments.  (Interestingly,  the  latter  collection 
outbulks  the  General  File  Oversize  Attachments  by  21c I 
feet,  suggesting  that  secretive  correspondents  clip  biggeil 
things  to  their  memos  than  those  with  less  to  hide.)  In  ag-l 
gregate,  Mr.  Reagan  generated  about  50  million  pages  ol 
reading  material  during  his  Washington  years — about  as 
much  as  the  entire  print  catalog  of  Western  civilization 
at  the  end  of  the  Renaissance. 

Hey,  I  just  had  a  brilliant  idea.  I'm  going  to  memorize  I 
the  above  statistics,  the  way  Ronald  Reagan  used  to  mem- 
orize all  the  books  of  the  Bible.  And  if  Lesley  Stahl  even 
asks  me  The  Question  on  TV,  I'll  zap  her  with  them  unti 
she  runs  out  of  tape. 

Or  maybe  I'll  just  lie.  • 

EdmundMorrish^  author  of  The  Rise  of  Theodore 
Roosevelt.  His  new  biography,  Dutch:  A  Memoir  oJ 
Ronald  Reagan,  will  be  published  this  fall. 
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BOSS  Hugo  Boss  SHOPS 

Bal  Harbour,  Beverly  Hills,  Century  City, 
Costa  Mesa,  Dallas,  King  of  Prussia, 
Las  Vegas,  Short  Hills,  Washington,  DC 

Opening  Fall   1998 
Atlanta,  Scottsdale,  Troy, 
Tysons  Galleria 


BOSS  Hugo  Boss  SHOP-IN-SHOPS 

Bloomingdale's,  NYC;  Cedrics,  Minneapolis 
Garys,  Newport  Beach;  Macy's,  NYC 
Macy's,  San  Francisco;  Mario's,  Seattle 
Saks  Fifth  Avenue,  NYC 

(800)  HUGO  BOSS 


A  DAY 

NEW  ZEALA] 
BACKCOUNT 

MIGHT  LAND  Y< 

nywher: 


It  came  up  a  mountain  pass,  with  the 
per  slowly  gaining  altitude,  until  we 
soaring  over  a  dazzling  white  glacier  thai 
gradually  for  a  few  hundred  feet  and  th 
ended.  On  the  other  side  lay  a  wide, 
valley  quartered  by  glacier-fed  rivers. 

"Look  at  that,  would  you?"  the  pilot  said. 
"Why  ( I  ipose  anyone  would  want  to 

live  in  a  bloody  country'  like  this,  anyway?" 

The  question  was  not  serious,  of  course,  and 
the  answer  was  sei.1" evident.  And  you  did  not 
need  the  perspen r  >pter  to  ap- 

preciate the  beauty  of  this  place;  you  could 
manage  that  quite  well  from  the  ground. 

The  chopper  wasn't  i  ng,  really, 

it  was  for  fishing.  It  had  tal 
that  was  otherwise  inacces  1  had  a 

reputation  as  a  Valhalla  fo  out, 

which  made  it  irresistible. 

The  river  of  our  dreams  turned  out  t<  >  be  al- 
most that  good  and  just  .    oui 
New  Zealand  trout  streams  go, 
say,  excellent.  The  chopper  left  u 
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•  In  New  Zealand:  You  don't  have  to  go  far  to  find  a  trout  stream  like  the  Gem- 
stone  (right)  but  it's  more  fun  if  you  go  by  helicopter  and  check  into  comfort- 
able OVERNIGHT  LODGINGS  (BELOW).  If  YOU  WALK,  JUST  FOLLOW  THE  SIGNS  (BELOW  RIGHT) 


. 


bar  where  we  unloaded  our  gear,  then  we  crossed  the 
swift  water  on  an  old,  hand-cranked  cable  car  to  the 
far  bank,  where  we  set  up  at  a  government-main- 
tained shelter.  The  base  of  the  mountain  was  sur- 
rounded by  thick  rain  forest,  and  we  walked  up  the 
river  a  couple  of  miles  until  we  reached  a  place  where 
a  waterfall  came  bursting  out  of  the  jungle.  Then  we 
fished  our  way  down  stream,  catching  at  least  one  five 
pounder  as  we  moved  from  pool  to  pool. . . 

Even  if  you  are  an  avid  angler,  you  find  that  the 
New  Zealand  countryside  holds  other  distractions. 
Your  eyes,  and  then  your  mind,  tend  to  wander  as  you 
begin  to  see  the  land  from  another  slant.  There's 
kayaking  on  white  water  or  in  the  fjords  where  the 
mountains  loom  over  you,  first  green  and  thick  with 
rain  forest  and  then,  higher  and  farther  back,  hard 
and  angular  with  rock  that  gives  way  near  the  top 
to  snow  and  ice.  The  New  Zealand  Alps  are  aptly 
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named,  as  are  the  Remarkables  outside  of  Queens- 
town,  where  I  did  a  little  rock  climbing  and  took  in 
some  spectacular  views. 

That  is  what  it  always  seems  to  come  back  to — per- 
spective. New  Zealand  is  a  visual  experience,  as  the 
photographs  on  these  pages  show.  At  every  turn  and 
angle  you  might  very  well  ask,  "Why  do  you  suppose 
anyone  would  want  to  live  in  a  bloody  country  like 
this,  anyway?" 

Before  long,  you  know  the  answer.  • 

Photographer  Andy  Anderson  and  I  stayed  at  Ron  Stewarts 
Glenorchy  Lodge,  about  40  minutes  from  Queenstown. 
While  most  of  Ron's  clients  come  for  the  fishing,  he  can  pro- 
vide bird  or  deer  hunting  in  season.  He's  an  experienced 
climber,  knows  kayaking,  runs  a  sportfishing  boat  on  Lake 
Wakatipu  and  can  show  you  just  about  any  form  of  sport 
available  in  New  Zealand.  (64)  03-442-9966. 
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•  This  apparatus  (above  left)  permits  anglers  to  transfer  gear  across  rivers 
full  of  brown  trout  (top)  like  this  one  taken  a  few  hundred  yards  down- 
stream, from  this  thundering  waterfall  (above).  for  the  angler  who  needs 
a  break,  there  is  kayaking  in  the  majestic  fjords  (left)  near  milford. 
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ADVERTISEMENT 


THE  VISA/P 


Dallas  is  immense,  covering  nearly 
400  square  miles.  The  "Metroplex"  is  even 
larger,  encompassing  communities  such  as 
Irving  and  Arlington,  "North  Dallas"  satellites 
such  as  Piano,  Richardson  and  Carrollton,  and 
the  fiercely  competitive  city  of  Fort  Worth. 
The  only  practical  way  to  get  around  is  via 
automobile;  rent  a  car  at  the  airport  when 
you  arrive  or  make  arrangements  with  a 
limousine  company  like  Alpha  Omega  (972- 
513-1887)  or  Five  Star  (972-234-5466). 
Major  streets  run  for  miles,  so  be  sure  to  get 
the  cross  streets  for  all  addresses. 

■  The  gigantic  State  Fair  of  Texas  (2 1 4- 

565-993  I )  runs  from  September  25  to 
October  1 8  in  Fair  Park. 


The  Dallas  Market  Center  (800-325- 
6587)  is  the  world's  largest  wholesale 
trade  center  It  includes  the  International 
Apparel  Mart,  International  Menswear 
Mart,  Market  Hall,  World  Trade  Center 
and  Trade  Mart. 


EVERYTHING 
SOPHISTICATED 

BUSINESS 

TRAVELERS  NEED 

TO  KNOW 

ABOUT  DOING 

BUSINESS  IN  THE 

LARGER-THAN- 
LIFE  METROPOLIS 
THAT  MODESTLY 
CALLS  ITSELF 
"THE  BIG  D." 


Nestled  between  the 
airport  and  downtown, 

the  Four  Seasons  Resort 
and  Club  (800-332-3442)  is 
Shangri-La,  Texas  style. 
Besides  the  top-flight  guest 
rooms  and  suites,  there  are  a 
pair  of  award-winning  18- 
hole  golf  courses,  a  20,000- 
square-foot  conference  center, 
a  Sports  Club  with  four  pools, 
1 8  racquet-sport  courts  and  a 
full-service  spa. 

Just  five  minutes  from 
downtown  is  Rosewood 
Hotels  and  Resorts'  The 
Mansion  on  Turtle  Creek 
(800-527-5432).  Exquisite  suites  and  guest  rooms  have  been  Ic  | 
ingly  carved  from  a  palatial  1920s  Italianate  mansion.  The  resta  ; 
rant  at  The  Mansion  (214-559-2100)  is  a  captivating  collection  ! 
intimate  dining  areas,  outshone  only  by  the  brilliant  Southweste  ( 
cuisine  of  Dean  Fearing. 

Rosewood  management  also  presides  over  the  stylish  Hoi  I 
Crescent  Court  (800-654-6541),  a  towering  limestone  complex  d  | 
signed  by  Philip  Johnson  and  John  Burgee. 

In  the  heart  of  downtown  Dallas,  two  blocks  from  Neim; 
Marcus,  is  the  impeccable  Hotel  Adolphus  (800-221-9083).  Bu 
in  1912  by  beer  baron  Adolphus  Busch,  the  hotel  is  home  to  tl  I 
French  Room  (214-742-8200),  which  is  arguably  the  city's  mo  | 
gorgeous  dining  room. 
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Everyone  hits  the  links  in  Dallas  and  a  round 
of  golf  with  a  client  often  takes  the  place  of  a  business 
lunch.  One  public  course,  Tour  1 8  (8 1 7-430-2000),  fea- 
tures exact  replicas  of  1 8  of  America's  most  famous  holes. 
Also  check  out  Chase  Oaks  Golf  Club  (972-5 1 7-7777) 
-  it's  ranked  as  one  of  the  top  25  best  public-fee  courses 
in  Texas  by  the  Dallas  Morning  News. 

If  you'd  rather  run,  hit  the  9.3-mile  trail  around  White 
Rock  Lake,  which  connects  with  the  7.3-mile  course  at 
White  Rock  Creek  Park.  These  and  other  trails  are 
detailed  on  a  map  available  from  the  Dallas  Department 
of  Transportation  (2 1 4-670-4 1 00). 

Swimmers  in  Dallas  are  awash  in  great  pools,  and  major 
hotels  and  health  clubs  all  have  at  least  one.  Notable  ex- 
ample: The  Verandah  Health  Club  (214-761-7878), 
behind  the  Wyndham  Anatole  Hotel  (2 1 4-748- 1 200), 
has  a  spectacular  indoor  lap  pool  and  a  sybaritic  outdoor 
pool  with  a  swim-up  bar. 


|»allas  diners  worship  Stephan  Pyles, 

lose  eclectic  and  assertive  creations  have  helped  popu- 

ze  Southwestern  cooking.  At  Star  Canyon  (2 1 4-520- 

127).  Pyles  wows  loyal  corporate  diners  with  entrees 

bch  as  red-chile-and-beer  braised  osso  buco.  His  latest 

bnture,  the  blue-hued  AquaKnox  (2 1 4-2 1 9-2782),  has 

>/en  taught  Dallas's  crazed  carnivores  to  love  seafood. 

Lmong  the  specialties:  seared  tuna  on  sugarcane  skewers, 

pd  snapper  steamed  in  banana  leaves  and  lemongrass 

|rawns.  Reservations  are  required  weeks  in  advance,  but 

sual  diners  often  find  seats  at  the  bar 

The  national  steakhouse  chains  are  well  represented  in 

)allas,  but   locals  favor  homegrown    Del    Frisco's 

>ouble  Eagle  Steak  House  (972-490-9000).  For  beef 

with     a     Brazilian     flair,    try 

Fogo  de  Chao  (972  503 

7300),  an  offshoot  of  a  popular 

Sao    Paulo    gnllhouse.  Then 

there    is    barbecue,   a  Texas 

ession.    BBQ    fans    from 

around    the    world    visit 

Sonny    Bryan's    (214- 

744-1610).    Sammy's 

1 4-880-9064)  is  where 

the  Armani-clad  elite 

rub  shoulders  with 

the  locals  for  lunch 

plates   of  brisket, 

ribs  or  hand-made 

beef  sausage. 


Football  is  life  in  Texas  and 

Dallas  lives  for  the  Dallas  Cowboys 
(972-579-5000).  On  Saturdays, 
Dallas  obsesses  over  its  college  teams, 
most  notably  SMU  (214-768-4263) 
and  TCU  (817-922-FROG).  But  the 


Dallas/Fort  Worth 
International  Airport 

is  literally  larger  than  the  island 
of  Manhattan.  Need  a  drink  to 
cope  with  the  sprawl?  Visit  the 
La  Bodega  Winery  tasting  room 
(972-574-1440)  near  Gate  6  in 
Terminal  2E. 

At  close-in  Dallas  Love 
Field,  Southwest  Airlines  flies 
alone,  offering  cheap,  frequent 
flights  to  cities  all  over  Texas  and 
in  nearby  states.  But  watch  the 
news:  Continental  Airlines  and 
American  Airlines  are  preparing 
to  launch  service  from  Love 
Field  this  year. 


biggest  games  of  the 
college  season  take 
place  at  the  Cotton 
Bowl.  The  frenzied 
annual  grudge  match 
between  the  Universi- 
ty of  Texas (512-477- 
6060)  and  Oklahoma 
University  will  be 
played  October  10. 

Baseball's  Texas 
Rangers  (817-273- 
5100)  play  at  the 
retro  Ballpark  in  Ar- 
lington, fry  for  Club  Level  seats. 
Later  this  fall,  the  Dallas  Stars  (214- 
GO-STARS)  hockey  team  and  the 
Dallas  Mavericks  (972-988-DUNK) 
basketball  team  begin  their  seasons  at 
Reunion  Arena. 


DIGITAL  DALLAS 


The  city's  leading  print  publications  all  offer  useful 
Web  sites.  Breaking  news  is  the  draw  at  Jhe  Dallas 
Morning  News  site  (www.dallasnews.com),  while 
Best/Worst  listings  are  the  strong  suit  of  the  site 
operated  by  the  weekly  Dallas  Observer 
(www.dallasobserver.com).  The  D  Magazine  site 
(www.dmagazine.com)  is  glitzy  and  gossipy.  And 
you  can  get  locations  and  a  map  for  every 
Visa/PLUS  ATM  in  Dallas  at  www.visa.com. 
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By  Colin  McEnroe 


heart,  everybody 
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y  Wednesday  afternoon,  the  sixth  day  of  the  1996  cabaret  symposiuml 
the  good  earth  of  the  Eugene  O'Neill  Theater  Center  in  Waterford| 
Connecticut,  is  strewn  with  the  carcasses  of  collapsed  entertainers. 

The  35  vibrant  young  cabaret  singers  who  rolled  in  Friday  nighl 
belting  out  Irving  Berlin  and  dog-earing  Harold  Arlen  arrangement  I 
are,  with  very  few  exceptions,  complete  wrecks.  It  is  not  uncommon 
to  run  into  a  chanteuse  sniffling  tearfully  on  the  paths  connecting 
barn  to  cottage  to  mansion  to  dorm. 

Some  of  them  have  fallen  asleep  sitting  up  or  stretched  out  on  pic- 
nic tables,  laid  low  by  a  singing  schedule  that  begins  at  the  crack  of  9  a.m.  and  ends  at  mayb<| 
1  a.m.,  when  the  last  diva  sighs  out  the  last  version  of  "Can't  Get  Out  of  This  Mood." 

Day  by  day,  hour  by  hour,  over  and  over,  they  have  had  to  stand  up  in  front  of  such  ok 
cabaret  pros  as  Margaret  Whiting  and  Julie  Wilson,  wail  out  a  standard — maybe  "Wher 
the  Sun  Comes  Out"  or  "All  the  Things  You  Are"  or  "The  More  I  See  You" — and  ther 
confront,  under  ruthless  interrogation,  the  way  they  connect  the  song  to  their  own  tor-J 
mented  personal  lives. 

In  cabaret,  the  emotional  impact  of  songs  is  everything.  Superb  vocal  quality  is  a  sec- 
ondary issue.  Honesty  and  intimacy  come  first. 

'We're  kind  of  going  for  something  behind  your  eyes — if  that  makes  any  sense,"  sym- 
posium artistic  director  Ellie  Ellsworth  tells  them  the  first  night. 

And  what  are  the  students  going  for?  They  are  already  singing — in  a  hotel  with  a  trio 
on  cruise  ships,  with  reputable  bands-for-hire.  A  couple  of  them  are  an  audition  or  twcl 
away  from  getting  some  Broadway  work,  some  touring,  a  recording  contract,  headline  gig< 
in  the  really  fabulous  New  York  and  London  rooms.  In  other  words,  a  career  as  an  enter- 1 
tainer,  for  God's  sake. 

The  shape  of  things  to  come  is  clear  on  that  first  night,  the  beginning  of  what  is  callec 
"immersion."  In  a  dusky  converted  barn,  the  singers  take  the  stage  and  sing.  Sometimes  be- 1 
fore  they  finish,  the  voices  of  coaches  and  teachers  ring  out  from  the  darkness. 

First  up  is  Jack  Donahue,  a  darkly  handsome  bari-tenor  who  left  Charlottesville,! 

Illustrations  By  Lisa  Nilsson 
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to  be  this  open." 

Voice:  "Are  you  telling  this  person:  'If  you  don't  change 
I'm  going  to  depart'?" 

Donahue:  "The  way  I  feel  it:  'I  still  love  you.  You're  stii 
a  part  of  me.  Hopefully  this  information  I'm  giving  you 
will  help  us  to  move  on.'" 

Voice:  "You  kept  making  me  want  to  cry." 

Crying  is  not  a  good  subject  to  bring  up  with  this  crowd. 
Cabaret  singers  are  the  most  emotionally  suggestible  peo- 
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Virginia,  to  seek  his  fortune  in  New  York  City  just  after 
the  symposium  concluded.  He  sings  "When  I  Look  at 
You,"  by  Frank  Wildhorn — from,  he  says,  "the  musical- 
ization  of  The  Scarlet  Pimpernel." 

If  the  choice  seems  a  trifle  recherche,  well,  that's  sort  of 
the  deal  in  cabaret.  Digging  up  odd  little  garnets  by  semi- 
obscure  songwriters  is  very  fashionable.  Equally  acceptable 
is  reaching  back  for  a  Rodgers  and  Hart  cookie  so  en- 
trenched in  the  canon  that  it's  inert.  What  is  simply  not 
done,  oddly,  is  to  sing  Sondheim,  who's  not  fresh  and  hip 
enough  to  be  alive  nor  remote  and  cured  enough  to  be 
dead.  Sondheim  is  sort  of  dying  his  way  into  the  canon, 
and  it's  not  pretty. 

With  the  flair  and  vocal  production  of  a  young  Robert 
Goulet  (and  I  mean  that  in  a  good  way),  Donahue  dashes 
off  the  number,  a  song  of  a  man  recalling  the  vounger  ver- 
sion of  his  current  lover.  And  then  those  interrogating 
voices  start  up  from  the  darkness. 

Voice:  "Which  do  you  like  better?" 

Donahue:  "I  like  the  person  I  remember." 

Voice:  "I  got  that  you  were  really  sad." 

Donahue:  "I  think  it  was  an  apology  for  mavbe  having 
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pie  in  the  galaxy — not  a  big  surprise  given  their  decision, 
often  at  a  tender  age,  to  spend  enormous  chunks  of  their 
lives  memorizing  Jule  Styne  lyrics. 

Much  later  in  the  immersion,  on  Saturday  afternoon, 
a  willowy,  neurotic-looking  woman  named  Sarah  Dacey 
Charles  will  launch  into  Stephen  Schwartz's  "Meadow- 
lark,"  start  to  weep  on  the  fourth  note  of  the  first  bar  and 
sing  the  whole  number  crying  all  the  way.  And  then  a 
weeping  virus  will  infect  the  assembly,  so  that  nobody  will 
be  able  to  sing  anything,  not  even  'You  Can't  Rollerskate 
in  a  Buffalo  Herd,"  without  sobbing. 

But  that's  later.  Up  next  is  Aaron  Bond,  another  tall, 
good-looking  New  York  City  boy  with  a  kind  of  Anthony 
Newley  style.  He  makes  the  possibly  unwise  choice  of  "A 
Change  of  Sky,"  a  portentous  song  by  Philip  Springer. 

Bond's  performance  is  technically  smashing,  but  the 
more  he  pushes  to  connect  with  the  audience,  the  more  his 
mien  resembles  that  of  a  trapped  animal. 

The  voices  from  the  darkness  exhort  him  to  speak 
the  lyrics. 

"What  Dick  Rodgers  always  said  was:  'Sing  Oscar's 
words,  not  my  music,'"  rasps  actor  and  writer  Max 
Showalter. 

The  faculty  is  big  on  speaking  the  lyrics  and  writing 
them  out  in  longhand  before  one  ever  tries  to  sing  them. 
With  Johnny  Mercer,  for  example,  this  reveals  all  sorts  of 
profundities  and  levels  of  shrewdness. 

Not  so  with  "A  Change  of  Sky."  Instead,  Bond  tries  to  say, 
"Guess  I'll  have  to  go  where  moon  and  stars  are  waiting  there 
for  me,"  without  sounding  like  an  idiot — a  feat  that  would 
have  been  beyond  the  powers  of  William  Jennings  Bryan. 

The  "fourth  wall"  between  performer  and  audience  is 
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subject  of  manic  concern  in  cabaret,  and  Ellsworth, 
King  to  help  Bond  bond,  tells  him  to  ask  questions  of  his 
bllow  campers  seated  in  the  audience. 
I  uCindv,"  he  begins,  "what  did  you  have  for  breakfast?" 
;  Bond  pounds  away  at  the  song  a  bit  more,  but  he  is  still, 
in  the  opinion  of  the  voices,  dropping  back,  being  a  vo- 
alist  instead  of  a  great  communicator. 

"Aaron,"  says  a  voice,  "what  part  of  your  home  in  New 
'ork  would  you  like  to  redecorate?" 

This  is  Ron  Cohn,  a  perpetually  amused-looking  New 
fork  cabaret  producer  who  has,  in  addition  to  teaching 
jiuties,  the  symposium  job  known  as  Diva  Patrol — a  neb- 
ulous gig  which  involves  making  sure  that  everybody  eats 
knd  sleeps  and  stays  appropriately  frightened  of  ticks, 
•ellvfish,  skunks  and  other  Connecticut  fauna. 
"The  bedroom,"  says  Aaron.  "It's  white." 
"And  what  color  would  you  like  it  to  be?" 
"I  think,"  says  Aaron  seriously,  "I  would  do  a  soft 
kena-cotta." 
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From  the  darkness  come  hoots  and 
boars  ot  merriment  and  the  voice 

ot  Ellsworth  shouting,  "Sing,  sing!" 
iCatching  a  wave  of  good  feeling, 

Bond  surfs  through  the  song  with  a 

strong  showing  of  humanity. 

But  how  many  times  can  anyone, 
i  even  a  cabaret  singer,  examine  the  col- 
|ors  ol  his  or  her  life?  By  Wednesday, 
|  nerves  and  vocal  cords  are  frayed  in 

equal  measure.  Halfway  through  the 

week,  Barbara  Ann  Little,  a  sweet- 
faced  band  singer  with  a  pretty  voice 

and  not  much  stage  presence,  is  work- 
ing on  "I'm  Old-Fashioned"  in  one  of 

the  smaller  classes. 

"Barbara,  are  you  passionate  about 

being  old-fashioned?"  asks  Cohn. 
"Well,"  she  answers  beseechingly, 

"I'm  trying  to  be." 

"It's  musical  EST,"  chuckles  Shari 

Lynn,  a  middle-aged  Midleresque 

blonde  from  Kailua,  Hawaii.  During 

immersion,  Lynn  was  coaxed  by  the 

voices,  while  in  the  middle  of  the 

peppy  Ray  Jessel  salute  "Wanna  Sing 

a  Show  Tune,"  into  telling  the  O. 

Henry  story  of  her  husband  who,  in  order  to  defray  her 

$1,500  tuition,  plus  travel  costs,  plus  lost  work  time,  sold 

the  used  car  the  couple  had  recently  purchased. 

The  exercise  worked,  shifting  Lynn  out  of  sis-boom- 


and  personal  candor  so  prized  in  cabaret. 

For  days,  the  great  singers  have  been  accused — in  the 
nicest  tones  possible — of  hiding  behind  their  talent.  The 
less-than-great  singers  have  been  gently  urged  to  consult 
their  sheet  music  for  the  actual  notes  Mr.  Kern  wrote. 

Actually,  there  aren't  that  many  less-than-great  singers 
present.  Almost  all  of  the  35  are  singing  professionally. 
Many  of  them  are  also  holding  down  day  jobs.  They're 
working  in  the  FAO  Schwarz  phone  room.  They're  buy- 
ers for  gift  shops  or  public-relations  directors  or  movie- 
theater  managers.  Quite  a  few  of  them  have  dabbled  in  the 
business  of  preparing  or  serving  food  to  people. 

Looking  around  the  group,  Carleton  Gillenwater,  a  tall, 
fey  ex-dancer  from  Santa  Rosa,  California,  grins  and  says, 
"We  could've  started  the  restaurant  of  death  with  the  tal- 
ent we've  got  here." 

The  most  obvious  star-in-the-making  from  the  class  of 
'96  is,  in  fact,  a  waitress.  Paula  West,  a  San  Francisco  jazz 
singer  on  the  cusp  of  stardom,  makes  ends  meet  by  wait- 
ing tables  even  as  she  readies  her- 
self for  a  two-week  gig  at  New 
York's  Algonquin  a  mere  six  weeks 
after  the  conference  ends. 

For  all  the  faculty's  compulsive 
tinkering — which  extends  to  send- 
ing Judy  Garland  impersonator 
Tommy  Femia  up  on  stage  to 
unbutton  the  blouse  of  a  student 
named  Maeve  Spain  while  she 
sings,  not  passionately  enough,  a 
Gershwin  tune — nobody  messes 
much  with  Paula  West  because 
nobody  can  figure  out  how  to 
make  her  better. 

"She  has  that  thing,  whatever 
that  thing  is,"  says  Ellsworth. 

Wednesday  is  also  full  of  angst 
from  the  previous  night's  chalk 
talk  by  Fred  Voelpel,  a  deeply  crusty 
and  misanthropic  theatrical  de- 
signer, who  told  all  the  campers,  in 
a  plenary  lecture  on  physical  ap- 
pearance, that  most  of  them  have 
been  walking  around  for  days 
looking  like  hell's  charwomen. 

Flying  in  the  face  of  the  sympo- 
sium organizers'  crypto-Esalen  as- 
surances that  this  is  a  safe  place  to 
dismantle  the  grillwork,  to  strip  off 
the  polish,  to  peel  away  the  show- 
biz mask,  Voelpel  tells  the  campers,  "People  are  judging 
you  all  the  time." 

His  point  being  maybe  that  it  wasn't  such  a  great  idea 
to  wear  the  same  sweaty  culottes  three  days  in  a  row  at  a 


bah,  stagey  bonhomie  and  into  the  kind  of  vulnerability     conference  peopled  by  theatrical  heavies,  songwriters,  club 
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1  The  frame  is  the  soul  of  the  painting. 
-Thomas  Cole 

The  frame  is  the  reward  for  the  artist. 
-Edgar  Degas 


Eli  Wilner  &  Company  Period  Frames  and  Mirrors 
1525  York  Avenue,  New  York,  New  York  10028 

Phone  (212)  744-6521  Fax  (212)  628-0264 

Email:  eli.wilner@worldnet.att.net 
Web  site:  http://www.eliwilner.com 


44  You  have  a  tendency  to  look 
down.  Never  do  that  again.  Ever.  99 


I  (wners  and  music  directors.  Particularly  it  you  are  a  man. 

"There  were  people  crying  in  the  ladies'  room,"  confides 

•  lave  Cavallaro,  another  Bay  Area  crooner. 

Out  at  the  picnic  tables,  Gillenwater  and  Thomas 

IpiVerniero,  a  ponytailed  chain-smoker  from  New  York, 

lire  chuckling  about  Voelpel.  "He  made  some  of  those 

IVonderful,  sweet  vulnerable  people  who  think  it's  all  about 

rJalent  so  upset!"  Gillenwater  says. 

"This  is  a  tough  business,"  DiVerniero  agrees. 
"I  can  do  this  as  an  exaggerated  hobby  or  as  a  business, 
aid  the  only  difference  is  how  hard  I  fight.  You  figure  out 
vhat  you  don't  have,  and  you  get  it,"  says  Gillenwater. 
j    Gillenwater  is  feeling  his  oats  because  he's  turned  a  cor- 
|  ler.  For  days,  he's  been  struggling  with  his  voice,  spooked  into 
t  raw,  frozen  cords  by  the  symposium's  emphasis  on 
yrics  and  psychological  connections  over  vocal  production. 
!    On  Wednesday  afternoon,  in  a  small  workshop,  Gil- 
enwater  stands  up  to  sing  a  semi-obscure  Rodgers  and 
Hart  ballad,  "You're  Nearer,"  and  his  rich,  woody  baritone 
pomes  flooding  back  like  water  into  a  cranberry  bog. 

The  song  is  affecting,  even  haunting,  and  it  brings 
Anne  Francine  up  on  stage  to  stand  at  Gillenwater's  side. 
Francine,  after  a  lengthy  career  on  Broadway,  in  movies  and 
on  television,  suffered  a  whopping  stroke  a  few  years  ago. 
Deeply  aphasic,  she  has  developed  an  astonishing 
repertoire  of  moans,  groans,  sighs  and  gestures.  On  this 
(occasion,  she  grabs  Gillenwater's  head. 

"Ba  Baaaa  Ba,"  she  imitates  his  singing.  She  points  his 
'head  at  one  corner  of  the  room. 

"Ba  Ba  Ba  Ba  Ba  Ba  Ba,"  she  sings,  pointing  his  head 
jat  the  front  row. 

Lesson  complete.  She  hugs  him  and  scurries  back  to 
her  seat. 

"Look  at  us,"  says  Farah  Alvin.  Alvin,  20,  has  already 
impressed  the  other  campers  ("fellows,"  in  symposium- 
speak)  as  having  probably  the  biggest,  cleanest,  Plexiglas- 
shattering  pipes  in  the  group.  Now  she  is  sitting  at  a  picnic 
table,  wanly  picking  at  an  early  dinner.  A  $250-a-night 
view  of  Long  Island  Sound  spreads  out  before  her,  but  she 
does  not  look  up. 

"We're  sallow,  we're  tired,  people  are  sniffling,"  she 
says,  dryly  amused. 

Are  we  not  divas?  No,  we  are  DEVO. 
The  good  news  is  that  this  is  the  low  point.  By  Saturday 
night,  the  fellows  will  have  snapped  themselves  together. 
The  nine  days  of  intensive  coaching  and  questioning  for 
which  they  shelled  out  $1,500  will  begin  to  seep  in.  The  35 
fellows  will  perform  a  glittering  revue  to  a  packed  house. 
But  before  that,  there  are  hurdles  to  be  jumped.  One 
of  them  is  an  individual  critique  of  one's  appearance, 


clothes,  makeup,  posture  and  general  demeanor  by  the 
pitiless  Voelpel. 

Voelpel,  paradoxically,  has  bad  posture,  rumpled  clothes, 
unkempt  hair  and  a  weight  problem.  He  grants  audiences 
to  groups  of  seven  or  eight  singers.  One  by  one  they  change 
into  their  showtime  outfits  and  parade  before  him.  Voelpel 
is  different  manifestations  of  a  Hindu  divinity,  a  creator 
and  destroyer  in  one. 

His  exchange  with  Karen  Hirst,  a  sad-but-tough-look- 
ing singer  creeping  into  middle  age,  is  typical. 

"You  have  a  tendency  to  look  down.  Never  do  that 
again.  Ever." 
1  "Why?" 

"Because  it  is  very  unattractive.  And  you  and  I  both 
know  you  need  every  card  you've  got.  Now  look  up.  Don't 
you  feel  more  attractive?" 

"Yes." 

"Well.  Live  there.  You  might  get  yourself  some  Joan 
Crawford  shoes,  some  bad  shoes.  If  you're  going  to  do  this, 
you  gotta  be  bad.  You  can't  go  halfway.  You  have  a  brush?" 

"Here?" 

"No.  In  your  life.  Hair  has  got  to  be  sexy.  Yours,  I  would 
bitch  it  up.  Lacquer  it  up  real  bitchy." 

Paula  West,  an  African- American  woman  with  a  ten- 
dency toward  chunkiness,  shows  up  in  a  gauzy  black  dress. 
Voelpel  is  pleased,  sort  of.  "There's  a  mysterious,  other- 
wordly  look  with  this  dress  that  I've  never  seen  before," 
he  muses,  fussing  with  it. 

But  he  catches  West  bending  at  the  waist  and  becomes 
cross.  "You  can't  double  up.  Never!  This  is  not  recording. 
This  is  not  the  studio.  This  is  about  taking  the  room!"  he 
fumes.  "The  only  way  this  is  going  to  work  is  if  you  suck 
it  in  and  keep  your  spine  up.  Otherwise  you're  going  to 
look  like  a  big,  black  laundry  bag." 

Jeez. 

The  week  draws  to  a  close,  but  each  day  the  teachers  re- 
turn to  the  same  themes:  Don't  rely  so  much  on  a  superb 
singing  voice.  Use  it  only  when  you  need  to.  Work  the  rest 
of  the  time  on  sharing  your  humanity. 

"The  songs  are  a  conduit  to  you,"  explains  director  Jack 
Wrangler  in  one  workshop.  "Think  of  it  in  terms  of  a  blind 
date.  Neither  one  of  us  knows  what  we're  going  to  get. 
Each  song  tells  us  a  little  more  about  you." 

Which  also  means,  he  says,  that  you  shouldn't  confide 
too  much  too  fast.  "If  you're  on  a  blind  date,  you  don't  want 
to  tell  them  about  the  time  you  slit  your  wrists,  and  your 
mother  went  off  with  someone  strange." 

All  the  teachers  like  to  repeat  an  axiom  offered  at  a  pre- 
vious year's  cabaret  camp  by  Sylvia  Syms:  "When  you  stop 
listening  to  the  sound  of  your  voice  and  start  listening  to 
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campers  about  a  night  when  Liza 
MinnglH  turned  up  at  his  clnb.M 


the  sound  of  your  heart,  you'll 
be  a  singer." 

In  the  dark  barn,  a  refulgent 
summer  afternoon  glistening 
outside,  Erv  Raible  tells  a  small 
group  of  campers  about  a  night 
when  Liza  Minnelli  turned  up 
at  his  club.  Raible  is  the  owner 
of  Eighty  Eight's,  the  navel  of 
the  New  York  cabaret  scene. 
He  had  a  young  singer  work- 
ing in  the  club  who  was  doing 
a  tune,  "Bobo's  Bar  and  Grill," 
from  Minnelli's  repertoire. 
The  guv  worked  up  the  nerve 
to  approach  her  and  discuss  it. 

The  singer  came  back  after 
an  hour  and  said,  "That  was 
amazing.  She  explained  her 
motivation  on  every  word,  in- 
cluding the  'ands'  and  the  'thes.'" 

At  the  end  of  which,  Minnelli  said,  "Or"  (exhales  a  dra- 
matic plume  of  cigarette  smoke),  "You  could  just  sing  the 
f — er.  There's  always  that." 

At  cabaret  camp,  closing  night  is  opening  night.  The 
campers  put  on  their  fanciest  outfits  and,  in  a  swish  of  satin 
and  sequins,  show  the  world  what  they've  learned.  In  the 
buzz  backstage  before  the  show  begins,  Anne  Francine 
gets  up  on  a  chair. 

"I — love — you,"  she  groans.  Great  cheering. 

She  points  to  her  head.  "Think!"  the  campers  yell. 

She  spreads  her  arms.  "Sing!"  they  yell. 

She  flicks  her  hands  near  her  sternum.  "From  the 
heart!"  they  shout. 

What  follows  is  three  rather  dazzling  hours.  Power- 
houses, charmers,  belters,  crooners,  one  by  one  the  campers 
grab  the  mike  and  try  to  take  the  room,  to  hit  the  back  wall. 
Some  of  them,  under  the  pressure  of  a  full  house,  fall  back 
into  the  "vocalist  mode"  and  park  their  humanity  and  vul- 
nerability somewhere  in  a  notebook.  But  even  so,  thev're 
exciting  to  watch. 

Up  in  a  balcony,  I  catch  myself  thinking  about  Nancy 
LaMott  who  for  years  was  probably  the  best  talent  in  New 
York  cabaret.  LaMott  had  "that  thing,  whatever  that  thing 
is."  She  died  young,  of  cancer,  in  1995.  You'd  be  luckv  to 
find  one  out  of  100  Americans  who'd  ever  h  ard  0  'ier  on 
her  dying  day. 


At  the  end  of  the  show 
find  Voelpel  lurking  out  0 
the  misty  Waterford  nigh 
I  ask  him  what's  going  * 
happen  to  all  that  talent  0 
there.  "Probably  not  a  lot,"  1 
says  dourly.  "It's  not  an  org; 
nized  industry.  It's  a  veil 
fuzzy  business.  There's  aboi 
maybe  five  that  are  worth 
career  investment." 

Voelpel  asks  if  I've  eve 
seen  The  Gig.  No,  but  I  kno 
what  he's  talking  about, 
Douglas  Cohen  musical  aboi 
amateur  musicians  who  he 
up  with  a  professional. 

At  the  end  of  the  sho\ 
Voelpel  explains,  the  pro  : 
explaining  to  one  of  the 
ateurs  why  the  latter  won't  be  able  to  move  up  into  th 
former's  ranks. 

"It's  not  a  religion,"  says  the  pro. 
"Meaning?"  asks  the  amateur. 
"Devotion  isn't  enough." 
Voelpel  says  those  words  and,  with  a  saturnine  noc 
walks  into  the  misty  Connecticut  night. 

In  the  weeks  and  months  that  follow,  though,  the  mosj 
enterprising  singers  get  a  lot  of  work.  Cards  arrive  in  th[ 
mail  announcing  gigs  in  and  around  New  York  City.  Th  I 
fellows  and  faculty  go  to  each  other's  shows.  In  the  falll 
Paula  West  makes  her  debut  at  the  Oak  Room.  She  stun 
the  audience  twice,  first  with  her  talent  and  then  with  th  I 
wrenching  admission  that  she  still  supports  herself  as  I 
waitress.  And  then,  as  if  she  had  heard  Voelpel  on  tha 
late-summer  night,  she  quotes  Ezra  Pound: 

What  thou  lovest  well  remains, 

the  rest  is  dross 

What  thou  lov'st  well  shall  not  be  refit  from  thee 

What  thou  lov'st  well  is  thy  true  heritage. 

The  following  March,  the  publication  Backstagi  \ 
gives  its  annual  Bistro  awards  for  cabaret.  West  is  choser 
Outstanding  Vocalist.  She  flies  out  on  a  Sunday  for  th( 
New  York  awards  ceremony. 

She  spends  Saturday  waiting  tables.  • 
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fter  One  Night  At  The  Sherry-Netherland, 
You'll  Never  Want  To  Stay  In  A  Hotel  Again. 


(HAND-PAINTED 
iiTALIAN  RENAISSANCE 
PANELED  ELEVATORS 


When  you  first  arrive  at 
The  Sherry-Netherland,  you 
may  have  the  same  reaction 
as  many  of  our  guests. 

"I've  never  seen  anything 
like  this." 

Which  is  hardly  surprising, 
because  there's  nothing  like  The 
Sherry-Netherland.  Instead  of  the 
usual  crowded  hotel  lobby,  the  quiet 
marble-columned  space  looks  like 
the  interior  of  a  classical  European 
building.  Which  is  Linderstandable. 
It  was  inspired  by  the  Vatican  Library. 

Although  this  is  your  first  visit,  the 
concierge  greets  you  by  name,  as  will 

the  staff.  Of  which  we  have  two 
to  three  per  guest.  (At  a  hotel, 
the  reverse  is  true.) 

The  serendipities  continue. 
When  did  you  last  enter  an 
elevator  that  was  a  work  of  art? 
Where  a  white-gloved  oper 
ator  whisks  you  silently 
up  to  your  floor. 
The  suites  and  rooms  are 
another  revelation.  Some  contain 
antiques  worthy  of  the 
Vanderbilt  Mansion,  which 
in  many  cases  is  where  they 

EVEN  OUR  CLOCK  IS  A  DESIGNATED  LANDMARK 


came  from.  Some  have 
marble  bathrooms,  hand- 
oomed  French  carpets, 
*  crystal  chandeliers. 

We  even  have  a  library. 
'  Ask  for  a  book  or  a  movie. 

t  will  be  in  your  room  in 
minutes.  And  we  have  the  best 
location  in  New  York.  Across 
from  Central  Park,  a  few  steps 
from  Bergdorf  Goodman,  Tiffany, 
and  F.A.O.  Schwarz  —  and 


ROMAN  GRECO  VASE 

in  one  of  our  suites      just  a  short  walk  to 


HARRY  CIPRIANI'S 
RESTAURANT 
\    SERVES  YOU  IN 
1     THEIR  DINING  R00M- 
OR  IN  YOUR  SUITE 


Rockefeller  Center. 

The  Sherry-Netherland 
is  not  a  hotel.  Rather,  it  is 
a  magnificent  residence 
owned  by  a  small  group 
of  exceptionally 
diffident  people  who        v 
live  there. 

It's  their  place  in  town 
If  you,  too,  would  like  to  enjoy  their 
kind  of  luxury,  we  invite  you 
to  call  Mr.  Louis  Ventresca  at 
212-355-2800. 
But  we  warn  you.  After  one  night 
with  us,  you  may  never  want  to  stay 
in  a  hotel  again. 

C7/e  SH€RRV-M€TH€RIAND 

Your  Place  In  Town 
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The  JVC  GR-DVM5  Digital  CyberCam. 
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Affordable  enough  to  bring  home. 

Yet  so  compact,  you  11  never  leave  it  there. 


ase  in  point:  the  JVC  GR-DVM 5  CyberCam.  It's  sophisticated  enough  to  give  you  incredible  digital  video,  yet  so  incredibly 
small  that  you  will  actually  take  it  wherever  yougo.  You'll  get  the  quality  of  500-line  digital  resolution,  along  with  an  amazing 
lOOx  zoom,  image  stabilizer  and  ultra-sharp  2. 5. inch  Hip-out  LCD  viewfinder-all  in  a  package  that  weighs  less  than  one  pound! 
The  GR-DVM 5  also  lets  you  perform nwfe  than  1.   different  digital  effects  and  scene  transitions,  and  has  an  integrated  snapshot 
mode  for  taking  superb  digital  still  photographs.   The  il  ink  (Fire Wire)  terminal  provides  a  direct  digital  connection  to  your  PC 
for  endless  creative  possibilities. 


The  JVC  GR-DVM5  is  anything  but  your 
in  your  life,     www.jvc.com 


Check  it  oil  and  see  what  a  big  difference  this  small  miracle  can  make 
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Myron  Glaser  wants  to  iit.i.p 

VOU  UACK — AND  lll-.'s  ONLY  A  PHONE  CALL 


U  BACK — AND  Mi:  S  ON 
(way.  RlNG  HIM  UP, 


VOl'  TRAVEL 


MARK  SUGGESTIONS 


FROM  Ills  MODULAR  SYSTEM  OF 

luggage.  Don't  want  a  garment  hao? 

Suns  CAN  BE  FOLDED  FLAT  AND  STACKED 

NEXT  TO  EACH  OTHER,  Willi  SHIRTS, 

TOILETRIES  AND  A  FOAM  DIVIDER 

FOR  YOUR  LAPTOP.  SHOWN  HERE:  LEATHER 
CARRY-ON,  $850,  Willi  ACCESSORIES 

(individually  priced).  OI.ASKK  designs, 

SAN  FRANCISCO,  (800)  234-IO75. 
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HALOGEN  LAMPS  HAVE  LONG 
BEEN  HOT  DECORATOR 
ITEMS.  VERY  HOT-THEY'VE 

STARTED  HUNDREDS  OF 
HOUSE  FIRES. IFYOU'RE 

STILL  USING  ONE, 
MAYBE  IT'S  TIME  TO 
SAY  LIGHTS  OUT. 


BYPLTtRJ.BOYb 


•  In  the  late  spring  (if  1947,  Tennessee  Williams  left  New 

^  ork  and  took  a  small  beachfront  bungalow  on  Cape  Cod, 

where  he  put  the  finishing  touches  on  his  new  play,  A 

J  Streetcar  Named  Desire.  As  it  happened,  he  spent  much  of 

1  that  time  at  the  Cape  in  the  dark,  or  near-dark,  because 

the  electricity  in  his  cabin  failed,  obliging  him  to  live  by 

1  candlelight.  This  circumstance  is  noteworthy  because 

'i  Williams  carried  on  and  the  work  he  created  introduced 

I  the  world  to  Miss  Blanche  DuBois,  who  was  not  only  one 

I  of  modern  drama's  great  tragic  figures  but  certainly  its 

I  most  eloquent  authority  on  the  subject  of  lighting.  It  will 

I    be  recollected  that  Blanche,  an  unwelcome  guest  in  the 

|!   home  of  her  sister  and  brother-in-law,  the  brutish  Stanley 

j    Kowalski,  was  so  offended  by  the  raw  nature  of  her  sister's 

surroundings  that  she  almost  immediately  undertook  to 

I    improve  conditions  in  the  two-bedroom  French  Quarter 


flat.  She  bought  a  paper  lantern.  "I  can't 
stand  a  naked  lightbulb,"  she  declared,  "any  more  than  I 
can  a  rude  remark  or  a  vulgar  action."  Thus  did  Miss 
DuBois  of  Belle  Reve  gracefully  (and  economically)  ad- 
dress an  interior  design  problem  that  is  nearly  as  old  as  hu- 
mankind: the  harsh  glare  of  direct  lighting. 

Although  Blanche's  paper  lantern  plainly  annoyed  Mr. 
Kowalski  and  his  associates,  who  kept  ripping  it  down  dur- 
ing the  play,  some  other,  earlier  caveman  perfectly  under- 
stood the  wish  to  attenuate  glare.  Five  hundred  thousand 
or  so  years  ago,  a  forward-thinking  hominid  (probably 
Peking  Man)  solved  the  glare  problem  caused  by  his  direct 
lighting  system  (the  open  fire  in  his  cave)  by  inventing  the 
torch.  Holding  a  flaming  stick  above  his  head,  he  bounced 
light  off  the  ceiling  of  his  cave,  bathing  his  dwelling  in  a 
soft,  embracing  glow — the  first  indirect  lighting. 
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Over  time,  improvements  were  made,  but  the  more 
things  changed,  as  we  shall  see,  the  more  they  remained 
the  same.  The  Middle  Ages  saw  the  development  of  the 
brazier  (the  metal  pan  atop  a  torch  that  holds  the  flam- 
ing material,  a  la  Lady  Liberty);  gaslight  was  introduced 
in  the  late  18th  century,  and  in  1879  Thomas  Edison  in- 
vented the  electric  incandescent  lamp — the  familiar  el- 
ectric lightbulb  that  has  illuminated  our  time.  Edison's 
lightbulb,  as  Williams  illustrated  in  Streetcar,  suffers  the 
inherent  handicap  of  direct-light  glare,  and  Blanche's 
lamp-shade  solution,  while  reducing  glare,  has  the  in- 
escapable effect  of  dimming  the  light.  But  at  least  with 
Edison's  lightbulb,  mankind  had  finally  achieved  the 
happy  state  of  safe,  flame-free  illumination. 

And  then  along  came  the  halogen. 

The  halogen  is  a  technical  twist  on  Edison's  incandes- 
cent bulb,  an  engineering  miracle  that  produced  a  bulb 
that  is  small,  lasts  forever  and  throws  off  light  in  greater 
amounts  than  that  created  by  an  incandescent  bulb. 
Perhaps  not  since  the  torch  first  lit  up  the  caves  of 
Choukoutien  has  a  new  lighting  type  been  so  enthusiasti- 
cally embraced  by  consumers.  "It's  a  heck  of  a  lotta  light, 
for  cheap,"  explains  Michael  Siminovitch,  project  head  of 
the  Lighting  Lab  at  the  Department  of  Energy's  Lawrence 
Berkeley  National  Laboratory  in  Berkeley,  California. 
And  perhaps  not  since  the  torch  has  a  lighting  device 
posed  such  a  household  hazard.  "They're  a  tremendous 
light,  they're  effective  lights,  but  they're  very  dangerous," 
says  John  O'Brien,  a  fire  marshal  for  the  New  York  City 
Bureau  of  Fire  Investigation. 

O'Brien  is  the  man  whose  job  it  was  in  January  1997 
to  pick  his  way  through  the  smoldering  heap  that  had 
been  the  Lincoln  Towers  home  of  the  iconic  jazz  vibra- 
phonist  Lionel  Hampton,  and  to  deduce  the  cause  of  one 
of  the  most  spectacular  Manhattan  high-rise  fires  in  re- 
cent memory.  "It  was  up  in  that  high  tower,  looking 
down  into  Avery  Fisher  Hall,"  O'Brien  recalls.  "Com- 
pletely gutted.  There  was  steam  rising — a  lot  of  times 
you'll  see  steam  coming  out  of  a  radiator;  the  building 
doesn't  know  there  was  a  fire.  In  the  area  where  the  fire 
had  actually  originated,  in  his  [Hampton's]  bedroom, 
the  wall  had  failed.  All  of  his  vibraphones  were  com- 
pletely destroyed.  Completely.  And  the  medals  that  were 
bestowed  on  him  by  presidents — presidents!  And  I  was 
walking  through  the  scene,  digging  them  out  of  the  rub- 
ble. And  the  very  next  day,  he  was  going  to  Washington 
to  get  another  award,  and  he  had  no  clothing.  He  had 
this  one  xylophone,  and  all  that  was  left  of  it  was  keys  on 
the  floor,  and  some  of  them  were  contorted  and  bent, 
partially  melted.  You  know,  this  was  a  very  intense  fire." 
O'Brien  and  his  colleagues  traced  the  blaze  to  a  halogen 
lamp  in  Hampton's  bedroom  that  had  tipped  over,  ig- 
niting a  bedspread. 

The  Hampton  fire,  occurring  as  it  did  in  the  neighbor- 
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hood  of  the  national  television  networks,  drew  a  lot  of  at 
tention,  but  it  was  not  the  first  halogen  disaster  to  strike 
famous  residence.  In  November  1992,  Charles,  the  Princ 
of  Wales,  was  driving  along  a  highway  west  of  London 
when  he  glimpsed  the  smoke  and  flame  of  a  terrific  firf 
several  miles  distant,  which  turned  out  to  be  the  burning 
of  Windsor  Castle.  By  the  time  the  fire  was  extinguisheo 
15  hours  later  (after  a  drenching  by  almost  2  million  gallon: 
of  water),  the  great  castle,  whose  construction  was  begur 
by  William  the  Conqueror,  had  lost  a  chapel,  two  room 
and  its  famous  St.  George's  banqueting  Hall.  Investigator 
determined  that  the  fire  was  started  by  a  halogen  lamp  ir 
the  private  chapel,  which  ignited  a  nearby  curtain. 

The  trouble  with  halogens  is  the  very  thing  that  makei 
them  such  a  great  light:  They  give  off  so  much  light  only 
because  they  get  so  hot.  A  piece  of  paper  will  burst  intc 
flame  when  subjected  to  a  temperature  of  450  degrees  (F.) 
wood  will  combust  at  375  to  510  degrees,  and  cotton  at  513J 
degrees;  the  surface  of  a  heated  halogen  bulb  (as  anyone 
who's  touched  one  can  attest)  reaches  1,000  degrees  at  the 
surface,  and  can  get  even  hotter,  depending  on  the  wattage 
of  the  bulb.  After  the  Hampton  fire,  public  safety  officials 
began  tracking  halogen  fires  and  to  issue  warnings  about 
the  lights.  The  U.S.  Consumer  Product  Safety  Com-j 
mission's  latest  tally  is  rather  alarming:  Since  1992  there 
have  been  232  fires  and  12  deaths,  and  that's  just  tracking 
one  type  of  halogen  fixture,  the  floor  lamp.  College  ad- 
ministrators from  Harvard  to  the  University  of  North 
Texas  have  banned  halogen  lamps  from  campus  dormito- 
ries. A  New  York  State  official  warned  the  public  off  halo- 
gens by  calling  them  "open  fires  in  our  homes." 

the  halogen  came  into  the  world  benign- 
ly enough  when,  in  the  early  1950s,  engi-  -{ 
neers  at  the  General  Electric  Lighting  | 
World  Headquarters  in  Cleveland  were  ] 
trying  to  figure  a  way  to  build  a  tiny, 
powerful  new  light  that  could  fit  inside 
the  wingtips  of  supersonic  jets.  At  first, 
they  tried  powering  up  conventional  in- 
candescent bulbs,  which  quickly  burned 
out.  Eventually,  the  researchers  hit  upon 
the  idea  of  the  halogen,  which  was  actu- 
ally a  reworking  of  the  incandescent  bulb. 
Edison's  bulb  works  by  passing  electrical  power  through 
a  metal  filament,  heating  it  to  the  point  that  it  gives  off 
light.  A  bulb  goes  out  when  the  filament  breaks,  which  is 
what  happens  when  it  overheats  or  wears  down.  The 
G.E.  engineers  found  that  by  filling  the  bulbs  with  a  re- 
active element,  or  halogen,  the  resultant  gas  combined 
with  the  burned-off  particles  of  the  tungsten  filament  and 
carried  them  back  to  the  bulb's  core,  thus  replenishing  the 
filament  even  as  the  bulb  burned.  It  was  a  weird,  and  for- 
tuitous, chemical  ecology  that  made  a  dream  lightbulb, 


a  self-renewing  device  that  burned  hotter  and  longer,  and 
gave  off  a  remarkably  bright  white  light. 

That  was  1954.  The  new  halogen  light  proved  perfect  for 
the  ultrathin  wings  of  SSTs  (supersonic  transports),  and 
G.E.  began  to  look  for  other  applications  for  the  light.  They 
installed  halogens  at  a  Cleveland  high  school  football  field, 
and  in  1958,  the  company  began  selling  halogens  commer- 
cially. The  lights  found  an  eager  market  in  such  places  as 
movie  and  television  studios,  and  today  hardly  a  studio 
lamp  can  be  found  that  is  not  halogen.  As  G.E.  Lighting's 
worldwide  application  manager  Terry  McGowan  put  it, 
the  halogen  is  "a  great  little  technology." 

And  that  was  its  reputation  for  most  of  30  years.  By  the 
late  1970s,  however,  European  interior  designers  began  to 
use  the  halogen  for  home  lighting,  and  the  trend  caught 
on  in  America  soon  thereafter.  The  early  halogen  home 
lamps  tended  to  be  high-end  decorator  items,  such  as  the 
Tizio,  priced  at  $200  or  more,  but  market  forces  took  over, 
Asian  manufacturers  got  into  the  game,  and  by  the  mid- 
'90s,  a  high-powered  household  halogen  lamp  could  be 
had  for  less  than  $20  at  any  Home  Depot. 

Suddenly,  it  seemed  that  hardly  a  home  lacked  a  halo- 
gen, and  the  halogen  that  is  in  the  most  homes  and  offices 
is  a  lamp  called  the  torchiere.  With  more  than  40  million 
of  them  out  there,  it  is  the  Typhoid  Mary  of  lighting. 

This  amazingly  popular  floor  lamp  might  have  been 
more  aptly  named  LArson,  but  torchiere  (suggesting,  as 
it  does,  a  torch)  comes  close  enough.  It  is  a  six-foot  pole 
with  a  base  at  the  bottom  and  a  bowl  cradling  a  light  at 
the  top.  This  design  is  what  gives  the  lamp  its  principal 
charm,  which  is  indirect  lighting.  The  upward-facing 
bowl  bounces  light  off  the  ceiling,  and  because  it  is  a  halo- 
gen light,  one  lamp  can  light  up  a  room  without  glare.  It 
is  extremely  portable,  and  with  mass  production  and  mass 
marketing,  extremely  affordable.  "It  was  a  magic  combi- 
nation of  elements:  indirect,  low-cost,  lots  oflight,  highly 
portable,"  says  Michael  Siminovich  of  Lawrence  Berkeley 
Labs.  But  the  halogen  torchiere  is  fire  on  a  stick. 
'  General  Electric  created  and  manufactures  halogen 
bulbs,  but  not  the  fixtures  that  hold  them,  and  G.E.'s 
McGowan  says  that  from  the  start,  G.E.  recognized  the 
potential  danger  from  halogens  and  encouraged  lamp 
manufacturers  to  hide  the  hot  bulb  with  a  protective  glass 
covering.  This  precaution  was  followed  nearly  uniformly 
for  more  than  30  years,  McGowan  says,  adding  that  it  was 
only  more  recently  with  the  introduction  of  cheap  imports 
that  came  without  the  safety  precautions  "that  we  started 
hearing  complaints  about  fires  and  other  problems." 

How  does  an  unsafe  halogen  cause  fires  and  other  prob- 
lems? Let  us  count  the  ways.  McGowan  notes  that  halo- 
gens contain  pressurized  gas,  so  if  the  lamp  is  damaged, 
that  pressure  forces  the  parts  to  fly  around.  In  other  words, 
the  thing  can  explode.  When  John  O'Brien  of  the  New 
York  Bureau  of  Fire  Investigation  first  encountered  a  halo- 
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gen  bulb,  he  was  in  the  military.  "I  found  out  early  in  the 
'70s  that  if  you  touch  the  bulb,  the  oils  from  your  skin  will 
adhere  to  the  bulb  surface,  and  what  happens  is  because 
of  the  intense  heat,  the  heat  concentrates  around  the  oils 
of  the  fingers  and  bursts  the  bulb,"  O'Brien  says.  "When 
they  heat  up,  they  explode.  They've  gone  the  width  and 
length  of  rooms  and  burned  people  and  started  fires." 

It  quickly  becomes  apparent  that  torchieres,  with  their 
open  bowls,  present  a  multitude  of  incendiary  possibili- 
ties. The  brushing  of  a  curtain  against  the  bulb  (as  in  the 
Windsor  Castle  fire)  is  probably  the  most  common  cause 
of  fire,  but  the  variations  are  limitless.  A  student  at  Texas 
A  &  M  University  started  a  dorm  fire  by  trying  to  dry  his 
clothes  over  his  halogen  torchiere.  Toddlers  have  been 
known  to  toss  stuffed  toys  or  socks  into  the  lamp's  bowl 
(which  does  present  a  certain  beanbag-toss  allure).  But 
most  halogen  fires  result  from  the  most  mundane,  even 
innocent,  heedlessness.  Inspector  George  Hannigan,  an 
investigator  for  the  Greenwich,  Connecticut,  Fire  Depart- 
ment, recalls  investigating  one  fire  caused  by  a  designer 
halogen  that  was  used  to  illuminate  the  artwork  in  some- 
one's home — which,  as  it  turns  out,  is  not  an  uncommon 
use  of  the  light.  "The  halogen  was  in  a  floor  fixture,  which 
was  nothing  more  than  a  metal  can  with  three  feet  on  it," 
Hannigan  says.  "It  was  set  on  carpeting  on  the  floor  next 
to  the  arm  of  the  couch.  And  the  cleaning  lady  had  left  a 
rag  there,  and  the  daughter  came  home  and  turned  the 
light  switch  on,  and  went  upstairs  to  do  her  homework. 
When  she  came  down,  the  living  room  was  on  fire. " 
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Last  summer,  during  a  seminar  at  the  Federal  Law  En- 
forcement Training  Center  in  Georgia,  Inspector  Han- 
nigan  conducted  an  experiment  with  a  halogen  lamp  just 
to  see  for  himself  what  the  thing  could  do,  a  sort  of  fire- 
guy's  road  test.  "I  took  a  T-shirt  that  was  beyond  damp, 
it  was  downright  wet,"  he  says,  "and  I  brought  that  in  con- 
tact with  a  300-watt  torchiere  lamp  with  a  halogen  bulb.  It 
ignited  in  30  seconds.  That  might  give  you  some  idea  of 
the  magnitude  of  the  heat  that's  produced.  And  that  was 
a  300-watt  light.  You  can  get  them  up  to  1,000  watts." 

The  impulse  to  personally  test  the  incendiary  qualities 
of  a  halogen  is  apparently  neither  uncommon  among 
people  with  halogen-fire  experience,  nor  particular  to 
those  in  the  firefighting  profession.  For  example,  Pat 
Buckley,  the  fashionable  society  figure,  recently  found 
herself  probing  the  ignition  potential  of  a  halogen  lamp 
she  acquired  through  a  catalogue.  "I  bought  one  for,  I 
don't  know,  $49.95,  or  something  like  that,  and  I  shone 
it  on  some  paper  16  inches  away,"  she  recalls.  "And  inside 
of  20  minutes,  the  paper  was  crisp.  And  inside  of  25  min- 
utes, it  was  aflame." 

What  excited  Mrs.  Buckley's  interest  in  halogens  were 
the  events  of  a  November  morning  last  year,  when  the 
gardener  at  the  Buckleys'  Stamford,  Connecticut,  home 
noticed  that  the  windows  of  the  stucco  house  were  blow- 
ing out  of  their  frames,  pushed  by  a  raging  fire.  The  fam- 
ily happened  to  be  in  New  York,  where  Mrs.  Buckley  was 
preparing  for  a  party,  but  a  member  of  the  staff  who  stayed 
behind  had  apparently  left  a  halogen  lamp  on  in  a  sitting 
room,  its  intense  light  trained  on  a  newspaper.  Within  15 
minutes,  the  entire  room  was  on  fire,  Mrs.  Buckley  re- 
counts. "We'd  had  a  power  outage  the  night  before,  and 
he  had  forgotten  to  reset  the  alarm  system.  And  bingo.  All 
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in  all  there  were  18  rooms  that  went  up." 

By  late  spring,  Chez  Buckley  was  fully  renewed  and 
order,  but  the  fire's  impact  lingers.  "Everything's  rt 
painted,"  she  says,  "but  you  have  that  eerie,  terrible  smo 
smell.  And  it  will  be  here  for  the  rest  of  my  life.  I  rus 
about  with  a  great  deal  of  Lysol  spray." 

t  is  probably  safe  to  number  Mrs.  Buckley  amon 
those  who  consider  halogen  lamps  unsafe  at  an 
speed.  But  those  charged  with  proving  such  mat 
ters  have  not  always  been  able  to  agree  on  the  ex 
tent  of  the  halogen  threat.  In  1996,  as  report 

I  about  halogen-related  fires  began  to  accumulate 
the  Underwriters  Laboratories  issued  a  publi 
warning  urging  consumers  to  replace  their  500 
watt  halogens  with  300-watt  bulbs.  Consumer 
Union,  however,  declared  that  wasn't  precautio 
enough  after  conducting  tests  with  a  300-wat 
bulb  and  finding  that  it  set  a  cotton  comforts 
ablaze  after  just  a  few  minutes.  UL  issued  a  bulletin  t< 
manufacturers  saying  they  would  only  endorse  lamp 
using  300-watt  bulbs,  and  only  if  they  came  with  a  pro 
tective  glass  covering.  Consumers  Union  countered  witl 
a  declaration  that  such  precautions  were  still  insufficient 
they  discovered  that  a  300-watt  halogen  equipped  with  i 
glass  cover  burned  a  hole  in  cheesecloth. 

In  February  1997,  UL  again  revised  its  standards,  say- 
ing that  it  would  lend  its  seal  only  to  halogens  that  did  no 
light  cheesecloth  after  direct  contact  for  seven  hours.  Tha 
may  reassure  purchasers  of  the  very  latest,  very  safest  halo- 
gens (especially  if  they  have  cheesecloth  comforters),  bu 
the  array  of  charges  and  changing  standards  has  been,  tc 
say  the  least,  confounding  not  only  to  consumers,  but  tc 
manufacturers  as  well. 

When  the  U.S.  Consumer  Product  Safety  Commissior 
decided  a  few  years  ago  that  action  was  needed  on  the  mat- 
ter of  halogen  safety,  it  contacted  the  Catalina  Lighting 
Inc.,  a  Miami-based  lamp  manufacturer  that  so  dominates 
the  halogen  market,  it  serves  as  a  sort  of  one-company  in- 
dustry association.  Dean  Rappaport,  Catalina's  chief  of  op- 
erations, says  his  company  has  sold  millions  of  halogens, 
and  yet  he  wasn't  aware  of  any  significant  problems  with 
the  lamps  until  the  C.P.S.C.  came  calling.  He  remains 
unconvinced  that  there  is  a  halogen  emergency.  "In  the 
last  ten  years,  there  were  40  million  halogen  torchieres 
built  for  U.S.  consumption,  and  there  have  been  250  fires 
over  those  ten  years,"  he  says.  'We  all  feel  bad  about  those 
250,  but  the  numbers  are  negligible." 

Rappaport  insists  that  halogen  torchieres  are  perfectly 
safe,  as  long  as  they  are  accorded  the  same  care  one  would 
show  for  a  stove  or  a  toaster  oven.  In  an  acknowledgment 
that  most  people  do  not  categorize  lamps  with  ovens,  the 
company  recognized  the  need  to  do  more  to  ensure  safety. 
J       So,  Catalina  devised  and  distributed  (without  cost  to  con- 
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FUNDS 


Charles  Schwab  &  Co.,  Inc.,  member  SIPC/NYSE,  provides  recordkeeping  and  shareholder  services  for  shares  purchased  through  its  Mutual  Fund 
OneSource  Service  (0097-2561). 

For  more  complete  information,  including  management  fees,  expenses,  and  thespei  ial  risks  associated  with  investing  in  The  MicroCap  Growth  Fund,  call  Robertson 
Stephens  Funds  lor  a  prospectus.  Please  read  it  carefully  before  investing   Invest un:  in  sni.illei  i  iMiip.inus  can  involve  more  volatility.  Returns  quoted  are  for  Class  A 
shares.  Another  class  oi  shares  is  available  whose  performance  will  differ  due  to  different  charges  and  expenses.  Edgewood  Sen-ices.  Inc.,  distributor. 
Not  FDIC  insured.  May  lose  value.  No  bank  guarantee.] 
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Ijumers)  a  one-size-tits-all  metal  grid  that  fastens  over  the 

[jjulb  and  prevents  fires — absolutely,  positively,  guaranteed. 

Almost.  "Now,  if  you  had  some  kind  of  crazy  flammable 

naterial  making  up  vour  curtain,  it  might  still  cause  a  prob- 

,em,"  Rappaport  allows.  "We  could  only  do  our  best." 

Catalina  says  it's  developing  a  new-generation  halogen 
Itorchiere  that  comes  with  not  only  a  protective  grid  but 
lit  thermal  protector,  a  device  that  turns  off  the  lamp  when 
It  gets  too  hot.  And  others  are  attempting  to  provide  safer 
Iialogen-qualiry  lighting  as  well. 

Lawrence  Berkeley  National  Laboratory'  not  long  ago 
Introduced  a  Compact  Fluorescent  torchiere  that  creates 
Imore  light  than  a  halogen  torchiere  but  is  six  times  as  ef- 
ficient. And,  because  it  is  a  fluorescent,  the  bulb  doesn't  get 
[hot  (about  ioo  degrees  F  at  its  surface).  The  Berkeley  Lab 
*and  Stanford  University  ran  a  successful  halogen -exchange 
program,  handing  out  free  Compact  Fluorescent  torchieres 
10  every  student  who  turned  in  his  or  her  halogen.  Berkeley 
researcher,  Michael  Siminovich,  insists  that  the  students 
| love  their  new  lamps,  and  perhaps  they  do,  but  a  fluorescent 
[light?  Don't  students  consider  harsh,  bleachy  fluorescents 
jdorky?  "That's  technically  correct,"  Siminovich  says,  has- 
Itening  to  add,  "but  the  new  ones  are  technically  superior." 
Several  companies  are,  or  plan  to  start,  producing 
torchieres  using  the  new  fluorescent  technology,  and 
G.E.,  which  has  not  been  in  the  torchiere  business,  plans 
to  introduce  a  Compact  Fluorescent  torchiere  in  the  fall. 
The  quality,  says  G.E.'s  McGowan,  is  fully  the  equal  of 
a  halogen.  So  good,  in  fact,  that  he  boldly  declares:  "No 
question  about  it,  ioo-percent  guaranteed,  you  can  look 
good  under  fluorescent  lighting." 

No  doubt  the  new  lamps  will  one  day  become  de 
rigueur,  but  until  then,  there  are  still  millions  of  halogens 
out  there,  many  of  them  manufactured  before  the  latest 
standards  were  announced.  The  U.S.  Consumer  Product 
Safety  Commission  has  the  power  to  enforce  the  tough 
standards  on  makers  of  new  lamps,  but  what  about  those 
manufactured  before  1997?  "I'm  not  sure  how  we  would  go 
after  them,"  allows  the  commission's  Ken  Giles. 

Giles  notes  that  at  the  commission's  urgent  prompting, 
the  lamp  manufacturing  industry  has  made  protective  wire 
grates  available,  without  charge,  to  all  halogen  torchiere 
lamp  owners  through  a  number  of  retail  merchandisers. 
"You  have  to  downsize  to  a  300-watt  bulb  and  put  on  the 
wire  guard,"  Giles  adds,  "and  then  you  may  then  use  your 
halogen  light  safely." 

Or,  maybe  not.  New  York  State  Fire  Administrator 
James  Burns  has  noted  that  there  is  still  the  problem  of 
halogen  lamp's  tip-over  potential.  "Our  tests  showed  that 
it  required  only  17  ounces  of  force"  to  topple  a  torchiere, 
Burns  said,  and  he  urges  consumers  with  halogen  torch- 
ieres to  bolt  the  lamp  to  the  floor.  Even  with  a  powered- 
down,  glass-encased,  metal-grated,  bolted-down  torchiere, 
the  New  York  Halogen  Torchiere  Safety  Fact  Sheet  urges 


'YOU  CAN  LOOK 
SOOD  UNDER 
■LUORESCENT 

-IGHTING," 
VIcGOWAN  SAYS. 


extreme  caution  that  stops  just  short  of  a  zero-tolerance 
halogen  policy.  "We  urgently  call  upon  families,  friends 
and  neighbors,  as  well  as  religious  leaders  and  family 
counselors  to  help  everyone  fully  understand  how  dan- 
gerous halogen  lamps  are,"  the  report  implores. 

Some  may  yet  have  to  learn  that  message  the  hard  way. 
One  of  the  oddest  sites  on  the  Web,  a  milieu  of  exotica,  is 
a  page  called  The  Cult  of  the  Lamp,  whose  pages  are  de- 
voted to  a  certain  deadly  lighting  fixture.  The  site,  run  by 
a  woman  called  Arielle,  is  a  shrine  to  the  halogen  torchiere. 
While  the  site  offers  a  page  providing  visitors  with  news 
of  the  latest  scary  development,  it  cheerfully  invites  ad- 
mirers of  the  baneful  appliance  to  submit  photographs  of 
themselves  and  their  loved  ones  posing  with  their  lamps. 
And  they  do.  The  curious  will  find  photographs  of  Arielle 
and  her  husband  (boyfriend?),  the  barefooted  Shawn,  and 
Mickie  and  Matt  Gelven  posing  in  Halloween  garb  next 
to  their  halogen,  and  Becky  and  Jimi  in  poses  with  both 
of  their  torchieres,  including  the  one  they  sawed  off  so  it 
works  on  a  night  table. 

It  is  impossible  to  gauge  the  breadth  of  this  noncha- 
lance toward  danger,  but  college  students  at  the  univer- 
sities where  halogen  lamps  have  been  banned  have  been 
known  to  stash  them  in  their  closets  and  to  bring  them  out 
for  use  when  the  coast  is  clear.  And,  astonishingly,  some 
people  continue  to  drape  material  over  the  light,  for  mood. 

"I've  been  in  apartments  where  people  have  taken 
shawls  or  kerchiefs  and  placed  them  over  the  top  of  lamps, 
for  effect,"  says  Fire  Marshal  O'Brien  of  the  New  York 
Bureau  of  Fire  Investigation.  And  the  likeliest  effect  of 
fabric  on  a  1,000-degree  surface?  "Oh,  you  could  expect 
a  very  hot  time,"  says  O'Brien. 

Not  the  kind  of  time  that  may  have  appealed  to  the  belle 
of  Belle  Reve,  but  to  that  sort  that  ends  in  smoldering  me- 
mentos and  narrow  escapes,  if  one  is  lucky.  And  then  comes 
the  abiding  aroma  of  Lysol  spray — a  culmination  even  less 
welcome  than  a  rude  gesture,  or  a  vulgar  remark.  • 
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Produced  and  styled  by  Mark  Grischke  •  Photographs  by  Michael  Myers 
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TWEED  COAT  WITH  FUR  TRI 
$2,850,  AND  BEADED  VELVET  DP 
$4,990,  by  Badgi.ey  MlSCHK 
Shoes  by  Manolo  Blahnik. 
$550.  Pearl-and-i8k-gold  ear- 
rings by  MISH  New  York. 
$295.  Opposite'.  Wool/casi 
mere  suit,  $1,195,  suede  shirt, 

$995,  AND  GLOVES,  $40,  BY  PoLO 

bY  Ralph  Lauren.  Boots  by 
Ralph  Lauren  Footwear.  $450. 
Belt  by  Redlich.  $90.  Hat  by 
The  J.Peterman  Company.  $128. 
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1JINK.  $100.  Silk    III    in 
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Wool  herringbone  o: 
wool/cashmere  SWEATER,  S5( 
and  cotton  moleskin  pant 
5285,  by  John  Bartlett.  Axk 
boots  by  Joseph  Fenestrie 
$525.  Wool/cotton  soci 

BY  TOPSTITCH.  $35.  DEERSK. 
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ren  Gloves.  S55.  Wool  meltc 
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posite:  Cashmere  sweate. 
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SHIRT  BY  LUJCJ  BoRREI.U.  s265 

Woo,,  tie  by  Paul  Stuart 

J63.SHOESBYA.TESTONES595. 

Her  mink-trimmed  cashmere 
™t  by  EKlc  Gaskins  for 
Miller  &Bi.;rkowitz.  $4,500. 
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DETAILS 


A.  TESTONI:  A.  Testoni,  (888)  TESTONI;  Barneys,  New 
York;  Wilkes  Bashford,  San  Francisco;  and  select  Neiman 
Marcus  stores 

BADGLEY  MISCHKA  select  Neiman  Marcus  and  Saks 
Fifth  Avenue  stores 

CASA  DE  RODRIGUEZ:  Casa  de  Rodriguez,  New  York, 
and  Henri  Bendel,  New  York 

CERRUTI:  Cerruti,  (888)  299-1881 

CHIPPEWA:  Hideout,  Los  Angeles;  Stompers,  San  Fran- 
cisco; and  David  Z,  New  York 

ERIC  GASKINS:  to  order,  at  Saks  Fifth  Avenue,  New  York, 
San  Francisco  and  Bal  Harbour,  FL;  and  Marshall  Fields, 
Minneapolis  and  Chicago;  coat  also  at  select  Neiman  Mar- 
cus stores 

FREDERIC  FEKKAI:  Frederic  Fekkai,  New  York  and 
Beverly  Hills,  (888)  F-FEKKAI;  and  Saks  Fifth  Avenue 

HALSTON  SIGNATURE:  Mitchells  of  Westport,  CT 

HERMES:  all  Hermes  boutiques,  or  call  (800)  441-4488 

THE  J.  PETERMAN  COMPANY:  The  J.  Peterman  Com- 
pany catalog,  (800)  231-7341 

JOHN  BARTLETT:  Halls,  Kansas  City;  MODA,  Pitts- 
burgh; and  Bloomingdale's,  New  York  and  Los  Angeles 

JOSEPH  FENESTRIER:  Robert  Clergerie,  New  York  and 
Los  Angeles;  and  Barneys,  New  York 

LUIGI  BORRELLI:  Bergdorf  Goodman  Men,  New  York; 
Louis,  Boston;  Harry  Rosen,  Toronto;  and  select  Neiman 
Marcus  stores 

MANOLO  BLAHNIK:  Manolo  Blahnik,  New  York;  Berg- 
dorf Goodman,  New  York;  and  select  Neiman  Marcus  stores 


MARC  JACOBS:  Marc  Jacobs,  New  York; 
sweater  also  at  Bergdorf  Goodman,  New  York; 
Barneys,  New  York;  and  Fred  Segal,  Los  Angeles 


PAUL  &  SHARK:  Paul  &  Shark,  Las  Vegas,  or  call  {ui 
765-2792  for  information 

PAUL  STUART:  Paul  Stuart,  New  York  and  Chicago 
(800)  687-8278 

POLO  BY  RALPH  LAUREN:  Polo/Ralph  Lauren  Mad| 
ison  Avenue,  New  York;  suit,  also  at  Polo/Ralph  Laurer 
Kansas  City,  shirt,  Bloomingdale's  and  Saks  Fifth  Avenut 
New  York;  boots,  Polo/Ralph  Lauren,  Beverly  Hills;  suea 
gloves,  select  Macy's  and  Lord  &  Taylor  stores;  deerski\ 
gloves,  Polo/Ralph  Lauren,  Aspen  and  Kansas  City 

RALPH  LAUREN  COLLECTION:  top,  Polo/Ralpi 
Lauren,  Beverly  Hills;  Bergdorf  Goodman,  New  York;  ancl 
select  Saks  Fifth  Avenue  stores;  skirt,  select  Bloomingdale'j 
and  Nordstrom  stores 

REDLICH:  The  Redlich  Company,  (800)  340-1836 

RETROSPECS:  Robert  Marc  Opticians,  New  York,  (212 
319-2000 

ROBERT  TALBOTT:  Bergdorf  Goodman  Men,  Nev 
York;  select  Neiman  Marcus  stores;  and  all  Robert  Talbot 
stores 

SALVATORE  FERRAGAMO:  all  Salvatore  Ferragamc 
boutiques;  and  select  Neiman  Marcus  and  Saks  Fifth  Av 
enue  stores 

THOMAS  PINK:  Thomas  Pink,  New  York,  (888)  336-1192 

TOPSTITCH:  Mitchells  of  Westport,  CT;  Stanley  Kor- 
shak,  Dallas;  and  all  Nordstrom  stores 

TURNBULL  &  ASSER:  Turnbull  &  Asser,  New  York 

VALENTINO  UOMO:  Bergdorf  Goodman  Men,  New 
York;  and  select  Marshall  Fields  stores 

Photographed  at  Shelburne  Farms,  a  1,400-acre  working 
farm,  national  historic  site  and  nonprofit  environmental 
education  center  dedicated  to  the  stewardship  of  natural 
and  agricultural  resources.  Shelburne  Farms,  Shelburne, 
Vermont,  (802)  985-8686.  • 
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MISH  NEW  YORK:  MISH  New  York,  (212)  734-3500 

NAUTICA  BY  DAVID  CHU:  select  Lord  &    'aylor  and 
Dayton  Hudson  stores 


'RBF.S 


FYI 


L 


£7m 


atalog  Connect 


and 


Great  Escapes 


W      The  Finest  Pre- Sliced 

f  I  Scottish  Smoked] 

\  ^  Salmon 

GIFTS  OF  DISTINCTION 

Caspian  Sea  Caviars, 

Traditional  English  Cheeses, 
Maryland  Jumbo  Lump  Crabcakes, 

and  other  delightful  gourmet  items. 
Call  for  your  FREE  colour  catalogue. 

1-800-858-7100 

"Mackenzie 
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r/'or  ifi formation  />//  t/w  need 

FYI  Catalog  Connection 

calt -ftnaa  ./ore//  at 
2/2-260-06l20 
Ju.v  at  2/2-26t)-i9/6'3. 
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.-/or  information  on 

FYI  Great  Escapes 

ca//  i/)on/ta  r/arr  at 
2/2-620-233$ 
t/a.v  at  2/2-620-2472 
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Ideas  you  can  build  on. 

1 live  decades  of  arthiteclurally 

designed,  custom  crafted  homes, 
liach  Acorn  is  complemented 
by  open  floor  plans  and  bright, 
naturally  lit  interiors.  Our  ser- 
vice and  quality  materials  have 
earned  us  over  10.000  proud  homeowners. 
Build  on  our  experience. 
To  order  your  $20  Idea  Book,  call 
800-72T-3325.  visit  our  web  site,  or  send  a 
check  to  IX-ck  House,  Inc..  Dcpt.  AFYI,  930 
t.  Acton.  MA 
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WARDROBE. 
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1  With  CustomEase"  1 

1   Shirts— a  wardrobe   1 

•  ** 

1  breakthrough1  Order  1 

k  # 

1  your  perfect  shirt 

1   in  minutes  with  our  1 

l&: 
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1  exclusive  program    1 

ti  9I 

1  We  also  present 

1   premium  100% 

1  Italian  Silk  Regular   1 

1  ^\ 

1  and  XLong  neckties,  1 

1  exceptional  men's     1 

1  undergarments  and   1 

1  accessories.  Finest   1 

1  quality  delivered 

S^ml          C'fl 

1  to  your  door 

.               \f 

1    Call  For  A  Free  Catalog    1 

)^\ 

1-800 

4j 

M 

501-8437 

\ 

1    Mention  "FYI-98" 

1   Free  gift  &  shipping   1 

1  on  your  first  order!   1 

1  www.desantis-callection.com 
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HANDCRAFTED  AVIATION 
DISPLAY  MODELS 

Over  500  Aviation  Display  Models  Available 

Boeing-NASA  X-36 

(1/1 5th  scale  equals  w/s: 

8-3/4  inches) 

At  $139.95  + $9.00  S/H 
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SHOWCASE  MODEL  CO. 

P.O.  Box  129.  Dept.  FYI-98-09 
Covington.  OH  45318-0129 
(800)441-9524  -Orders 
(937)  473-5725  -  Catalogs 
(937)  473-5727  -  FAX 
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Legendary  Safaris 


For  decades 

THE  NAME 

Ker  a  Downey 
has  represented 
adventure  and 
quality  to  travel- 
ers from  around 
the  world.  today, 
this  legacy  of 
excellence 
continues  via  our 
renowned 
African  Safaris, 
conducted  in 
"legendary 

K&D  STYLE.  " 


I  WORLD'S  LARGEST  MAKER  OF  AEROSPACE  REPLICASl 


-     ^,  800-423-4236 

KER54_J|[)VviNEY    infora  kerdowney.com 
www.kerdowney.com 


As  long  as 
there  are 

delusions 

01  y  I  ciUClGUl,  there  will  be  submarine  pictures. 
Subs  are  the  last  place  where  a  captain  of  a  ship  is  the 
captain  of  his  own  destiny — and  the  destinies  of  all  his 
crew  members.  Forget  all  that  crud  about  radioing  your  su- 
periors for  permission  to  do  something;  when  you're  on  a 
sub  in  wartime,  you're  cut  off  from  the  normal  channels  of 
accountability.  Sub  crews  maintain  radio  silence,  running 
silent  and  deep,  surfacing  just  long  enough  to  get  their 
bearings  and  size  up  the  smoldering  pool  of  wreckage  that 
used  to  be  an  enemy  ship.  It's  a  mysterious  and  slight- 
ly lonely  way  to  serve  one's  country — not  to  mention 
cinematic  and  darkly  attractive.  "This  may  be  the  Com- 
mander-in-Chiefs navy,"  warns  Gene  Hackman's  hardcase 
skipper  in  Crimson  Tide,  "but  this  is  my  boat." 

There  are  way  too  many  submarine  pictures  to  review 
in  this  space,  so  I've  tried  to  concentrate  on 
titles  that  are  representative  of  a  particular 
time  and  place  or  genre  (existential  antiwar 
epic,  smutty  sex  comedy  and  so  forth).  But 
they're  all  worth  renting  at  your  local  video 
store,  preferably  two  at  a  time,  and  shortly 
after  you've  watched  an  adventure  picture 
that  isn't  set  onboard  a  submarine.  After  the 
strobe-flash  violence  and  tacky  glitz  of  most 
contemporary  action  epics,  underwater  ad- 
ventures can  seem  eerily  civilized:  a  more 
thoughtful  and  deliberate  brand  of  combat, 
one  where  strategy  still  matters  and  even 


killing  is  courtly.  The  captain — in  the  movies  at  least — is 
a  latter-day  knight,  sallying  forth  to  do  battle  astride  2 
giant  mechanical  seahorse. 

"Look  out,  mates!  Clunky  metaphor  approaching — 
speed  20  knots!  Dive!  Dive!" 


id 


Run  Silent  Run  Deep 


(1957;  MGM/UA.  VHS) 


Above,  left  to  right: 
The  crew  comes  up  for  a 

breath  of  fresh  air 
in  Destination  Tokyo; 

racing  the  Russians 
to  the  North  Pole  in  Ice 
Station  Zebra;     " 
Clark  Gable  and  Burt 

Lancaster  engage 

in  a  high-stakes  staring 

contest  in  Run  Silent 

Run  Deep  (Gable  wins). 
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Alternate  tide:  Que  Es  Muy  Macho?  In  Robert  Wise's  1957 
thriller,  Clark  Gable  plays  Commander  Richardson,  a  hard- 
drinking  skipper  whose  sub  is  sunk  by  a  legendary  Japanesi 
submarine  captain  in  an  enemy-occupied  sector  of  the  Jig 
Pacific.  He  pulls  political  strings  to  steal  command  of  an 
other  submarine  from  an  ambitious  younger  officer  named  h  K 
Jim  Bledsoe,  played  by  Burt  Lancaster  as  a 
spit-and-polish  Navy  stud  with  posture  so 
ramrod- straight  you  could  load  him  in  a  tor- 
pedo tube  and  shoot  him  at  the  enemy.  The 
men  set  sail  together,  each  second-guessing 
the  other  while  the  crew  looks  on  in  appre- 
hension and  the  enemy  prepares  to  strike.  The 
stars'  war  of  wills  is  the  core  of  the  drama.  At 
first,  Richardson  seems  appealingly  Nemo- 
like, but  he  soon  reveals  himself  as  a  tinpot 
Captain  Ahab  on  a  mission  of  vengeance; 
Bledsoe  is  Richardson's  good-hearted,  tough- 
minded  Starbuck,  advising  caution  even  when 


The  best  submarine  movies  still  r 
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it  means  risking  insubordination.  Submarine  movies  are  in- 
herently Freudian — when  phallus-shaped  killing  machines 
Staffed  by  all-male  crews  are  charging  toward  each  other 
at  top  speed,  tiring  torpedoes  that  leave  wriggly  bubble  trails 
in  their  wake,  how  could  they  be  otherwise? — but  this  one 
goes  the  extra  nautical  mile,  putting  the  sexual  tension  right 
there  on  the  surface.  Gable  and  Lancaster's  re 
lentless,  humorless  reuding  has  a  desper- 
ately bitchy  quality;  these  guys  are  so 
desperate  to  win  the  title  of  Top  Man 
they're  going  to  get  everybody  killed. 
In  the  beginning  of  the  picture,  when 
Richardson  takes  Bledsoe's  command  away 
from  him,  Bledsoe  compares  himself  to  a 
lovestruck  groom  shunted  aside  on  his  wed- 
ding day  by  an  aggressive  rival.  Can  a  subma- 
rine wear  white? 

. Ice  Station  Zebra 


(1968;  Baker  ocTavlor  Home  Video. 
VHS  and  MGM/UA  laserdisc) 


Watching  this  epic  widescreen  adventure  about  a  U.S. 
nuclear  sub's  secret  mission  to  the  North  Pole  to  re- 
cover a  downed  satellite  might  be  the  most  boring  thing 
you've  ever  done  in  a  chair.  It  is  included  on  this  list  because 
it's  so  stupefyingly  bad  that  it's  kind  of  fun-^an  encyclopedic 
compilation  of  everything  not  to  do  in  a  submarine  picture. 


The  director,  John  Sturges,  helmed  some  great  Guy  Movies 
in  his  day,  including  The  Magnificent  Seven  zn&The  Great 
Escape,  but  his  sense  of  pacing  and  character  deserted  him 
this  time.  Except  for  a  mildly  exciting  sequence  in  which  the 
sub  tries  to  break  through  the  polar  ice  caps,  the  film 
makes  a  dandy  substitute  for  NyQuil.  Rock 
Hudson — who,  even  on  a  good  day, 
would  never  win  the  title  of 
Mr.  Charisma — is  given 
little  to  do  but  recite  reams 
of  technobabble  and  expo- 
sition, usually  while  seated 
across  a  desk  from  another 
actor  who  looks  just  as  confused 
and  disinterested  as  he  does.  The 
first  hour  of  this  150-minute  slog 
is  so  static  and  talky  you  almost  ex- 
pect the  camera  to  pan  left  to  reveal  Ed  Mc- 
Mahon.  Martin  6c  Porter's  Video  Movie  Guide 
1998  reveals  that  Ice  Station  Zebra  was  Howard 
Hughes'  favorite  motion  picture,  which  does- 
n't quite  count  as  an  endorsement  consider- 
ing Hughes  was  going  insane  from  syphilis 
when  it  came  out.  For  reasons  that  may  never  be 
fully  explained,  the  VHS  videocassette  preserves  the  original 
theatrical  release's  10-minute  intermission.  When  it  arrived, 
my  wife,  who  had  agreed  to  watch  the  film  with  me  for  sol- 
idarity's sake,  inquired,  "Are  there  cobwebs  on  my  face?" 


fpjpwnj 


ot,  straight  and  normal /by 


Matt  Zoller  Seitz 
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Cary  Grant  plays  the  captain  of  an  American  sub  dis- 
patched to  Japan  to  clear  the  way  for  a  surprise  Allied  air 
raid.  A  hit  when  it  was  released,  this  film  has  a  couple  of 
good  action  sequences  and  an  amusing  performance  by 
John  Garfield  as  a  lovable  womanizer  named  Wolf,  but  it's 
of  interest  today  mainly  as  an  example  of  how  ham-handed 
wartime  propaganda  can  be.  There  are  numerous  flash- 
backs to  stateside  life  that  explain  the  heroes'  back  sto- 
ries; the  funniest  is  Wolfs  account  of  trying  to  pick  up 
a  red-hot  dame  at  a  dress  shop.  But  these  interludes 
grow  wearying;  after  a  while,  you  realize  the  screen 
time  lavished  on  the  wisecracking-but-patriotic  crew 
is  taking  away  from  two-fisted  undersea  combat.  The 
film  is  worth  renting,  however,  just  to  hear  Grant's 
mandatory 'Why  we  fight"  monologu 
a  startlingly  ugly  screed  which  reveals 
that  American  children  are  given  roller 
skates  on  their  fifth  birthdays,  while 
Japanese  children  are  given  daggers. 

Operation  PetticoaL__ 


on  board  strikes  wacky  sexual  sparks.  The  film  is  little  mor 
than  a  collection  of  incidents,  and  the  Petticoat  doesn't  eve  | 
take  to  the  waves  for  40  minutes.  But  once  it  has  sailed,  1 
rector  Blake  Edwards  puts  the  claustrophobic  setting  t 
good  use.  If  you're  looking  for  hardcore  submarine  com> 
bat,  this  one's  a  wash;  the  Petticoat  travels  all  over  thti 
Pacific,  getting  in  all  manner  of  goofy  adventures,  bu 
there's  never  any  sense  of  jeopardy  be 
~_ .   1  cause  this  is  a  pleasant  yuckfest,  no>; 

a  thriller.  But  if  you  like  knock 
about  service  comedies,  this  i 
one  to  beat.  The  heart  of  th< 
film  is  Grant  and  Curtis'  re 
lationship,   which   consist 
primarily  of  Curtis  breaking 
all  sorts  of  laws  to  get  Gran 
what  he  needs  to  set  sail,  and 
Grant  looking  the  other  way  ancj 
feeling  sort  of  bad  about  it — but  not  sc  | 
bad  that  he's  willing  to  order  the  guy  to  stop. 

20,000  Leagues  Under  the  Sea 


1959;  Republic.  VHS 


Another  Cary  Grant  submarine  picture;  for- 
tunately, this  one's  a  charming  comedy  rather 
than  a  ham-handed  bit  of  agitprop.  This  time 
Mr.  Dapper  plays  an  ambitous  naval  officer  de- 
termined to  make  a  rustbucket  submarine  seawor- 
thy. He  is  joined — somewhat  against  his  will — by  an  oily 
young  Navy  PR  officer  (Tony  Curtis)  looking  to  go  legit 
and,  later,  by  a  gaggle  of  attractive  WAVES    1    se  presence 


1954;  Buena  Vista.  VHS  and  laserdisc 

There  have  been  three  theatrical  versions  oi ' 
Jules  Verne's  science  fiction  classic,  includ- 
ing a  1916  silent  version  and  a  1973  pup- 
petoon;  the  1954  Disney  version,  directed  b) 
Richard  Fleischer,  is  the  best  known  and  the  most 
influential.  James  Mason  plays  Captain  Nemo,  creator  and 
commander  of  the  Nautilus,  a  soldier  and  inventor  who  j 
quit  the  military  in  protest  against  the  slave  trade.  Now  he  ' 
sails  the  globe  with  a  crew  of  loyal  followers,  harvesting 
food  from  the  ocean  floor  and  surfacing  long  enough  to  ] 


Mason  plays  Nem    as  a  Byronic  loner;  tick  h 
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reck  military  ships.  Mason  plays  Nemo  as  Clockwise  from  top         Deep,  but  with  a  dash  of  romantic  sadness:  On 

Bvronic  loner,  dashing  in  turtlenecks  and  a     left:  Tony  Curtis, person-    his  wedding  day,  the  ship  bearing  him  and  his 

al shopper,  in  Operation     wife  to  their  honeymoon  was  torpedoed  by  a 
Petticoat;  underwater 
gardening  in  20,000 

Leagues  Under 

the  Sea;  first  the  direct 

hit,  then  Bob  Mitchum 

gets  the  bad  news  in 

The  Enemy  Below; 

like  authority,  and  the  Nautilus  itself  is  one  of  Connery  stewing  in  The  war.")  Though  set  during  World  War  II,  this 
the  most  memorable  machines  in  movie  his-  Hunt  For  Red  October,  film  by  director  Dick  Powell  has  a  sober- 
ton,  a  urought-iron  monstrosity  with  a  ser-  minded,  skeptical  attitude  more  attuned  to 
rated  prow  and  glowing  yellow-green  bridge  windows  that      Sputnik-era.  America,  which  was  still  coming  to  grips  with 


aintly  professorial  beard;  he's  charming,  but 
ick  him  off  and  you're  fish  food.  This  was 
Udie  conglomerate  Walt  Disney's  first  big- 
ludget  live-action  movie,  and  the  strain  of 
rying  to  appeal  both  to  children  and  adults  is 
pvious.  The  big  action  sequences — a  fishing 
xpedition  on  the  ocean  floor,  a  mythic  battle- 
nth  a  giant  squid — are  staged  with  dream- 


U-boat,  and  his  bride  went  down  with  the 
ship.  The  film  consists  of  intricately  chore- 
ographed naval  combat  sequences  broken  up 
by  less-than-believable  antiwar  musings. 
("They've  taken  human  error  out  of  war,"  says 
the  German,  lamenting  the  mechanization  of 
combat.  "They've  taken  the  human  out  of 


resembles  a  giant  bone  dagger  with  eyes.  On  the  minus 
side,  there's  a  cloving  musical  opening  sequence,  a  €Ute  pet 
seal  who  arfs  on  command  and  a  gratingly  obnoxious  hero, 
Kirk  Douglas'  brawny  harpoonist,  Ned  Land — a  thief  and 
vulgarian  who  is  intended  to  represent  the  archetypal  "nat- 
ural man"  but  seems  more  like  a  cocaine-addled  Popeye 
with  a  cleft  chin.  Yet  the  film's  schizophrenia  is  eclipsed  by 
its  status  as  the  Big  Bang  of  submarine  pictures;  all  subse- 
quent entries  in  the  genre  owe  it  a  debt  of  gratitude. 


The  Enemy  Below 

1957;  Fox.  VHS 


This  1957  cat-and-mouse  thriller  pits  a  U.S.  destroyer  skip- 
pered by  sleepy-eyed  Robert  Mitchum  against  a  German 
U-boat  commanded  by  a  sharp-witted  German  (Curt 
Jurgens,  who  would  later  play  the  Nemo-esque  supervil- 
lain  Stromberg  in  The  Spy  Who  Loved  Me).  The  Mitchum 
character,  a  civilian  freighter  captain  during  peacetime, 
has  a  back  story  similar  to  Richardson's  in  Run  Silent  Run 

ff  and  you're  fish  food 


the  Cold  War  and  an  abiding  fear  of  nuclear  annihilation. 
The  finale  is  a  gentleman's  truce  that  might  have  made 
sense  if  the  bad  guy  was  a  1950s  Russian;  since  he's  an  of- 
ficer in  Der  Fuhrers  navy,  it  seems  bizarre. 


The  Hunt  for  Red  October 

1990;  Paramount 
VHS  and  laserdisc 

Sean  Connery  stars  as  Marko 
Ramius,  the  commander  of  a 
top-secret  Soviet  nuclear  sub 
who  decides  to  defect  to  the  U.S., 
causing  the  entire  Soviet  fleet 
(and  several  American  subs) 
to  chase  him 
across  the  At- 
lantic. Con- 
nery's  low 
key  yet 
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impassioned  performance  evokes  Mason's  wounded 
grandeur  in  20,000  Leagues  (the  turtleneck  sweaters  and 
poet-warrior  beard  don't  hurt).  Alec  Baldwin  is  the  hero, 
Jack  Ryan,  a  CIA  analyst  who  claims  to  understand  Ramius 
better  than  anybody,  Baldwin  plays  him  as  a  brave  but  be- 
wildered average  guy  caught  up  in  extraor- 
dinary circumstances,  which  makes  him  a 
fine  guide  through  a  jargon-packed  milieu. 
The  movie  is  based  on  the  debut  novel 
of  Tom  Clancy,  whose  elephantine  tomes 
read  like  senior  thesis  papers  by  overachiev- 
ing  students  at  the  U.S.  Naval  Academy. 
Fortunately,  director  John  McTiernan  (Die 
Hard)  and  screenwriters  Donald  Stewart 
and  Larry  Ferguson  downplay  Clancy's 
obsession  with  technical  detail  and  focus 
on  politics  and  people  instead.  This  ab- 
sorbing, intelligent  submarine  picture  hop- 
scotches from  the  Pentagon  to  the  Kremlin  to  the  North 
Atlantic  and  back  again,  satisfying  armchair  admirals 
and  casual  moviegoers  alike.  The  undersea  combat  se- 
quences are  complex  but  never  confusing,  and  capped  with 
crowd-pleasing  flourishes.  (My  favorite  is  Ramius'  un- 
orthodox method  for  thwarting  a  torpedo  attack;  it's  a 
dilly.)  The  populous  and  gifted  supporting  cast  includes 
Scott  Glenn,  Courtney  Vance,  Joss  Ackland  and  future 
Senator  Fred  Thompson  as  the  cranky  commander  of  a 
U.S.  carrier  task  force. 

Crimson  Tide 


Clockwise  from  top  left: 
Washington  and  Hackman  get 

tense  in  Crimson 
Tide;  raising  the  alarm;  and 

Das  Boot  salute. 


1995;  Hollywood.  VHS,  laserdisc  and  1)\TJ 

Despite  an  excess  of  glitz,  this  1995  blockbuster  about  a 
mutiny  on  board  a  U.S.  sub  is  a  superior  enti  \  in  the  genre — 
a  precision-tooled  submarine  adventure  v  ith  \  lot  on  its 
mind.  Gene  Hackman  plays  Capt.  Ramse\ ,  .1  teran  Cold 
Warrior  and  junior  Ahab  who  runs  his  boat  like    little  fief- 


dom.  "We're  here  to  preserve  democracy,"  he  says,  "not  tel 
practice  it."  His  Starbuck  is  Executive  Officer  Hunter, 
Harvard  grad  and  novice  combatant,  thoughtfullv  plavec 
by  Denzel  Washington.  The  officers'  circuitous  conversa-J 
tions  about  patriotism,  combat  and  the  militarv  mind  lend 
the  proceedings  a  three-a.m.-in-the-cob] 
lege-dorm-room  flavor.  "The  purpose  oj 
war  is  to  serve  a  political  end,"  says  Hunt-j 
er.  "But  the  true  nature  of  war  is  to  serve  it-l 
self."  Try  that  on  your  piano. 

Crimson  Tide  would  make  a  great  dou- 
ble feature  with  Run  Silent  Run  Deep,  noii 
just  because  the  plots  are  similar,  but  alscl 
because  both  films  are  so  unrelentinghJ 
male  they  could  make  your  VCR  growl 
chest  hair  and  a  beard.  Unsurprisingly 
Tide  was  produced  bv  Don  Simpson  and 
Jerry  Bruckheimer  {Top  Gun,  Du 
Thunder)  and  directed  by  their  house  filmmaker,  cigar- 
chewing  British  eye-pummeler  Tonv  Scott,  a  smoke-and-l 
strobe-lights  addict  who  shoots  the  interior  of  the  £/.S.S.[ 
Alabama  like  a  cross  between  the  Death  Star  and  Studio 
54.  The  script — worked  over  by  a  small  army  of  writers,! 
including  Robert  Towne  and  Quentin  Tarantino — has  I 
enough  copulation  and  sodomv  references  to  power  a  I 
whole  season  of  HBO's  Def  Comedy  Jam.  Warning  that 
Russian  separatists  must  be  planning  a  nuclear  strike  be- 
cause a  satellite  detected  them  fueling  their  missies,  a  crew- 
man declares,  "You  don't  put  on  a  condom  unless  you 
intend  to  f— -!"  Thanks  for  sharing,  guys. 

DasBoot^ 

1981;  director's  cut,  1996.  Columbia-Tri-Star. 
VHS  and  laserdisc 

Based  on  a  best-selling  memoir  bv  a  German  U-boat  sailor, 
this  nautical  epic  from  writer-director  Wolfgang  Petersen 
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(In  the  Line  of  Fire),  originally  pn 
duced  as  a  miniseries  for  Germ 
television,  is  more  than  a  submaril 
picture;  it's  so  rich  in  character,  in| 
dent  and  meaning  that  it  ranks  as  o ' 
of  the  best  movies  about  men  and  vv 
ever  made.  Jurgen  Prochnow  plays  I 
skipper,  a  stout-hearted  man  oft 
who  looks  much  older,  but  he  isn't  1 1 
focus  of  the  story,  unlike  most  films 
its  type,  this  one  is  equally  concernli 
with  the  officers  and  the  weary  ere 
that  carries  out  their  commands, 
the  North  Atiantic  in  the  waning  yet 
of  World  War  II,  exhausted  Germ: 
submarine  crews,  demoralized  by  t' 
increasingly  nonsensical  tactics  om 
deranged  Fiihrer,  go  forth  to  do  batiij 
with  better-staffed,  better-tend<| 
British  surface  ships.  The  U-boav 
claustrophobic  interior  is  so  vivic 
realized  you  can  almost  smell  tl 
spilled  blood  and  leaking  seawater.  I ', 
the  two-hour  mark,  it  is  no  long 
necessary  for  onscreen  crewmen  I 
explain  that  a  certain  noise  means 
depth  charge  is  coming;  we've  speif 
so  much  time  in  The  Boat  that  we'  if 
already  primed  for  impact.  All  tl 
standard  submarine  movie  tropes ; 
deepened,  transformed  into  some 
thing  immediate  and  crazy,  from  tl 
joshing  sexual  banter  to  the  frenzie] 
gibberings  of  sailors  terrified  of  d)j 
ing  underwater.  In  the  heat  of  battl  I 
everyone  from  the  highest-rankinj 
officer  to  the  lowliest  enlisted  man  rtl 
alizes  the  same  awful  truth:  Bein 
captain  of  your  own  life  means  not! 
ing  when  you're  locked  in  a  tin  can 
thousand  feet  beneath  the  sea.  < 

now  playing  at. 

These  video  retailers  carry 
almost  everything: 
www.reel.com         I , 
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n  the  makers  of  Macanudo  and  Panagas 
i  hup  'cigarworld.com 

MOM'ECRISTO.  Fine  hand  made  cigars  For  your 
!  Montecristo  cigar  cutter  and  2(1  page  booklet  titled. 

I'tt  lo  Judge  i  ( il  Cigar  .  check  #  12  on  the  reader 

\\\  card 


INSURANCE  FINANCIAL 


FRANKLIN  TEMPLETON  DISTRIBl  TORS,  INC.  For 

ire  information  on  the  Templeton  Developing  Markets 
list,  contact  us  ai  www  franklin -templetoncom  or  call: 
BO-FRANKLIN  exl   F386 

FRANKLIN  TEMPLETON  DISTRIBITORS.  INC.  For 

re  information  on  the  Franklin  Mutual  Series  Funds, 
-ase  contact  us  at  www  franklin  templeton  com  or  call 
Nfr-FRANKLLN  ext  PSSX 


I  5   IOW  V  DEPXRTMENT  OF  ECONOMIC  DEVELOPMENT. 
The  IDED  provides  experienced  and  confidential  site 
selection  services  to  companies  that  are  expanding  or 
relocating  vwvxv  smart  stale  ia  us 

16  PRIDENTHI.  INSURANCE. 

1 "  ROBERTSON  STEPHENS  Fl  NDS 


19  ll\W  Ml  PRINCE  BOTE!  WAIKIK1.  The  U\  Four 
Diamond  Hawaii  Prince  Hold  W.ukiki  features  S2I  ocean- 
front  rooms  Wesun  S  Guest  Office  accommodations,  and 
the  pleasure  of  a  2"  hole  championship  golf  course 
nearby  For  reservations,  call  your  travel  consultant  or 

I  son  WIMIVI 

1')  THE  IMPERI VI.  HOTEL.  TOKYO.  JAPAN.  One  of 

the  Orient  5  legendarv  grand  hotels  The  glamorous 
Imperial  boasts  sophisticated,  tailored  service,  award-win- 
ning restaurants  and  distinguished  accommodations,  in 
the  very  heart  of  Tokyo 

20  THE  PALACE  HOTEL  BEIJING.  \  premier  Beijing 
hotel  located  verv  close  lo  die  capital  S  principal  attrac- 
tions such  as  I'he  Forbidden  City  and  I  In-  (.real  Wall  of 
Hie  People  \isii  www  peninsula  com  or 

Email  tphc«  peninsula  com 

21  RAFFLES  HOTEL  Featuring  104  elegant  suites,  IS 

restaurants  and  bars,  and  a  shopping  arcade  featuring 
international  specialties  and  brand  names,  a  museum,  a 
theatre  playhouse,  and  the  Raffles  Culinary  icademy, 

si  i-i  k(  1 1  bs  GRAND  LIDO  RESORTS.  Luxurious 
accommodations,  gourmet  dining.  2  t-hour  room  service, 
premium  liquors,  unlimited  water  sports  tenuis,  every- 
thing's included  No  tipping  Free  weddings 
i. ill  I  800-GO-SI  1*1  K 


JEWELRY  WATCHES 


2s  breitling.  Instruments  for  Professionals  Swiss 

chronographs  sime  IKXi  (all  I  800-641  7343orvisil 
WWW  breitling  com 

2  i  GUCCI  TIMEPIECES.  Classic  Italian  design  and  pre- 
cision Swiss  craftsmanship  Timepieces  for  men  &  women 
available  worldwide  I  or  the  nearest  authorized  dealer  in 
the  l  S .  call  1  800  778-9888 

25  INTERNATIONAL  WATCH  COMPANY.  Call 
I  800  132-9330  or  visit  www  iwc.ch 

26  OMEGA.  Omega  has  built  an  unmatched  reputation 
for  precision,  endurance  and  leading  edge  technology 
over  the  last  I  SO  years  In  the  conquest  of  space,  at  sea,  in 
Stadiums,  on  rate  tracks,  on  fashion  runways  and  at 
evening  galas.  Omega  continues  lo  record  significant 
moments  in  time  on  the  wrists  of  some  of  the  world's  most 
outstanding  personalities.  Visit  www.omcga.ch. 

2"  ROLEX  WATCH  USA.  INC.  For  more  information  on 
our  fine  selection  of  Rolex  watches,  please  send  for  free 
brochure 

28.  ULYSSE  NARDIN.  1  SO  years  of  master  watchmaking 
history  Fine  Swiss  mechanical  watches  in  sieel  or  gold 
Marine  Chronometers,  high  complications  and  limited 
editions,  CiMT  two  time  zone  and  automatic 
alarm  watches 


September  » 1 .  1998  offer  expires  January  21,  1999 


20  ALFRED  Dl  NH1I.L.   Vlfred  Dunhill  the  venerable 
English  men's  luxury  goods  retailer  offers  a  complete 
range  of  menswear,  accessories,  golfwear  and  elegant 
smoker's  accouterments.  Tor  more  information  or  for  a 
catalog,  please  call  1-800-860-8362. 

30.  AMANA  APPLIANCES.  Total  quality  kitchens  have 
style,  quality  construction,  and  functional  performance 
just  like  \mana  Appliances  Lei  Amana  fill  your  total  quali- 
ty kitchen  Call  1  800-843-0304  or  visit  us  as 

www  amana  com 

31  BLOOMINGDAI.ES  -  THE  MENS  STORE.  At  His 

Service-our  complimentary  shopping  sen  ice  for  gentle- 
men Please  call  Paul  Buckler  at  (212)  705-3030  in  NY  or 
HI 2)  140-4520  in  Chicago  Visit 
www  bioomingdales.com 

32  MAKER'S  MARK  BOURBON  WHISKEY.  An  all- 
encompassing  bourbon  website  from  the  originator  of 
specialty  American  whisky,  offers  a  virtual  bourbon  last 
ing  and  links  to  competitor's  website.  Very  unique, 
\isii  www  makersmark.com 

33  NICOLE  MILLER.  Conversational,  colorful  silk  lies. 
Call  I  800-365-4721  orvlsitwww.nicolemiller.com. 

5 1  PAUL  STl'ART.  Men's  and  women  s  fine  apparel  and 
accessories  Stores  in  Ne«  York  and  Chicago,  Call  1-800- 
sM  Si  16  to  receive  current  catalogue. 

<S  RED  BARON'S  ANTIQUES.  Auctions  and  retail  fea- 
turing architectural  antiques,  decorative  aris  and  col- 
lectibles from  four  continents  and  three  centuries.  Call 
( too  252-3770  or  Email  rbaron@onramp.net 
for  a  free  catalog 


36  SOUTH  CAROLINA.  ITS  YOUR  LIFE.  FILL  IT  IIP. 

Free  travel  guide  and  map,  I  1 1  pages  of  beautiful  beach- 
es, championship  golf,  historic  sites,  plantations  and 
cities,  dazzling  entertainment  and  outdoor  adventure  in 
our  slate  parks  and  wildlife  refuges  Plus  events  calendar. 
Call  loll  free  1-800-617-6200 

37.  SUPER-INCLUSIVE  LUXURY.  Only  the  Grand  Lido 
Resorts  can  provide  you  with  this  unparalleled  vacation 
experience  Gourmet  dining,  24-hour  room  service,  premi- 
um liquors,  unlimited  water  sports  No  lipping.  Free  wed- 
dings l-800-GO-SUPER. 


CATALOG/TRAVEL  GUIDE 


S8.  ACORN.  Five  decades  of  architecturally-designed,  cus- 
tom-crafted homes  Each  Acorn  home  is  complemented  by 
open  floor  plans  and  bright,  naturally  lit  interiors.  Catalog, 
$20.  Call  800-727-3325,  or  visit  our  web  site  @ 
WWW  acorns.com. 

39-  DESANTIS  COLLECTION.  Call  1-800-501-8437  and 

mention  FYI98  to  discover  a  stunning  array  of  100%  Italian 
silk  neckties,  CustomEase  dress  shirts,  men's  casual  shirts 
and  a  premier  line  of  accessories  including:  genuine  leather 
belts,  cufflinks,  socks  and  underwear. 

40.  KER  &  DOWNEY.  For  more  information, 
call  800-423-4236. 

41.  MAKENZIE  LTD.  Importers  of  world  famous  Scottish 
salmon.  Traditional  English  cheeses,  Caspian  Sea  caviars, 
Maryland  jumbo  lump  crabcakes,  and  many  more  gourmet 
items.  Free  full  color  catalogue:l-800-758-7100. 

42  SHOWCASE  MODELS.  48  page  full  color  catalog 
with  over  700  airplane  replicas  in  it.  Ideal  for  home  or 
office.  800-441-9524. 


For  Free  Information.  Please  Send  in  Your  R.S.V.P.  Card  Today,  or  Call  Toll  Free:  l-800~t63-6903.  or  Fax  Your  Completed  Card  to  Is  at:  1-312-922-3165 
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EL  VIS  PRESLEY  igj6;  photographs  by  Marvin  Israel;  edited  and  designed 
by  Martin  Harrison;  Harry  N.  Abrams,  Inc.;  $18  cloth 


/t's  hard  to  imagine  Elvis  ever 
being  vulnerable,  but  something 
about  these  brilliant  photos 
brings  the  word  to  mind.  Thev  were 
taken  just  as  the  21-year-old  singer 
was  approaching  critical  mass  but 
still  able  to  take  a  walk  in  public 
without  being  mauled.  Photographer 
Israel  knew  he  had  an  icon  on  his 


hands,  and  his  camera  rendered  Elvis 
lovingly,  capturing  both  sides  of  the 
pouty,  pompadoured  conqueror:  the 
kid  from  the  sticks  who  couldn't  be- 
lieve his  own  good  fortune,  and  the 
self  assured  performer  poised  to 
change  the  way  the  world  listened  to 
music.  The  year  these  photos  were 
taken  was  the  year  that  Elvis  "broke" 


with  the  release  of  the  movie  Love) 
Me  Tender  and  appearances  on  The ' 
Ed  Sullivan  Show.  Israel  (a  mentor 
of  photographers  Richard  Avedon 
and  Diane  Arbus)  helps  us  redis- I 
cover  the  trim,  youthful,  innocent  [ 
Elvis,  in  an  era  when  kitschy  images 
of  the  bloated  Vegas  showman  seem 
to  have  overtaken  us. 
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GROUND  THE  HOUSE:  Reflections  on  Life  Under  a  Roof, 
b\  David  Owen;  Villard;  S2i  cloth 


\ 


rheorists  of  humor  have  posited 
that  our  impulse  to  laugh  is  fund- 
amentally rooted  in  our  perverse 
enjovment  of  other  people's  misfor- 
tune. Readers  of  David  Owen's  very 
funnv  new  book,  Around  the  House, 
mav  be  inclined  to  agree.  Can  there  exist 
a  soul  more  unfortunate  than  the  one 
who  decides  to  buy  an  old  house  and 
fix  it  up'  Why  would  a  seemingly  con- 
tent, successful  Manhattanite — a  staff 
writer  tor  the  The  New  Yorker — up- 
root himself  from  his  comfy  metro- 
politan digs  for  years'  worth  of  week- 
end^ spent  grouting,  caulking,  rewiring 
and  generally  making  life  miserable 
for  himself  and  his  family? 

As  Owen  tells  it,  his  decision  to  go 
native  was  prompted  by  an  ugly  com- 
petitive streak:  1  le  heard  on  the  street 
that  friends  of  his  had  moved  from 
New  York  City  to  the  country.  "Now 
we  realized  that  we  had  to  act,"  he 
writes,  and  then  proceeds  to  tell  of 
driving  to  Connecticut  one  day,  with- 
his  wife,  and  buying  the  second 
house  he's  shown.  It's 
not  a  strategy  he  recom- 
mends exactly,  though 
everything  works  out 
okay,  thanks  to  an  im- 
portant house-buying 
insight  he  and  his  wife 
glean  early  on.  "If  you 
don't  know  what  you 
really  need — as  my  wife 
and  I  certainly  did  not  in  those  days — 
then  simply  having  more  information 
won't  help  you  make  a  good  decision. 
...Ignorant  people  are  more  likely  to 
be  smart  by  accident  than  to  be  smart 
on  purpose.  So  why  not  take  a  chance 
every  once  in  a  while?" 

Around  the  House  doesn't  really 
sustain  any  sort  of  formal  narrative, 
though  its  sections  are  divided  up  into 
"seasonal"  chapters.  Rather,  the  book 


consists  of  short  essays  that  explore 
larger  meanings  of  hearth  and  home 
by  focusing  on  aspects  of  Owen's  re- 
lationship with  his  own  house.  He's 
particularly  good  at  coining  axioms: 
"The  final  stages  of  any  project  con- 
sume slightly  more  than  all  the  time 
and  money,"  or  "The  easiest  way  to 
increase  the  value  of  your  house  by 
twenty-five  thousand  dollars  is  to  add 
a  fifty-thousand-dollar  kitchen  to 
ir,"  or  "The  knowledge  one  gains  in 
the  course  of  doing  something  is  the 
knowledge  one  ought  to  have  had  be- 
fore trying  it  in  the  first  place."  His  vi- 
gnettes may  occasionally  veer  off  onto 
tangents — the  siren  call  of  yard  sales, 
his  excellent  rationalizations  for  not 
making  his  bed  or  putting  away  his 
laundry,  the  ineffable  joys  of  sledding 
down  a  snowv  hill  in  winter.  Owen 
has,  for  better  or  worse,  been  classified 
as  a  "home"  writer,  but  his  definition 

Owen:  "The  final  stages 
slightly  more  than  all 

of  the  word  is  expansive  enough  to 
allow  these  forays  into  the  psychology 
of  domesticity,  and  they  are  welcome. 
Still,  if  he's  at  his  most  poignant 
when  describing  bucolic  memories  of 
childhood  or  his  own  family,  Owen's 
metier  is  detailing  with  mordant 
humor  the  absurdities  of  modern 
home  ownership,  with  all  of  the  un- 
foreseen pitfalls  that  dubious  status 
entails.  Owen  writes  in  one  passage  of 
a  friend,  "a  lifelong  New  York  City 
apartment  dweller,"  whose  instinct 
upon  the  discovery  of  clogged  gutters 
in  her  weekend  country  home  is 
to  call  a  lawyer — "to  sue  the  guy  I 
bought  this  place  from.  The  gutters 
are  his  responsibility,  right?"  Owen 
knows  that  gutters  are  ultimately  the 
responsibility  of  the  occupant,  though 


Reflections  on  Life 
Under  a  Roof 

DAVID    OWEN 

AUTHOR  OF  THE  WALLS    AROUND    US 


his  splendid  reason  for  grossly  ne- 
glecting his  own  startles  with  its  per- 
fect logic:  ". .  .because  clogged  gutters 
aren't  a  problem  in  nice  weather, 
when  it  would  be  easy  for  me  to  clean 
them,  and  I  hate  to  climb  a  ladder  in 
the  rain." 

Still,  the  question:  why?  Why  did 
Owen — why  do  we — go  to  such  crazy 

of  any  project  consume 
the  time  and  money." 

lengths?  Why  are  we  so  compelled  to 
rip  out,  tear  up,  lay  down?  Owen's 
answer  comes  in  the  form  of  a  brief 
image  from  one  of  his  essays,  a  quiet 
reflection  on  screened  porches.  "I  like 
to  sit  on  my  porch  at  night,  after  my 
children  have  gone  to  bed.  I  drink 
fake  beer  and  read  the  newspaper  and 
listen  to  moths  the  size  of  humming- 
birds thudding  into  the  screens.... I 
can  hear  the  frogs  in  the  creek  at  the 
bottom  of  the  hill,  and  I  can  smell  var- 
ious types  of  vegetation  around  the 
edges  of  the  yard,  but  I  don't  feel  en- 
tirely exposed,  as  I  would  if  I  were 
standing  in  my  driveway."  Owen 
knows  that  our  homes  are  more  than 
just  shelters  for  ourselves  and  our  pos- 
sessions; they're  shelters  for  our  hearts 
and  souls  as  well. — Jeff  Turrentine 
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IF  YOU  CANT 
YOU  CAN 

Vacation  in  your  own  private 
paradise     As  tropical,  as 
quaint,  as  secluded  as  any 
undiscovered   island 
Lau<  ala,  a  Forbes  Magazine 
South  Pacific   Property  -  the 
perfeci  island  resort. 

Laucala  is  for  people  who  warn  the  ultimate  vacation 
experience  -  the  finest  amenities  withoul  the  formalities. 
Go  deep  sea  fishing  on  hoard  the  island's  private  fishing 
boat.    II  you  wish,  our  chel  will  prepare  your  catch  for 
your  dining  pleasure    Dive  in  azure  waters,  w<  irld 
renowned  for  the  beauty  and  abundant  e  ot  iheu 
tropical  fish  and  marvel  at  then  (oral  reels    Fish 
Windsurf.  Sail.  Play  tennis     rhere  are  no  sched- 
ules, none  ol  life's  pressures. 

All  this  lor  jusi  s_>.4<)r>  I  I.S    pp  tor  8  days  and  7 
nights  (plus  Fiji  taxi    And  that  includes 
EVERYTHING     ALL  meals    All    drinks 


RELAX  HERE,,, 
7  RELAX 

UNLIMITED  use  of  ALL  recreational 
facilities,  whenever  and  as  often  as 
you  wish  at  NO  EXTRA  COST. 

Though  it's  far  from  the  stresses  of 
everyday  life.  Laucala  is  easily 
accessible.    Our  island  has  its  own 
private  runway  and  scheduled 
commercial  flights. 

Find  out  more  about  this  paradise 
owned  and  operated  by  Forbes 
Magazine. 


To  receive  our  brochure  includin 
information  on  our  Island 
Exclusive  call: 

I-80O-FORBES-5 

Or  write  to: 

Errol  Ryland.  Manager 

Box  149 

Fort  Garland.  CO  81  133 


ML\T)01T.R  WATER. 
•■<  on  Life  from  the  Art  of  Rowing, 

by  Craig  Lambert; 
Houghton  Mifflin:  $21  cloth 

A  curious  and  well- 
wrought  meditation 
on  the  relationship  of 
rowing,  with  its  taxing 
monotonv  and  intri- 
cate systems  of  balance 
and  velocity,  to  life, 
which  certainly  shares 
Ihose  features.  Lambert  is  a  philomath 
vhn,  after  crew  at  Harvard,  couldn't 
knite  settle  on  a  single  path.  Sensing 
lis  life  wasn't  following  a  proper  tra- 
jectory, he  turned  to  rowing  for  in- 
spiration and  found  in  it  a  paradigm: 
It  requires  poise,  symmetry',  forward 
lotion,  cooperation,  concentration 
Hid  consistency.  His  reflections  on 
low  to  focus  one's  energies  in  order 
to  attain  harmony  in  life  and  work 
rill  remind  some  of  the  now-classic 
IZen  and  the  Art  of  Motorcycle  Main- 
tenance; Lambert's  book  shares  with 
Ithat  one  a  thoughtful  writing  style 
[that's  meaningful  without  ever  laps- 
ling  into  treacly  New  Age  mush.  It's 
also  a  great  primer  on  the  mechanics 
of  rowing,  which  to  hear  Lambert  de- 
scribe it,  is  a  hell  of  a  lot  harder  than 
it  looks  from  the  shoreline. 

SOMETHING  HAPPENED 

'YESTERDAY,  by  Beryl  Bainbridge; 

Carrol!  &  Graf  $20  cloth 

As  a  columnist  for  the 
London  Evening  Stand- 
ard during  the  late  eight- 
ies and  early  nineties, 
novelist  Beryl  Bainbridge 
(The  Birthday  Boys,  Every 
Man  for  Himself)  would 
share  the  quotidian  events  of  her 
life  with  faithful  readers.  Her  tone 
in  these  selected  columns  is  at  once 
airy  and  profound,  anecdotal  and 
insightful:  Bainbridge  is  like  a  next- 
door  neighbor  who  drops  by  to  bor- 


row a  cup  of  sugar,  chats  for  a  while, 
and  in  the  course  of  describing  a  day 
at  the  museum,  creates  an  instant 
bond  by  slyly  revealing  bits  of  very 
personal  information  you  weren't  ex- 
pecting. Her  intimacy  is  never  un- 
nerving, though,  leavened  as  it  is  with 
generous  amounts  of  wit  and  self- 
deprecation.  American  readers  may 
be  unfamiliar  with  some  of  the  spec- 
ifics that  English  readers  take  for 
granted,  but  soon  they'll  discover  the 
quiet  power  in  Bainbridge's  observa- 
tions— especially  on  the  subjects  of 
family  and  memory — that  transcends 
borders  and  cultures. 

EAT  THE  RICH 

A  Treatise  on  Economics,  by  P.J. 

O'Rourke;  Atlantic 

Monthly  Press;  jay  cloth 


ri  OROURKI 

RICH 


The  "dismal  science" 
needn't  be:  All  it  takes 
is  ;i  spirited  writer 
like  O'Rourke  to  il- 
lustrate the  myriad 
paradoxes  and  absur- 
dities of  money,  by 
way  of  this  hilarious 
travelogue,  cum-primer  on  the  heady 
tenets  of  economics.  In  an  attempt 
to  answer  his  one  fundamental  eco- 
nomic question — "Why  are  some 
places  prosperous  and  thriving  while 
others  just  suck?" — O'Rourke  visits 
the  frenetic,  testosterone-saturated 
floor  of  the  New  York  Stock  Ex- 
change to  witness  "good  capital- 
ism"..  .and  Albania,  the  only  country 
ever  to  be  completely  undone  by  a 
Ponzi  scheme,  to  witness  "bad  capi- 
talism." Likewise  he  makes  stops  in 
Stockholm,  Havana,  Moscow,  Tan- 
zania, Hong  Kong  and  Shanghai  to 
experience  up  close  the  ways  in  which 
different  cultures  make,  spend,  waste, 
earn,  horde  and  invest  their  cash.  Of 
course,  reading  O'Rourke  on  eco- 
nomics is  far  more  enjoyable  than 
digging  up  all  your  old  undergraduate 
textbooks  to  reacquaint  yourself  with 


notions  such  as  Ricardo's  Law  of 
Comparative  Advantage,  or  Marx's 
Theory  of  Surplus  Value.  The  author 
on  public  artworks:  "Swedish  subway 
stations  are  each  decorated  by  a  dif- 
ferent prominent  contemporary  art- 
ist and  raise  the  question,  which  is 
worse — vandalism  or  modern  art?" 
On  Tanzania's  still-developing  in- 
frastructure: "According  to  Tanzan- 
ian  government  figures,  90  percent  of 
the  country's  energy  generation  is  just 
plain  lighting  fires."  With  the  same 
pointed  politics  (markedly  right-of- 
center)  and  post-gonzo  reportage 
that  have  marked  his  best  work, 
O'Rourke  has  done  the  unthinkable: 
He's  made  money  funny. 

RUDE  BEHAVIOR, 

by  Dan  Jenkins;  Doubleday; 
$24.  %  cloth 

At  last:  the  eagerly 
awaited  latest  install- 
ment in  the  continu- 
ing saga  of  Billy  Clyde 
Puckett,  Shake  Tiller, 
I  Jim  Tom  Pinch  and 
the  other  football-ob- 
sessed Cowtowners 
from  Jenkins,  whose  novel  Semi-Tough 
introduced  them  to  the  world.  They're 
all  too  old  to  be  playing  football  any- 
more, so  this  time  around  the  action 
centers  on  their  "respectable"  post- 
gridiron  lives:  namely  a  scheme  to  start 
an  NFL  franchise  team  out  on  the 
arid  plains  of  West  Texas.  In  Jenkins' 
Texacentric  universe,  everyone  eats 
chicken-fried  steak,  drinks  home- 
grown cocktails  like  the  "Purple  Jesus" 
(vodka  and  grape  juice)  and  commu- 
nicates in  down-home  witticisms. 
There's  something  sweetly  nostalgic 
about  Jenkins' vision  of  the  Texans 
he  portrays;  they  seem  to  belong  to  a 
bygone  era  when  everybody  smoked 
more,  drank  more,  complained  about 
the  "gub'mint"  and  conducted  "bid- 
ness"  over  barbecue  and  Lone  Star. 
The  author  hasn't  mellowed  with  age: 
If  anything,  he's  gotten  crasser,  cruder 
and  feistier  in  this  era  of  heightened 
sensitivity  and  political  correctness. 
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THE  TEN  ESSENTIAL  ROAD  BOOKS 

compiled  by  Andrei  Codrescu,  author  of  Road  Scholar  and  star  of  the 
television  series  of  the  same  name 


•  Gargantua  and  Pantagruel,  by 

Francois  Rabelais.  Zestfully  translated 
by  Burton  Raffel,  this  16th-century 
classic  takes  us  on  a  rollicking  adven- 
ture through  lusty,  gluttonous  and 
irreverent  landscapes.  The  giant  Gar- 
gantua and  his  son  Pantagruel  discover 
islands  of  mirth  and  satire  on  their 
way  to  the  Oracle  of  the  Holy  Bottle 
in  Cathay.  The  appetites  and  mor- 
dant humor  of  these  characters  re- 
main unrivaled. 

•  History  of  My  Life,  by  Giacomo  Cas- 
anova. Recently  reissued  in  paperback 
by  Johns  Hopkins  University  Press  in 
Willard  R.  Trask's  splendid  trans- 
lation, the  amorous  and  valiant  ad- 
ventures of  Casanova  are  a  source  of 
wonder.  Casanova,  born  in  Venice, 
loved  women  and  the  life  of  the  mind. 
He  was  a  gambler  and  a  swindler  and 
a  tireless  conversationalist  who  often 
had  to  leave  in  a  hurry  from  far-flung 
cities.  His  memoirs  are  a  rich  com- 
pendium of  the  manners,  eating  habits 
and  daily  life  of  the  18th  century. 

•  Around  the  World  in  Eighty  Days, 

by  Jules  Verne.  I  re-read  this  in  a  Scho- 
lastic paperback  and  was  as  enthralled 
in  middle  age  as  I  had  been  at  age  ten 
by  the  adventures  of  Phileas  Fogg  and 
his  servant,  Passepartout,  as  they  rush 


through  exotic  universes  with  only 
two  wool  shirts,  three  pairs  of  stock- 
ings and  £20,000. 

•  The  Innocents  Abroad,  or  The  New 
Pilgrim's  Progress,  by  Mark  Twain. 
In  the  1860s  Mark  Twain  took  a  steam- 
er to  Europe,  Egypt  and  the  Holy  Land 
and  fired  back  reports  to  American 
newspapers.  The  savage  young  Twain 
restrained  himself  some,  but  still 
managed  to  spare  no  one.  Most  no- 
tably, he  nailed  the  pathos  of  tourism 
in  its  early  bloom. 

•  Incidents  of  Travel  in  Yucatan,  by 

John  L.  Stephens.  First  published  in 
1843,  this  is  the  account  of  two  trips 
taken  in  search  of  Mayan  ruins  by  John 
L.  Stephens,  accompanied  by  Fred- 
erick Catherwood,  whose  fabulous 
drawings  accompany  the  book,  and 
Samuel  Cabot,  a  young  doctor  and 
amateur  archaeologist.  There  are  In- 
dians, jungle  fevers,  endless  perils 
and — best  of  all — the  wonderful  names 
that  strike  me  now  with  as  much  mys- 
terious force  as  they  did  when  I  was 
23:  Uxmal,  Chichen  Itza,  Ticul. 

•  The  Journals  of  Lewis  and  Clark,  by 

Bernard  D,  Voto.  From  T804  to  1806, 
Meriwether  Lewis  and  William  Clark 
described  everything  with  unassum- 


ing grandeur.  They  charted  new  riverl 
named  bluffs  and  bays,  met  the  nativl 
.  of  the  land,  ate  strange  things,  nea 
died,  and  made  it.  (Together  with  El 
Voto's  classic,  read  Undaunted  Courag 
Meriwether  Lewis,  Thomas  Jefferson  at. 
the  Opening  of  the  American  West,  tl 
Stephen  Ambrose.  This  contempora 
historian  gives  the  story  even  greatJ 
luster  by  bringing  it  into  focus  witl 
his  own  travels.) 

•  Seven  Pillars  of  Wisdom,  by  T.l\ 

Lawrence.  Lawrence  of  Arabia's  takl 
of  war  and  conquest  under  the  stai 
held  a  brief  but  potent  appeal  fcM 
me  in  my  alienated  teens.  Travel  of 
horseback  with  drawn  sword  has  losl 
some  of  its  charm,  but  the  dashinj 
Englishman  still  inspires. 

•  The  Colossus  of  Maroussi,  by  Hem 

Miller.  Miller's  writing  is  as  brillianj 
as  the  light  of  Greece.  The  quality  ol 
Greek  character,  food  and  landscapf 
rarely  had  as  sensual  a  chronicler, 
read  the  book  before  going  to  Greecel 
and  the  country  fit  brilliantly  into 
the  images  Miller  had  burnt  into  m;| 
imagination. 

•  The  Trans-Siberian  Express,  b\ 

Blaise  Cendrars  (in  Blaise  Cendrarj 
Complete  Poems,  translated  by  Ro?\ 
Padgett).  This  is  the  grand  saga  of; 
boy  in  love  who  takes  a  long  train  trirl 
from  Moscow  to  Siberia  in  the  dayil 
of  the  Russian  Revolution,  smuggling 
diamonds  for  a  merchant  and  pinind 
for  his  lost  love  back  in  France.  Thi;| 
is  the  travel  manual  for  every  adoles- 
cent in  love. 

•  Invisible  Cities,  by  halo  Calvincl 
(translated  by  William  Weaver).  Cal- 
vino's  cities  of  the  mind  exist  onl)| 
after  he  has  visited  them.  I've  been  to 
his  Thin  Cities,  Cities  of  the  Eyes  and 
Cities  of  the  Dead.  There  is  some- 
thing immensely  comforting  in  imag- 
inary travel  to  nonexistent  places.  I 
(I  love  also  The  No  Travels  JournaA 
by  Maureen  Owen,  a  collection  of 
poems  written  in  exotic  places  the 
poet  wished  she  had  gone  to.)  • 


1S2  KORBKS 


FYI 


Single  Malt  &  Cigar  Extravaganza 

Ladies  and  (ientlemen  Are  Cordially  Invited  to  Attend  A  Gula  Evening  featuring 
Rare  and  Unique  Single  Malt  Scotch  Whiskies  Paired  With  The  Finest  of  Cigars  From 

MACANUDO  •  PARTAGAS  •  TEMPLE  HALL  ESTATES 


Aberlour 
The  Balvenie 

Founders  Reserve 

Doublewood 

•  Single  Barrel 
Benriach 
Bruichladoich 
Bushmills  Malt 
Caol  I  la 
Cardhu 
Clynelish 
Cragganmore 
Dalwhinnie 
Edradour 
Glendronach 
Glenfiddich 

•  Special  Reserve 

•  Single  Cask  1 5  Yr  Old 
Glen  Keith 
Glenkinchie 

The  Glenlivet 

•  12  Year  Old 
18  Year  Old 


Hotel  Bel-Air 
Los  Angeles,  California 

Wednesday,  September  16,  1998 

The  City  CLUB  OF  S.F. 

S\N    Fk  \N<  IS<  <),  C    VI  II  OHM  V 

Fridvn.  SEFTEMBEB  18,  1998 

The  SwiSSOTEL 

\l  I  \\  I  \,  Georgi  \ 
I  ill  RSDAY,  ()<  iober  1,  1998 

Tn  Hoi  iton  Cm  Club 
Houston,  Tex  \s 

\\  i  DNESDAY,  ()(  iober  14,  1998 

I  ill  (  iik  SCO  Mil  ion  &  TOWERi 

CHICAGO,  Illinois 
Wednesday,  0<  iober  21,  1998 

Tin-  Ri i/ ;C \HI  ION 

Bos  ion,  VI  \ss\(  HUSI  i  is 

IT  fsi>\\,  ()<  iober  27,  1998 

.l.w.  \1arrioi  i  Hotel 

Washington,  i>< 

Wednesday, Ch  iober  28, 1998 

The  Rii/  C  uu  ion 
Philadelphia,  Plnnsn  LVANIA 

Thursday,  o<  iober  29,  1998 

The  New  York  Sheraton 

New  York,  New  York 
I  i  i  sday,  November  10,  1998 

Biltmore  Hotel 

Coral  Gables,  Florida 

Thursday,  November  19,  1998 

"Whiskies  may  wry  in  certain  venues. 


eatttrina: 


Glenmorangie 

•  10  Year  Old 

•  18  Year  Old 

•  Port  Wood  Finish 

•  Sherry  Finish 

•  Madeira  Finish 
Glen  Ord 

Glen  Rothes 
Highland  Park 
Knockando 
Lagavulin 
Laphroaig 

•  10  Year  Old 

•  1 5  Year  Old 
longmorn 
mortlach 
Oban 

Scapa 
Strath  isla 
Talisker 
Tamdhu 
Tom  ati  n 


Hon  D'oeuvres 


Non-Member  Guests 

$60.00 


T.m»      o.na  Pivi  ivon-iviemoer  uuesis 

Society  Members  7:00  -  9:00  FIV1 

$5000  Jacket  Required  poU.UU 

Co- Hosted  By 
Hon  D'oeuvres        Jhe  ScQtch  MM  Whisky  Sodety  Door  Prizes 

&  Forbes  FYI  Magazine 

Reservations  are  limited.  Admission  by  advance  ticket  purchase  only  •  Telephone  Toll  Free  1-800-990- 199  J 

*  Special  Rates  for  Corporate  Tables  of  8  or  More 
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Stylish.  Introducing  the  Toshiba  Portege*  Series. 
Precious  metal  doesn't  get  more  refined  than  this. 
With  a  magnesium  alloy  casing  and  sculpted 
contours,  it's  the  most  ultra-compact  powerhouse 
Toshiba  has  ever  built.  Because  success  isn't  just 
how  you  carry  yourself.  It's  also  what  you  carry. 


Ultraportable.  It's  one  inch  thin.  And  4  lbs 
Usability  and  portability  have  never  beer 
perfectly  matched.  With  its  built-in  K5 
upgradeable  modem  with  DSVD  data/fax 
and  full-size  keyboard  with  AccuPoint,'"  ?< 
is  designed  for  serious  mobility.  Not  unlike  y< 


01998  Toshiba  America  Information  Systems.  Inc  Portege  is  a  registered  trademark  and  AccuPoint  is  a  trademark  of  Toshiba  Amenca  Information  Systems,  Inc.  *24X  maximum  speed  16X  average  speed  Intel 


pentium*]] 


The  cutting  edge. 

Forged  from  an  alloy  of  magnesium 

and  imagination. 


ir 


Performance.  Powered  by  the  latest  Intel  Pentium*  II 
processor  300MHz,  Portege  has  a  huge  4.3  billion 
byte  hard  drive.  32MB  high-speed  Synchronous 
DRAM.  Windows8  95  or  optional  Windows  NT.'" 
Even  the  new  NeoMagic"  Graphics  Controller.  All 
brought  to  vivid  life  on  an  impressive  12.1 "  display. 


Expansion.  The  optional  CD  Network  Dock  delivers  full 
port  replication  with  a  10/100  BaseT  Ethernet,  24X*  CD- 
ROM,  floppy  disk  drive  and  speaker  with  microphone. 
When  docked,  Portege  does  the  job  of  a  desktop  and 
is  still  thinner  and  lighter  than  most  notebooks. 
Call  us  at  1-800-TOSHIBA  or  surf  www.toshiba.com. 


TOSHIBA 

The  World's  Best  Selling  Portable  Computers. 


egistered  trademarks  of  Intel  Corporation,  All  products  and  names  mentioned  are  the  property  of  their  respective  companies.  All  specifications  and  availability  are  subject  to  change.  All  rights  reserved. 


Are  your  stars  in  optimal  alignment? 


To  achieve  consistently 
superior  performance,  an 
organization  needs  more 
than  brilliant  individuals. 


Increasingly,  the  most 
successful  organizations  are 
>those  that  align  their  capabil- 
;  to  shine  collectively. 


By  connecting  the  essent 
links  among  all  vital  componer. 
Andersen  Consulting  can  helf 
transform  your  destiny.  Arou 


Visit  us  at  www.ac.com 
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BLOOME  TO  a  preview  of  Executive  Edge.  Our  mission:  to  give  business 
leaders  the  insight  they  need  to  gain  a  strategic  advantage  through 
Information  Technology.  As  CEOs  and  other  senior  executives  face  the 


business  challenges  of  the  new  millennium,  they  have  come  to  recognize  that  Information  Technology  is  in 
large  measure  the  key  to  success.  Executive  Edge  takes  the  fear  and  loathing  out  of  tech  talk  and  translates  the 


latest  technology  trends  into  business  strategies  that 
improve  the  bottom  line. 

This  year,  worldwide  IT  spending  is  expected  to 
total  $1.1  trillion.  But  money  alone  is  not  reason 
enough  for  the  major  shift  in  executive  attention 
toward  IT.  IT  now  permeates  every  aspect  of 
corporate  achievement.  Every  product,  pricing, 
marketing,  manufacturing,  billing,  customer  service, 
and  qualify  decision  you  and  your  peers  make  today 
has  major  IT  implications.  In  these  pages,  we  will 
communicate  what  IT  can  do  for  you  today  and, 
more  importantly,  what  it  can  do  for  you  in  the  next 
three  to  five  years.  Executive  Edge  will  guide  you  far 
beyond  IT  buying  decisions;  it  will  influence  all  your 
business  decisions  by  providing  you  the  context  and 
perspective  you  need  to  harness  the  power  of  IT. 

Each  issue  will  discuss  major  technology  issues 
that  affect  your  corporation  directly.  Should  you  put 
customer  service  on  the  Web?  Can  your  enterprise 
achieve  zero  latency?  Why  do  most  enterprises 
fumble  their  IT  spending?  Executive  Edge  will  also 
include  thought-provoking  interviews  with 
GartnerGroup  executives  such  as  GartnerGroup 
Chairman  and  CEO  Manny  Fernandez. 

Each  Executive  Edge  issue  will  also  provide: 
•  Case  Studies  illustrating  how  IT  supports  business 
goals  in  every  area  of  the  corporation,  helping  to  put 


your  own  opportunities  and  challenges  in  perspective. 

•  Tomorrow's  Technology:  snapshots  of  IT 
directions  that  are  taking  hold  worldwide. 

•  Strategic  Planner,  in  which  GartnerGroup  analysts 
will  share  their  forecasts  on  technological  changes, 
with  probabilities  assigned  to  their  likelihood. 

•  Ask  the  Analyst,  where  GartnerGroup  analysts 
answer  questions  about  specific  IT  challenges. 

•  One  Last  Thought,  a  soapbox  for  provocative, 
insightful  opinions  from  the  finest  minds  at 
GartnerGroup. 

Executive  Edge  will  soon  be  available  as  a  separate 
publication  and  you  will  be  given  the  opportunity  to 
subscribe. 

At  Executive  Edge,  we're  committed  to  delivering 
to  you,  the  business  executive,  the  strategic  IT 
information  you  want  to  hear,  and  some  need-to- 
know  information  you  may  not  want  to  hear. 

Technology  strategies  are  now  corporate 
strategies.  Technology  is  about  attaining  a 
competitive  edge,  a  quality  edge,  a  financial  edge. 
Most  important,  IT  is  about  attaining  your  executive 
edge. 
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Technology  is  the  new  face  of  business. 
Will  you  recognize  IT  when  you  see  it? 


Let's  face  IT:  IT  (information  technology) 
decision-making  has  shifted  from  the 
back  room  to  the  board  room.  Now  meet  the 
company  that  can  help  you  face  the  challenges 
ahead:  GartnerGroup.  Our  worldwide  team  of 
775  analysts  represent  the  top  minds  in  IT  and 
business.  Through  a  suite  of  products  called 
Business  Technology  Advisor,  they'll  help  you 
set  strategic  direction  for  aligning  business 
with  technology. 

By  combining  bottom-line,  business-oriented 
analysis  with  in-depth  knowledge  of  technology 
trends  and  developments,  we  help  clients 
approach  long-  and  short-term  IT  issues  with 
confidence.  GartnerGroup:  The  Voice  of  IT. 

Ready  to  face  IT?  Find  out  more  about 
GartnerGroup's  Business  Technology  Advisor 
by  calling  203-31 6-1111  or  visit  us  on  the 
World  Wide  Web  at  www.btj.gartner.com. 


Business  Technology  Advisor  from 

(5)  GartnerGroup 

The  Voice  of  IT 


TOMORROW  o        EXEC 
TECHNOLOGY 

HOW  CHANGES  IN  TECHNOLOGY  ARE  AFFECTING  BUSINESS  FUNCTIOI 


: 


THE    WEB 

Gaining  a  competitive  advantage  has  less  to  do  with  being  first  than  it  does  with  being  in  the  right  place  at  the 
right  time.  Nowhere  is  that  more  evident  than  when  making  strategic  decisions  about  the  Web,  which  already  r 
the  potential  to  replace  rather  than  simply  supplement  traditional  methods  of  conducting  business. 

Some  enterprises  will  find  that  their  markets  simply  will  not  support 
\  A /Q\ /C  highly  strategic  Web  site.  Many  publishers  of  consumer  magazines 

have  already  discovered  that  publishing  sophisticated  Web-based 


Four 

to  Increase  a 
Web  Site's 
Strategic  VALUE 


magazines  supported  by  an  independent  editorial  staff  is  simply  too   \t$» 


costly,  especially  when  measured  by  traditional  profit  models.  In  su 

cases,  the  return  doesn't  yet  justify  the  effort. 

On  the  other  hand,  a  firm  in  an  industry  with  a  more  advanced 

business  model  might  find  itself  actually  losing  market  share  if  it  neglects  to  pursue  a  highly  strategic  Web 

presence.  This  is  the  situation  faced  by  many  traditional  retail  brokerages  as  they  watch  their  on-line  brethren 

grab  a  significant — and  growing — share  of  the  total  trading  volume.  The  old-style  wirehouses  can't  simply  give 

up  the  market  to  the  on-line  folks,  but  to 

compete  directly  with  them  on  the  Web  is  to 

risk  marginalizing  and  alienating  the  retail 

brokers  who  are  still  the  bedrock  of  their 

business. 

The  four  stages  of  Web-based  business 

strategy  are  described  on  the  next  page. 

No  company  has  yet  reached  the  fourth 

stage,  in  which  the  use  of  the  Web  would 

truly  transform  the  way  it  does  business. 
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Illustrations  by  Jean  Francois  All 
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le  Four  Stages  of  STRATEGIC  VALUE 


STAGE  1 
Basic  presence 

>  is  the  corporate  site  at  its  bare  minimum: 
e  more  than  rudimentary  corporate  infor- 
:ion  and  marketing  materials.  The  content 
largely  static — information  is  updated 
ithly.  quarterly,  even  annually— so  the  cost 
datively  low.  Such  sites  range  between 
),000  and  $100,000  for  page  and  site  de- 
and  simple  hosting.  There  are  no  serious 
elopment  costs.  Firms  generally  don't  gen- 
te  positive  returns  from  this  investment, 
I  may  even  lose  money.  But  they  do  estab- 
a  critical  stake  in  the  ground  to  move  to 
■  rel  2.  (See  www.thompson.com.) 

STAGE  2 
Prospecting 

ns  at  this  stage  focus  on  marketing,  but  the  tactics  used 
far  more  interactive  and  thus  far  more  advanced  than 
se  of  traditional  marketing.  Beyond  adding  substantially 
re  corporate,  product,  and  service  information  than  Level 
ites  provide,  such  sites  include  interactive  features  that 
)w  customers  to  find  what  they  need.  The  site  will  also  in- 
rate  technology  that  personalizes  the  customer  experience, 
tracking  how  a  customer  uses  the  site,  technology  can  pre- 
;t  that  he  or  she  is  interested  in,  say,  discounted  airline 
es.  If  so,  the  site  will  automatically  display  special  offers 
m  airlines  specifically  targeted  to  that  customer.  The  pri- 
-  iry  goal  is  to  make  visitors  comfortable  by  making  the  site 
jy  to  use,  providing  personalized  content,  and  linking  the 
e  to  the  company's  customer  support  staff  through  e-mail. 
Level  2  sites  up  the  ante  in  the  Web  game  to  as  much  as 
00,000,  making  it  even  more  difficult  to  achieve  a  return 
investment.  Still,  such  sites  are  necessary  stepping  stones 
educate  and  prepare  customers,  suppliers,  and  business 
rtners  for  Level  3.  Firms  that  leap  into  more  sophisticated 
hnology  investments  without  passing  through  the  first  two 
ges  are  less  likely  to  succeed.  (See  www.yahoo.com.) 

STAGE  3 

Business  integration 

they're  done  right,  Level  3  sites  mark  the  moment  business 
ders  have  been  waiting  for:  profitability.  Profits  are  possible, 
ugh  costs  will  escalate  quickly  to  more  than  $1  million, 
nks  to  increased  process  efficiencies  such  as  self-service 

stomer  support  or  shifting  procurement  from  high-priced  pri- 

te  networks  onto  the  Web. 
Level  3  sites  may  feature  lively  on-line  communities  where 

irrent  and  potential  customers  meet.  Electronic  transac- 

raphic  created  by  Nigel  Holmes 


tions,  e-mail-based  customer  service,  advanced  search  tech- 
niques, and  more  sophisticated  ways  to  personalize  the  Web 
site  for  customer  convenience  all  create  a  high  degree  of  cus- 
tomer comfort  and  interaction.  The  result:  better  retention 
and  increased  spending  by  existing  customers,  and  the  possi- 
bility of  attracting  new  ones.  Still,  a  Level  3  Web  site  only 
supplements  similar  business  processes  performed  off-line.  It 
doesn't  replace  them.  (See  www.schwab.com.) 

STAGE  4 

Business  transformation 

Level  4  Web  sites  create  new  business  and  shift  traditional 
business  to  the  Internet.  Integrated  back-office  functions 
streamline  supplier  and  customer  communications  and  re- 
place paper-based  functions.  The  complexity  and  costs  of 
maintaining  the  site  increase  markedly  during  this  phase.  But 
profitability  can  still  grow,  because  the  enterprise  can  cut  op- 
erating costs  and  increase  both  the  breadth  and  depth  of  the 
sales  channels  and  base.  (Wait  and  see.) 

As  the  chart  above  shows,  there's  a  direct  correlation  be- 
tween the  costs  of  a  Web  site  and  its  strategic  value:  A  basic 
Web  presence  can  be  obtained  for  less  than  $100,000  in  de- 
sign and  maintenance  costs,  but  a  highly  strategic  business- 
transforming  endeavor  can  cost  several  million  dollars  annu- 
ally to  develop  and  maintain. 

At  present,  the  Web  sits  somewhere  between  transforming 
business  as  we  know  it  and  not  being  important  at  all.  The 
Web  is  not  magic.  Whatever  strategy  you  adopt,  planning 
must  adapt  to  market  realities.  The  more  in  tune  with  the 
market  your  strategy  is,  the  higher  the  return  on  investment. 
—  Janet  Asteroff  and  Maureen  Fleming 

SEPTEMBER       19  98 


wmrK  e  t  i  ntt 


M 


it  is  beginning  to  move  into  produc 
tion,  logistics,  customer  servio 
centers,  and  help  desks,  helping  t< 
remove  the  barriers  that  stand  ii 
the  way  of  sales  to  the  customer. 

5.  From  most  creative  to  mos 
technologically  sophisticated.  Thf 
Internet  was  once  a  curious  sidelim 
for  many  marketing  departments 
Today  it  is  a  basic  requirement  ii 
all  marketing  strategies.  In  thf 
past,  the  best  marketers  were  thf 
most  creative.  Today,  the  best  man 
keters  are  the  most  technologicall 
sophisticated. 

The  importance  of  creativity  wil 
remain  a  constant.  But  the  impor 
tance  of  having  the  technologica 
sophistication  to  take  advan' 

In  the  past,  the  best  marketers  were  the  most  creative.  Today,  tage  of  market  opportunities 
the  best  marketers  are  the  most  technologically  sophisticated,   will  increase  geometrically. 

Processes  and  peopli 


ARKETING  USED  TO  be 

about  creative  exe- 
cution— the  wittiest 
commercial,  the  best 
copy,  the  most  ele- 
gant layout.  But  that's  all  changing. 
As  technology  becomes  more  com- 
mon in  the  marketing  department, 
marketing  becomes  both  art  and  sci- 
ence. The  creative  marketing  pro- 
gram is  now  being  supported  by 
stronger  and  more  detailed  demo- 
graphic and  customer  analysis. 

So  marketers  are  growing  more 
reliant  on  the  information  systems 


clearly  differentiating  products  and 
services. 

2.  From  mass  media  to  interac- 
tive media.  Customers  increasingly 
want  to  choose  when,  where,  and 
how  they  deal  with  suppliers.  This 
means  addressing  customer  needs 
individually,  and  providing  services 
the  way  the  customer  prefers. 
Interactive  media  will  play  a  critical 
role  in  this  process  and  should  be 
included  in  marketing  strategies  at 
the  earliest  opportunity. 

3.  From  market  share  to  relation- 
ship enrichment.  Because  the  mar- 
keting department  may  serve  rather 
than  sell,  its  performance  should  be 
measured  differently.  The  emphasis 
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department  to  build,  buy  or  out- 
source the  hardware  and  software 
solutions  needed  to  survive  in  the 
21st  century. 

The  result:  corporations  are  com- 
ing to  realize  that  marketing  tech- 
nology means  more  than  buying  a 
software  suite.  It  means  under- 
standing how  to  develop  strategies 
to  take  advantage  of  the  technology 
it  is  paying  for. 

Thanks  to  new  information  tech- 
nology, marketing  departments 
across  all  industries  are  changing 
rapidly  on  five  fronts: 

1 .  From  mass  marketing  to  data- 
base marketing.  As  firms  demand 
that  all  aspects  of  their  organization 
work  smarter  by  doing  more  with 
less,  the  cost  of  wasted  advertising 
will  increase.  So  the  marketing  ex- 
ecutive must  use  database  technol- 
ogy to  target  advertising  much  more 
precisely. 

This  entails  gathering  more  in- 
formation about  customers,  and  ex- 
ploiting that  information  by  tailor- 
ing the  message  to  the  needs  of  the 
target    audience,    and    so    more 
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will  be  on  enrichment  of  the  cus- 
tomer relationship  rather  than  on 
market  share  alone.  To  be  effective, 
this  transition  must  be  thoroughly 
communicated  to  all  levels  of  the 
corporation. 

4.  From  sales  to  customer  ser- 
vice. Marketing  no  longer  means 
getting  one  message  out  to  the 
broadest  possible  audience.  It 
means  taking  care  of  customers.  So 


may  have  to  change.  T 
take  full  advantage  of  thi 
new  information  tech 
nologies,  marketing  pro 
cesses  may  have  t< 
change.  This  may  alst 
entail  some  key  person 
nel  changes.  The  sue 
cessful  marketing  profes 
sionals  of  the  future  wil 
be  those  who  embrao 
the  changes,  and  retoo 
to  implement  them  as  ef 
fectively  as  possible. 

The  successful  appli 
cation  of  technology  ti 
the  problems  of  the  mar 
keting  department  will  allow  thf 
leveraging  of  traditional  marketinj  • 
skills  to  create  more  efficient  an< 
more  effective  campaigns.  Cus 
tomers  are  more  likely  to  receivi 
the  marketing  message  they  are  re 
ally  interested  in,  and  the  corpora 
tion  is  able  to  spread  its  resource: 
more  effectively. 

Melding  marketing  with  technol  j 
ogy  takes  discipline.  It  doesn't  jus | 
happen.  — Scott  Nelsoi 
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Ibebe 


We  encourage  our  employees 
to  leave  their  mark  on  everything  we  touch, 


)metimes  it's  just  a  small  contribution.  A  simple 

iggestion  perhaps.  Other  times  it's  a  rare  insight 
'  r  startling  revelation. 
t 

"'  t  CSC,  our  employees  leave  their  mark  every 

1  ngle  day. Just  as  they  have  for  nearly  40  years.  Individual  Business  Solutions  from  45,000  People 

j 

i  Kir  unique  collaborative  environment  brings  out 
I  ot  only  the  best  in  our  employees,  it  also  brings 
ut  the  best  I/T  solutions  for  our  clients. 

you're  getting  the  distinct  impression  that  the 
SC  difference  is  really  our  employees,  you're  right, 
bu  just  put  your  finger  on  it. 

bme  see  the  solutions  we  have  for  you  at  our 

ngertips  -  www.csc.com  Computer  Sciences  Corporation 


IB 


scaia 


rs  a  range  of  enterprise  soluti 
from  Windows  NT   to  UNIX   systems.  Either  way,  you  won't  have  to  worry  ab 


Windows  NT  is  a  U.S.  registered  trademark  of  Microsoft  Corporation  UNIX  is  a  registered  trademark  ojThe  Open  Group  in  the  U.S.  and  other  countries.  *1998  Hewlett-Packard  Co 
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j'U  find  everything  fits  together  seamlessly.  For  info:  www.hp.com/go/enterprise. 
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Every  company  has  insurance  coverage  for  the 
usual  business  risks:  property  damage,  bodily  in- 
jury and  the  like.  Many  businesses  also  have  "er- 
rors and  omissions"  policies  that  provide  coverage 
for  claims  from  customers  for  faulty  goods  or  neg- 
ligent advice.  There  are  also  insurance  policies  that  protect 
directors  and  officers  from  shareholder  suits. 

But  most  existing  business  insurance  does  not  automat- 
ically cover  the  new — and  already  escalating — risks  of  con- 
ducting e-business  on  the  Internet  and  the  World  Wide 
Web.  Most  companies  that  conduct  business  on  the  Web 
are  concerned  that  their  systems  will  be  infiltrated  by  a 
hacker  and  used  to  do  damage.  But  the  risk  doesn't  stop 
there.  Companies  doing  e-business  also 
run  the  risk  of  potential  lawsuits  charg- 
ing fraud,  libel,  slander,  defamation, 
and  invasion  of  privacy.  Remember: 

•Slanderous  accusations  are  easily 
disseminated  by  e-mail. 

•  Suits  charging  misappropriation  of 
trade  secrets  or  copyright  infringement 
may  be  brought  against  a  company  as  a 
result  of  its  Internet  activity. 

•  Firms  that  provide  on-line  com- 
merce services,  particularly  for  con- 
sumers, may  be  sued  for  allegedly 
faulty  products  or  negligent  advice. 

It  is  difficult  to  calculate  legal  risks. 
Unanticipated  lawsuits  can  come  in  the 
form  of  torts,  and  torts  often  carry  puni- 
tive damages,  which  are  tricky  to  calcu- 
late. So  most  underwriters  have  been 
reluctant  to  extend  coverage  under  current  policies. 

Fortunately,  separate  policies  are  now  available  for  risks 
related  to  information  technology.  Among  the  insurance 
companies  offering  such  coverage: 

American  International  Group  (AIG)  of  New  York  City, 
which  offers  Internet  Security  Liability  and  Internet 
Professional  Liability  Coverage. 

Through  its  Network  Risk  Management  Services, 
Hamilton  Dorsey  Alston  of  Atlanta,  also  offers  an  Internet 
Security  Liability  Insurance.  Coverage  includes  protection 
from  third-party  liability  for  loss  of  funds  or  money  as  a  re- 
sult of  theft  of  credit  card  data,  up  to  $250,000,  protection 
from  personal  injury  suits  over  defamation,  slander,  or  inva- 
sion of  privacy,  up  to  $1  million,  and  limitless  coverage  for 
property  damage  to  the  system  and  data. 

The  Chubb  Group  of  Warren,  N.J.,  offers  multimedia  li- 
ability coverage  with  limits  to  $10  million,  as  well  as  general 


liability  and  errors  and  omissions  policies  for  technology 
companies. 

Stuckey  and  Co.  of  Lake  St  Louis,  Mo.,  offers 
Safety Tek,  insurance  for  Internet  Technology  companies. 
Coverage  starts  at  $100,000. 

Holman  Insurance  Brokers  of  Richmond  Hill,  Ont.,  of- 
fers communications  liability  coverage  for  IT  companies. 

Media/Professional  Insurance  of  Kansas  City,  Mo.,  of- 
fers an  array  of  policies  for  media  exposures  over  the 
Internet. 

The  St.  Paul  Cos.  of  St.  Paul,  Minn.,  offers  commercial 
liability  policies  to  technology  companies. 

Insurance  for  companies  that  will  protect  against  im- 
proper access  to  or  destruction  of  information  systems  is 
harder  to  find.  However,  a  few  insurance  companies  are 
teaming  up  with  IT  vendors  to  better  calculate  exposure. 
For  example,  the  St.  Paul  Cos.,  in  con- 
junction with  VeriSign,  a  leading  ven- 
dor of  security  technology,  now  offers 
coverage  up  to  $250,000  to  VeriSign 
customers  engaging  in  e-business. 

Insurance  companies  are  also 
working  with  antivirus  vendors  to  un- 
derstand the  technology  and  trends  in 
that  field  and  to  make  sure  customers 
select  products  appropriate  to  their 
business.  For  broader  protection,  un- 
derwriters such  as  Lloyds  of  London 
and  AIG  are  starting  to  offer  coverage 
for  potential  damage  on  a  case-by-case 
basis  after  information  security  con- 
sultants examine  internal  controls  and 
required  standards. 

Most  of  these  policies  are  very  spe- 
cific and  carry  large  premiums  and 
large  deductibles.  What's  more,  some  of  the  risks  they 
cover  have  little  legal  basis  today  and  are  better  dealt  with 
contractually  with  business  partners.  Companies  contem- 
plating e-business  insurance  should  ask  themselves  these 
questions  first: 

•  Have  codes  of  conduct  for  Internet  and  e-mail  use 
been  established? 

•  Do  employees  understand  what  is  highly  sensitive  in- 
formation for  the  company? 

Insurance  for  information  security  is  still  in  its  infancy. 
Coverage  is  limited  and  exclusions  apply.  For  midsize  firms 
with  significantly  Web-based  businesses,  investing  in  a 
specific  Internet  policy  may  help  if  current  insurance  or  risk 
management  practices  are  minimal.  Large  enterprises  that 
have  already  established  high  standards  of  security  can  ne- 
gotiate with  one  of  the  major  underwriters  to  extend  cover- 
age on  an  "a  la  carte"  basis.  — Arabella  Hallawell 
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Someone's  not  happy. 
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And  it's  not  just  a  five-year-old  customer. 


It's  a  55-year-old  CEO. 


Who  just  found  out  that  demand 
has  surpassed  supply. 


And  manufacturing  and  distribution  don't  have  a  clue. 
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Then  again,  they  don't  have  the  right  network. 


Do  you? 


More  connected." 


he  right  network  can  make  all  the  difference  between  a  supply  chain  that  works  and  one  that  doesn't.  That's  why 
(Com  networks  drive  the  applications  that  track  everything  from  raw  goods  to  gross  receipts.  Visit  us  at 
yww.3com.com/moreconnected  to  learn  how  we've  connected  more  people,  to  more  networks,  in  more  ways  than  any  other 
:ompany.  Because  if  we  can  keep  up  with  the  demands  of  the  average  five-year-old,  we  can  definitely  keep  up  with  yours. 


Without  th  e  r 

a  big  job  can 


/QUIPMENT 
VEN    BIGGER. 


IMAGEANYWARE    is  a  service  mark  ol  Can 


Whether  it's  high-volume  black  and 
white  or  full-color  solutions, 
Canon  has  the  right  tools  for  the  job. 


ANY  WA  R  E  " 


When  faced  with  an  overwhelming  work- 
load, it's  good  to  have  office  equipment 
that's  up  to  the  task.  Like  Canon's  high- 
volume  systems.  Digital  or  analog,  our 
high-volume  machines  are  designed  so  you 
can  handle  your 
biggest  jobs  with 
very  little  effort.  And  all  have  finishing 
capabilities  that  can  improve  your  produc- 
tivity right  from  the  start.  Not  to  mention 
the  image  quality  and  reliability  that  have 
become  the  standard  in  the  industry.  So 
choose  the  right  equipment  -  high-volume 
black  and  white  and  full-color  solutions 
from  Canon.  Suddenly,  those  big  jobs  aren't 
so  big  anymore. 


Canon 


i-800-OK-cANON,  www.usa.canon.com 
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SURFING  THE  HYPE  CURVE 

STRATEGIC  PLANNING  ASSUMPTION: 

KNOWLEDGE  MANAGEMENT  IS  CURRENTLY  A  HOT  CONCEPT, 
BUT  EXPECT  A  PERIOD  OF  DISILLUSIONMENT  OVER  THE  NEXT 
THREE  TO  FIVE  YEARS,  FOLLOWED  BY  WIDESPREAD  ADOPTION. 
(0.7  PROBABILITY) 

You  can  tell  Knowledge  Management  is  in  the  early  stages  of  adoption  because  there 
are  so  many  different  definitions  of  the  term.  In  general,  however,  it  is  a  process  that  har- 
vests and  shares  an  organization's  collective  knowledge  to  achieve  breakthrough  results  in 
productivity  and  innovation.  In  contrast,  Information  Management  merely  collects, 
processes,  and  condenses  information.  Knowledge  Management  is  a  collaborative  man- 
agement discipline  that  aims  to  make  employees  smarter,  more  innovative,  and  better 
decision  makers. 

Chevron,  for  example,  knew  various  ways  to  improve  efficiency  at  its  refineries,  but  with- 
out a  formal  effort  to  share  the  knowledge,  only  a  few  employees  could  use  it.  By  identify- 
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igand  disseminating  best  practices  in 
jfinery  management  to  multiple  loca- 
ons,  however,  the  company  saved  $170 
lillion. 

The  concept  is  rapidly  gaining  in  popu- 
irity.  By  2000,  companies  will  pay  around 
1.5  billion  to  consultants  for  advice  on 
ow  to  implement  Knowledge 
lanagement. 
Yet  perversely,  there  is  also  likely  to  be 
=veral  years  of  disillusionment  with 
nowledge  Management  starting  in  2000. 
s  with  many  emerging  technologies, 
nowledge  Management  is  coming  into  a 
enod  of  inflated  expectations  marked  by 
Dme  successes  but  also  by  even  more 
lilures  as  the  technology  at  first  proves 
ladequate  or  cultural  roadblocks  prove 
isurmountable.  Once  these  growing 
ains  are  over,  however,  widespread  adop- 
on  will  follow,  probably  by  2003. 
While  Knowledge  Management  requires 
gnificant  cultural  change  on  the  part  of 
le  enterprise,  it  is  built  on  the  collective 
xperience  a  company  has  had  with  e- 
ail,  the  Internet,  groupware,  and  on-line 
nformation  retrieval.  So  as  these  tech- 
nologies evolve  and  become  totally  famil- 
iar to  employees,  Knowledge  Management 

ill  be  able  to  facilitate  rapid  and  wide- 
spread assimilation  of  knowledge  by  the 
entire  company. 

To  depict  the  current  adoption  status  of 
Knowledge  Management  graphically, 
GartnerGroup  employs  a  planning  tool 
called  the  Hype  Curve.  Venturesome  Type 
A  companies,  which  seek  to  use  informa- 
tion for  competitive  advantage,  are  eagerly 
adopting  Knowledge  Management  disci- 
plines right  now.  However,  their  expecta- 
tions for  the  benefits  to  be  derived  are 
somewhat  inflated.  This  will  soon  be  fol- 
lowed by  some  well-publicized  failures  in 
implementation  that  will  disillusion  these 
companies  and  discourage  others  from 
trying  it.  But  as  familiarity  with  the  appro- 
priate uses  of  Knowledge  Management 
are  more  widely  disseminated,  the  more 
moderate  Type  B  mainstream  companies 
will  start  adopting  it,  followed  by  the  cau- 
tious Type  C  companies,  which  are  open 
only  to  proven  technologies. 


WHAT  THE  GARTNERGROUP 
PROBABILITIES  MEAN 

AN  ESSENTIAL  ELEMENT  IN  THE  GARTNERGROUP 
STRATEGIC  PLANNING  PROCESS  IS  THE  ASSIGNMENT 
OF  PROBABILITIES.  HERE  IS  HOW  GARTNERGROUP 
ARRIVES  AT  THEM  AND  WHAT  THEY  MEAN: 


This  has  already  happened,  but  either  the  event  has  been 
hidden  or  the  full  impact  is  not  yet  realized. 

This  will  definitely  happen,  barring  a  major 

industry  reversal. 

This  will  happen,  barring  exceptional  circumstances. 
We  would  be  quite  surprised  if  this  scenario  failed  to 
happen,  but  some  degree  of  uncertainty  exists. 
We  have  a  good  idea  of  the  timing. 

There  is  good  reason  to  believe  this  is  true,  but  there 

is  a  decent  chance  it  will  not  be  true.  We  would  be  surprised, 
but  not  shocked,  if  it  did  not  happen.  The  timing 
may  vary  from  our  estimates. 

This  is  the  general  direction,  better  than  a  rumor  or  a 
l;iicss,  but  not  necessarily  by  a  lot.  We  do  not  have 
a  firm  idea  of  the  timing. 

A  tOSS-up.   This  probability  is  normally  not  used  except 
when  there  are  more  than  two  alternatives,  in  which  the 
0.5  designation  would  be  used  to  indicate  the  distinct 
possibility  of  a  third  alternative. 

This  Will  probably  not  happen,  but  we  would  be  neither 
shocked  nor  surprised  if  it  did. 

There  is  good  reason  to  believe  this  will  not  happen, 

but  there  is  some  chance  it  will. 

This  will  not  happen,  barring  exceptional  circumstances. 

This  will  definitely  not  happen,  barring  an  incredible 
industry  turnaround. 

Completely  impossible. 

GartnerGroup  recommends  that  clients  incorporate  Strategic 
Planning  Assumptions  with  the  highest  probability  in  their 
plans.  But  enterprises  should  also  create  scenarios  that  address 
Strategic  Planning  Assumptions  with  lower  probabilities  so 
they  are  not  caught  off  guard  should  a  less  likely  event  occur. 
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Brain  Drain  Alert 

Strategic  Planning  Assumption:  Retention 
and  recruitment  of  IS  staff  will  be  increas- 
ingly difficult  over  the  next  two  years  as  the 
Millennium  Bug  and  the  Euro  bewitch  the 
world's  computer  systems. 
(0.8  probability) 


Effort 

Resids 
Products 
Security 

All  year  long,  fixing  the  Year  2000  problem 

and  preparing  computer  systems  for  a  single 

European  currency  have  been  a  top  priority  for 

most  corporate  Information  Systems  (IS)  departments, 

putting  enormous  pressure  on  both  budgets  and  staffs.  And  it  will  get  worse 

before  it  gets  better.  Well  over  half  of  the  world's  corporations  have  not  yet  begun  to  fix  these 

problems. 

As  a  result,  retaining  staff  is  already  the  biggest  single  problem  facing  IS  departments.  A  worldwide  shortag 
of  Information  Technology  skills  is  being  compounded  by  the  vast  majority  of  companies  needing  additional  IT 
staff  all  at  the  same  time.  The  result  is  a  worldwide  bidding  war.  To  lure  experienced  IS  people  away,  compa- 
nies are  offering  increases  ranging  from  50%  to  as  much  as  400%. 
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Going  External 

Strategic  Planning  Assumption:  SAP 
will  remain  the  largest  enterprisewide 
software  package  for  at  least  the  next 
three  years.  SAP  will  be  challenged  by 
vendors  with  externally  focused  software 
packages  by  2001.  (0.8  probability) 

Popular  internally-focused  enterprisewide  soft- 
ware packages  such  as  SAP's  R/3  will  be  around 
for  another  ten  years,  thanks  to  their  sizeable 
installed  base  and  considerable  user  invest- 
ment. Half  of  the  companies  that  are  installing 
R/3  are  unlikely  to  achieve  all  the  cost  savings 
objectives  they  had  for  the  application  at  the 
outset,  but  that  is  only  to  be  expected  with  so 
complex  a  package. 

The  marketplace  the  company  serves  is 
changing.  It  will  increasingly  place  a  high  value 
on  externally-oriented,  revenue-generating 
packages,  and  SAP  must  develop  such  prod- 
ucts. Internally-focused,  cost  savings-oriented 
packages  such  as  R/3  will  become  commodities. 
S  \P  should  start  to  get  competition  from  exter- 
nally-oriented packages  in  three  years. 
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Should  I  Take  I 

Your  Order? 

Strategic  Planning  Assumption:  By  2001, 
companies  that  neglect  to  implement  yield- 
management  techniques  to  maximize  revenue 
and  profitability"  will  become  uncompetitive. 
(0.8  probability) 

Don't  just  ask  "May  I  take  your  order?"  Ask  yourself 
instead  "Should  I  take  your  order?" 

Recent  rounds  of  downsizing  and  plant  closings  ha 
had  a  significant  impact  on  plant  availabilities  and 
capacity.  As  excess  capacity  is  eliminated,  customers 
will  be  willing  to  pay  more  for  flexibility  and 
promptness  from  suppliers  in  meeting  their  changing 
demands. 

Borrowing  an  idea  from  the  airlines,  suppliers  will 
begin  to  charge  higher  prices  for  orders  with  short  lea' 
times.  They  will  reserve  capacity  for  such  orders  and 
turn  down  less  profitable,  long-range  orders. 

Eventually,  companies  will  go  a  step  further  and  ra 
customers  by  profitability  and  system  compatibility,  a 
by  the  impact  their  order  flow  will  have  on  future 
business.  Less  profitable  customers  will  be  taken  off 
the  list  and  their  orders  will  be  declined. 


To    learn    more,    visit    www.comdisco.co 
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GOOD    N  ETWORK. 


Sure.  One  minute  your  PC  network's  your  best  friend.  Next  thing  you  know,  it's  your 
biggest  nightmare.  But  we  can  fix  that.  Because  we  can  help  you  design,  implement, 
manage,  monitor  and  maintain  your  entire  network  infrastructure.  LAN  to  WAN,  desktop 
to  laptop,  Legacy  to  latest.  In  other  words,  we'll  have  those  multiple  technologies 
and  systems  and  functionalities  and  preferences  doing  exactly  what  you  say.  When 
you  say  it.  And  you'll  be  the  boss  of  your  network. 
It  won't  be  the  boss  of  you. 
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Mission 

Imprintable 


How  a  subsidiary  of  ailing  Fruit  of  the  Loom  used  the 
Web  to  partner  with  distributors  and  hit  a  gold  mine. 
by  LYNNE  CUSACK  and  BETH  ENSLOW 
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It's  no  secret  that  you  can  use  the  internet  to 
sell  direct  to  the  customer,  lowering  your  distribution 
costs  in  the  process  by  cutting  out  the  middleman.  Di- 
rect marketers  Dell  and  Amazon.com  have  done  just 
that  in  computers  and  books  and  are  doing  a  booming 
business. 

But  suppose  your  business  depends  on  the  middle- 
man. Take  the  Activewear  division  of  Fruit  of  the 
Loom.  You  make  and  sell  T  shirts,  fleecewear,  and 
knit  sport  shirts  to  50  distributors,  who  in  turn  sell 
them  to  roughly  30,000  decorators  who  print  regional 
logos,  names,  pictures  and  designs  on  the  clothing  and 
retail  it  themselves. 

In  this  very  regional  business,  the  distributors  play 
a  vital  coordinating  role  between  the  clothing  manu- 
facturer and  the  army  of  decorators.  You  don't  want  to 
bypass  your  distributors  in  this  labor-intensive  busi- 
ness. You  want  to  help  them. 

Today,  Fruit  of  the  Loom  is  wrestling  with  heavy 
debt,  production  problems,  and  stiff  competition.  But 
so  far  the  scheme  to  use  the  Web  to  partner  with  dis- 
tributors has  made  its  Activewear  division  the  one 
bright  spot  in  a  company  otherwise  under  siege. 

s  E  I'  T  E  M   I*  E  It      1  0  0  8 


The  first  step:  Three  years  ago  the  Activewe 
division  set  up  Activewear  Online,  an  order-manag 
ment  system  for  its  decorators  and  small  retailers  1 
cated  on  two  Fruit  of  the  Loom  Web  sites. 

The  extranet  features  a  product  locator,  links 
distributors,  an  electronic  catalog  with  text  and  grap 
ics,  product  news,  a  feedback  form,  and  short  iter 
such  as  tips  on  measuring  garments,  a  glossary  of  fr 
quently  used  terms,  and  links  to  related  sites.  Tl 
product  locator  enables  customers  to  find  the  neare 
distributor  currently  stocking  the  items  they're  loo 
ing  for. 

The  second  step:  Fruit  decided  to  help  distribute 
who  wanted  to  set  up  their  own  Web  sites,  by  givii 
them  Web  servers  loaded  with  electronic  catalog  toe 
and  templates,  inventory-management  software,  ar 
order-processing  software,  Now  they  can  create  cu 
tomized  electronic  catalogs,  provide  customers  wi 
real-time  information  on  product  availability  and  sp 
cial  offers,  and  offer  round-the-clock  ordering  ar 
order-tracking  features. 

Charles  Kirk,  Fruit's  chief  information  officer  at  tl 
time  the  project  was  begun,  immediately  saw  that  tl 
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lenn  Banfield,  director  of  electronic  commerce,  and  John  Shivel,  director  of  marketing 


M 
M 


"We've  developed  a  wonderful  service  for  our  customers. 
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company  would  have  to  use  a  sys- 
tem the  distributors  themselves 
could  customize  easily. 

The  best  technology  for  the  pur- 
pose, he  decided,  was  Connect, 
Inc.'s  OneServer,  a  complete  elec- 
tronic commerce  system  that  in- 
cludes tools  for  selling,  managing 
and  monitoring  transactions,  as  well 
as  ways  to  establish  guidelines  for 
customizing. 

Each  distributor  can  create  his 
own  distinct  Web  site  vet 


to  $20  in  processing  costs  for  each 
order  placed  through  their  site. 
"Besides  the  competitive  advan- 
tage of  getting  products  to  market 
sooner,  we've  developed  a  wonder- 
ful service  for  our  customers," 
notes  John  Shivel,  Activewear's 
marketing  director.  Adds  Heise: 
"The  goal  was  to  build  a  business- 
to-business  relationship  with  our 
distributors  that  grows  their  busi- 
ness and  grows  ours.  We  met  that 


FRUimLOOM 

creased  odd-hour  sales  that  might 


goal,  and  that's  where  we 

retain  the  Fruit  logo  and  \A/|T|-|  35  WFB  ^ee^  we  ^ave  a  'eg  UP  on  ^ave  gone  e'sewnere 

certain     other     elements  ciTCC  lip  the  competition."  5.  Competitive  positioning.  Like 

common  to  all  the  sites.  AMn.  3.  More  efficient  pro-  American  Airlines'  Sabre  reserva 

Distributors    can    include  "'^«L>  duction.  Each  distributor  tion  system,   Fruit's   extranet  lets 

information    on    competi-  KUNNINo,  Web  site  provides  Fruit  decorators  view  competing  products 

tors'  products  on  their  site,  FRUIT  OF  THE  with  forecasts,  daily  sales  on  the  distributor  Web  sites  while 

but  if  the  competing  item  LOOM'S  data,  inventory  balances,  still    retaining    top    billing.    While 

is  out  of  stock,  the  system  TQTAI  and  other  market  infor-  competitors  may  set  up  a  similar 

will  automatically  recom-  ||\i\/pcT|UipMT     rnation   that  has   helped  system,  Fruit  feels  customers  who 


C 


mend  an  equivalent  Fruit 
alternative.  WORKS 

With      35      distributor  OUT  TO 
Web  sites  up  and  running,  ABOUT 
Fruit  of  the  Loom's  total   $100  000  A 
investment  works  out  to  QITp 
approximately      $100,000 
each.  Company  executives  say  the 
money  was  well  spent,  for  a  variety 
of  reasons: 

1.  Improved  time  to  fulfillment. 
It  used  to  take  three  to  five  days  for 
Fruit  to  fill  a  decorator's  order.  The 
Web  allows  distributors  to  search 
the  system  and  place  orders  in  five 
minutes,  24  hours  a  day,  seven  days 
a  week. 

This  is  a  real  convenience  for 
decorators  who  "may  only  do  back- 
room operations  and  administration 
after  traditional  working  hours," 
says  Bob  Heise.  Fruit's  senior  vice 
president  and  chief  information  of- 
ficer. With  Fruit's  system,  decora- 
tors can  order  T-shirts,  customize 
them,  and  deliver  them  to  a  cus- 
tomer's doorstep  in  48  hours. 

2.  Increased  distributor  loyalty. 
Activcw  ear  Online  provides  invalu- 
able marketing  and  sales  support 
for  distributors  and  saves  them  $10 


the  company  lower  its  in- 
ventory   levels,    and    re- 
duce cycle  time  and  out- 
of-stock  items.  The  sites 
have  also  helped  build  a 
valuable      build-to-order 
business. 
4.  Increased  sales.  Fruit  reports 
that  the  program  has  generated  well 
over  $4  million  in  sales  for  the  com- 
pany.  Some   distributors   have   re- 
ported sales  increases  of  as  much  as 
25%.  Activewear  Online  has  also  in- 


have  teamed  up  with  Activewear 
Online  will  be  unlikely  to  switch  to 
another  Web  site. 

6.  Brand  awareness.  Fruit's  well- 
known  cornucopia  logo  appears  on 
the  Web  sites  of  most  of  its  distribu- 
tors, acting  as  a  visual  prompt  that 
keeps  Fruit's  products  at  the  tip  of 
its  customers'  tongues.  It  also  helps 
that  when  a  competing  product  is 
requested  but  is  unavailable,  a  Fruit 
product  automatically  comes  to  the 
rescue. 


B0TT0MLINE 

COMPANIES  LOOKING  TO  harness  the  Internet  to  increase  sales 
should  not  assume  this  means  disintermediating — read,  bypassing — their 
traditional  distribution  channels.  The  Internet  can  be  used  to  strengthen 
current  business  relationships  and  make  them  both  more  efficient  (cutting 
cycle  times,  order  management  costs,  and  inventory  levels  by  increasing  the 
quantity  and  velocity  of  information  shared)  and  more  effective  (increasing 
sales  and  margins  for  the  entire  channel).  Managing  the  flow  of  information 
among  a  company's  trading  partners  will  become  as  important  as  managing 
the  physical  flow  of  goods.  Thus  it  becomes  critical  to  align  a  company's 
Internet  strategy  with  its  supply-chain  management  and  business-strategy 
objectives.  Misalignment  will  result  in  missed  cost-reduction  and  revenue- 
enhancement  opportunities  and  could  potentially  lead  to  catastrophic 
damage  to  currently  healthy  relationships. 
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Your  largest  client  needs  help  fast 
|    Who  are  your  three  best  Java 
programmers  not  on  assignment? 


oyou 
knowp 


Appl  ications 


You  can  spend  millions  ot  dollars  on  application  software  and  still  not  have  the  information 
you  need  to  run  your  business.  That  s  because  most  application  software  automates  just  the 
back  office — or  just  the  front  office.  Oracle"  applications  integrate  your  entire  business — 
sales,  service,  supply  chain,  manufacturing,  accounting,  projects,  human  resources. 
Everything.  Our  applications  capture  all  the  information  needed  to  provide  a  complete  view 
of  what's  going  on  in  your  business.  Every  decision  you  make  is  based  on  up-to-date 
information  and  impact  on  shareholder  value.  We.call  it  business  intelligence.  And  it's  from 
Oracle.  Now  you  know.  If  you'd  like  to  know  even  more — and  who  wouldn't — call  Oracle. 

1-800-633-0921,  ext.  16351,  or  visit  uuu.oracle.com/ info/ '11  today.        NOW     yOU     KnOW 

©1998  Oracle  Corporation.  All  rights  reserved.  Oracle  is  a  registered  trademark  of  Oracle  Corporation. 
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All  for  One  and 

One  for  All  r> 


How  KeyCorp  reacquainted  itself 
with  its  customers. 


by  ANN  B.  GRAHAM  with  JOHN  W.  GEYE 


24 


Four  years  ago,  when  KeyCorp  of  Albany,  N.Y., 
merged  with  Society  Corp.  of  Cleveland,  it  became 
one  of  the  top  ten  corporate  lenders  in  U.S.  banking, 
with  $66  billion  in  assets,  nearly  7  million  customers, 
and  more  than  $40  billion  under  management. 

But  the  bank's  profitability  per  customer  was  lag- 
ging. The  problem:  KeyCorp  was  spending  millions 
to  promote  its  array  of  services  through  direct  mail, 
telemarketing,  and  widespread  advertising,  with 
sometimes  disappointing  results.  Little  attempt  was 
being  made  to  focus  on  the  bank's  best  customers — 
primarily  because  the  salespeople  hadn't  a  clue  who 
they  were. 

At  times,  KeyCorp  would  send  out  as  many  as 
200,000  brochures  advertising  a  particular  service  for 
no  other  reason  than  that  the  money  to  do  so  was  in 
the  budget. 

Worse  yet,  KeyCorp  salespeople  were  designing 
their  own  marketing  campaigns,  frequently  targeting 
the  same  customers  as  their  colleagues  a  few  miles 
down  the  road  without  realizing  it.  Customer  lists 
were  compiled  haphazardly,  often  based  on  nothing 

S  i    P  r  E  m  h  E  R      19  9  8 


more  than  maturing  loans  or  pending  CD  expirations. 

"We  knew  that  82  percent  of  all  KeyCorp  revenue 
came  from  18  percent  of  our  customers,  but  we  really 
didn't  know  who  they  were,"  says  Scott  Peters,  Key-j 
Corp's  director  of  core  retail  banking. 

Salespeople  relied  largely  on  seat-of-the-pants  im- 
pressions of  customers,  with  no  hard  data  to  back  up 
their  intuition.  "When  we'd  ask  our  sales  people, 
'Who  are  your  best  customers?'  they'd  answer,  'The 
ones  we  see  most  often,'"  recalls  Peters.  "But  we 
sensed  that  these  relationships  were  also  the  most  ex- 
pensive to  sustain.  They  were  getting  lots  of  services 
a  la  carte,  but  they  weren't  paying  for  them." 

To  succeed,  the  post-merger  KeyCorp  needed  to 
take  advantage  of  an  increasingly  deregulated  envi- 
ronment in  which  banks  are  allowed  to  sell  financial 
sen  ices  products  of  every  stripe,  and  to  cash  in  on  the 
appetite  among  aging  baby  boomers  for  more  exotic 
instruments  than  savings  accounts  and  CDs. 

So,  led  by  Henry7  Meyer,  the  bank's  president  and 
chief  operating  officer,  and  Al  Gula,  chairman  and 
chief  executive  of  Key  Services  Corp.,  Key's  opera- 


dons  and  technology  arm.  KeyCorp 

kicked  off  an  ambitions  project  to 
build  a  state-of-the-art  data  ware- 
house that  would  collate  all  the  in- 
formation the  bank  possessed  about 
its  customers  and  prospective  targets 
in  one  place  and  thus  support  every 
sales  and  marketing  decision  made 
throughout  the  company. 

"They  gave  us  a  very'  clear  mes- 
sage: 'We  cannot  succeed  unless  we 
become  a  customer-driven  com- 
pany,'" says  Karen  Haefling,  the 
bank's  executive  vice  president  and 
director  of  marketing. 

This  wasn't  an  easy  undertaking. 
KevCorp  had  more  than  40  separate 
databases  keeping  tabs  on  individual 
products  and  accounts,  entombed  in 
back-office  computing  systems  de- 
signed to  process  transactions  and 
store  information,  not  to  mine  for 

hotographs  by  John  Quinn 


Scott  Peters,  KeyCorp's  director  of  core  retail  banking 

"We're  now  trying  to  sell  customers  solutions  to  their  needs. 


customer  intelligence.  Critical  cus- 
tomer data  was  often  duplicated  in 
systems  across  multiple  departments 
and  locations. 

For  instance,  demographic  and 
transaction  information  about  a  cus- 
tomer with  a  savings  account,  a 
credit  card,  and  a  student  loan  would 
reside  redundantly  on  three  differ- 
ent systems  set  up  to  handle  each 
kind  of  account. 

To  build  a  data  warehouse  from 
this  welter  of  information,  Meyer 
and  Gula  assembled  a  team  of  Key- 
Corp technologists  and  marketing 
executives  who  identified  150  ele- 
ments— age,  checking  and  savings 
balance,  outstanding  loans  and  when 
they  come  due,  number  of  children, 


frequency  of  ATM  usage,  and  the 
like — that  could  be  used  to  answer 
such  simple  but  strategic  marketing 
questions  as: 

•  What  kinds  of  customers  purchase 
each  KeyCorp  product? 

•  When  do  they  purchase  them? 

•  Why? 

•  Might  other  customers  with  a  sim- 
ilar profile  be  interested? 

•  Who  are  the  most  profitable  and 
least  profitable  customers,  and  why? 

•  What  distribution  channels  do  dif- 
ferent customers  prefer? 

•  Under  what  circumstances  is  a  cus- 
tomer likely  to  defect? 

That  information,  accessible  in  a 
variety  of  forms,  now  sits  in  a  300-gi- 
gabyte  IBM  mainframe  that  can  be 
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accessed  by  marketing  and  sales 
people  across  the  country  right  at 
their  desks.  "The  goal  is  to  develop 
fewer  and  better  relationships  with 
customers,  rather  than  have  more 
customers  that  use  only  single  prod- 
ucts.'* says  Todd  Thompson,  vice 
president  of  corporate  marketing. 

It  took  KeyCorp  about  a  \car  to 
finish  the  data  warehouse.  Perhaps 
what's  most  impressive  is  that  it  got 
built  at  all.  GartnerGroup  estimates 
that  corporate  spending  on  data 
warehouses  will  grow  at  a  compound 
annual  rate  of  25  percent  over  the 
next  four  vears.  from  $217  million  in 

SEPTEMBER       1  9  9  S 


Karen  Haefling,  executive  vice  president  and  marketing  director  at  KeyCorp 
"With  a  big  project  plan,  we  would  have  managed  it  right  into  the  ground 


1997  to  $698  million  in  2002.  But  at 
least  half  of  all  data  warehouse  proj- 
ects are  never  completed  or  fall  sig- 
nificantly behind  schedule. 

\\  hy?  No  clear  business  vision, 
lack  of  top  management  support. 
and  just  plain  bad  data — maladies 
KeyCorp  had  mostly  overcome.  The 
data  had  its  fair  share  of  inconsisten- 
cies, but  much  of  it  was  good.  And 
the  bank's  management  was  clearly 
focused  on  the  real  problem:  the 
data's  .,,  [ity. 


As  difficult  as  completing  a  data 
warehouse  is.  however,  making  sure 
the  database  doesn't  sit  idle  can  be 
even  more  problematic.  At  many 
companies,  managers  of  product 
lines  are  often  loath  to  share  infor- 
mation with  other  sales  teams. 
There  is  no  real  incentive  for  sepa- 
rate profit  centers  to  work  together 
and  risk  losing  revenue  to  the  other 
group. 

KeyCorp  ensured  that  this 
wouldn't  happen  by  taking  a  couple 


I  stepv  First,  it  named  eight 
jeople  to  .1  new  direct-marketing 
!»roup  to  o\ersee  and  shepherd  the 
ise  of  the  data  warehouse.  It's  their 
ob  to  make  Mire  that  the  data  ware- 
onse  is  mined  often  and  deeply. 

At  the  same  time,  the  bank 
handed  its  entire  organizational 
tructure  to  focus  on  four  market 
segments — retail  and  community 
anking:  corporate  banking;  invest- 
ments: and  consumer  finance — 
ather  than  sta\ iiil:  with  a  wide  vari- 
fy  of  product  lines. 

A  market  strategy  team  from  each 
jf  the  four  sectors  comes  up  with  a 
which  products — taken  from 
all  of  Ke\(  iorp's  lines  of  business — 
it  wants  to  promote.  This  list  is  pre- 
nted  to  the  direct-marketing 
group,  which  works  with  KeyCorp 
technologists  to  tap  into  the  data- 
base to  generate  names  of  customers 
most  likely  to  be  interested  in  the 
products. 

And  when  the  salespeople  reach 
these  customers.  the\  focus  on  spe- 
cific products  but  offer  the  entire 
range  of  the  bank's  services.  "In  the 
past,  it  would  take  us  a  month  to 
generate  a  list  of  targetable  cus- 
tomers." says  JoAnn  Boylan,  senior 
vice  president  of  warehouse  sys- 
tems. "Now  we  can  do  it  in  one  or 
two  days." 

In  one  of  the  earliest  uses  of  the 
warehouse.  KeyCorp  scanned  the 
database  for  approved  credit  applica- 
tions from  across  product  lines — 
everything  from  auto  and  personal 
loans  to  home  equity  lines  and  credit 
bards — which  was  then  cross-refer- 
enced with  such  demographic  and 
financial  information  as  income,  age, 
indebtedness,  family  background 
and  payment  activity. 

That  effort  triggered  a  list  of 
names  of  those  most  likely  to  be  in- 
terested in  borrowing  additional 
money.  The  direct  mail  campaign 
that  followed  produced  a  response 
rate  of  6  percent — triple  what  the 


bank  was  used  to. 

KeyCorp  data  warehouse  strate- 
gists are  now  fine-tuning  this  ap- 
proach by  using  a  series  of  specific 
variables  that  can  tell  a  lot  about 
whether  a  customer  is  a  good 
prospect  or  not:  Do  they  have  a 
home  equity  credit  line;  are  they 
dipping  into  it;  are  they  prepaying 
their  mortgage;  is  their  car  loan 
about  to  be  paid  up;  have  they  re- 
sponded to  past  mailings;  do  they 
use  the  800  number  to  get  balances; 
do  they  rely  on  ATMs  or  prefer  to 
come  into  the  bank? 

Based  on  responses  to  such 
queries,  the  data  warehouse  is  pro- 
ducing lists  of  prospects  that  ranks 
customers  from  most  likely  to  least 
likely  to  buy  a  particular  product. 
Attached  to  the  list  is  the  best  media 
with  which  to  reach  these  cus- 
tomers: direct  mail,  personal  calls. 
even  electronic  mail. 

"You  set  the  rules  and  you  take 
your  hands  off  ami  measure  results," 
sa\s  Thompson.  "Once  you  set  it 
up,  the  technology  just  makes  it 
happen." 

The  next  move  for  KeyCorp  will 
be  to  educate  the  sales  force  to 
make  more  frequent  use  of  the  data 
warehouse  from  their  desktops,  per- 
forming "what-if"  scenarios  and 
trend  analyses  on  their  own  cus- 
tomers' accounts. 

The  first  step  in  that  direction  is 
Key  Lead,  a  proprietary  database 
marketing  tool  that  allows  the  sales 
force  to  call  up  comprehensive  cus- 
tomer profiles  detailing  every  con- 
tact they've  had  with  the  bank,  what 
products  they've  purchased,  what 
distribution  channel  they've  used, 
and  how  profitable  their  account  has 
been.  Marketing  executive  Haefling 
hopes  this  will  encourage  sales  rep- 
resentatives to  develop  highly  per- 
sonalized marketing  strategies  on 
their  own. 

It's  too  early  to  gauge  the  impact 
of  KeyCorp's  customer  data  ware- 


house on  the  bottom  line.  Restruc- 
turing costs  stemming  from  the  1995 
merger  are  still  working  their  way 
through  the  bank's  income  state- 
ment. But  it  is  clear  that  response 
rates  have  improved  significantly  for 
all  promotional  and  marketing  cam- 
paigns that  were  launched  from  in- 
formation culled  from  the  data  ware- 
house. And  in  1996,  KeyCorp  was 
rated  number  one  in  customer  satis- 
faction among  top  banks  included  in 
the  annual  University  of  Michi- 
gan/American Society  for  Quality 
Control  survey  published  in  Fortune 
magazine  (though  last  year  it  slipped 
to  fourth). 

Besides  the  marketing  opportuni- 
ties presented  by  the  data  ware- 
house, the  new  technology  has  trig- 
gered other  significant  changes  at 
KeyCorp.  Among  them: 

Improved  Accountability:  Customer 
profit  scores  are  generated  monthly 
and  annually  by  the  data  warehouse. 
The  performance  of  KeyCorp's  sales 
force  is  now  measured  on  how  well 
it  is  able  to  maximize  the  profitabil- 
ity of  its  accounts. 

Sales-Opportunity  Alerts:  Monthly 
profit  reports  flag  changes  in  cus- 
tomer needs  and  behavior  patterns. 
Salespeople  are  cautioned  if  the 
numbers  suggest  they  are  about  to 
lose  a  profitable  customer,  or  if  an 
account  is  not  as  profitable  as  it 
could  be. 

Cross-Channel  Selling:  Even  with- 
out doing  a  sophisticated  analysis, 
the  data  warehouse  can  tell  mar- 
keters when  not  to  promote  as  well 
as  when  to  promote.  For  instance, 
behavioral  trends  show  that  cus- 
tomers who  don't  use  automatic 
teller  machines  are  not  likely  to  try 
on-line  banking.  So  in  the  latest 
push  to  sell  PC  banking,  the  data 
warehouse  provided  a  list  of  people 
who  have  never  tried  ATM  ma- 
chines. Those  names  were  removed 
from  the  mailing  lists. 

Why  has  KeyCorp's  data  ware- 
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TEN  LESSONS 

KEYCORP 

LEARNED  about  building  and 

MAINTAINING  AN 
ENTERPRISEWIDE  DATABASE: 

•  There  must  be  a  champion  at  the  top.  A  champion  from 
senior  management  is  critical  to  the  success  of  any  data 
warehouse  project,  especially  w  hen  it  involves  the  entire 
enterprise.  This  person  must  have  authority  over  corpo- 
rate assets  (people  and  money),  and  be  willing  to  exercise 
that  authority  liberally. 

•  Business  units  must  buy  in.  Build  broad-based  commit- 
ments from  all  the  lines  of  business  and  identify  potential 
business  evangelists  to  help  collect  and  analyze  the  data. 

•  ( lollect  lots  of  data,  but  don't  overdo  it.  Stay  fo 
cused  on  precisely  what  you  want  from  the 
data,  and  how  you  plan  to  turn  it  into  useful 
information. 

•  People,  processes,  and  technology  must 
change.  Understand  that  the  technology  will 
(and  should)  change  the  business  model,  or- 
ganizational structure,  and  job  descriptions. 

•  Start  with  core  data.  Build  the  core  customer- 
profile  information  into  the  database  first  (names, 
contact  information,  currently  owned  products,  and  the 
like). 

•  Deliver  value  quickly.  For  example,  start  with  the 
ability  to  generate  timely,  accurate  mailings  and  grow 
from  there. 

•  Measure  behavior.  Measure  sales  reps  on  customer  re- 
tention. Challenge  them  to  call  clients,  use  the  data  to 
build  stronger  relationships,  and  deliver  needs-based 
products.  Tie  the  hehavior  salespeople  must  adopt  di- 
rectly to  their  compensation. 

•  Establish  frameworks  for  sharing.  Even  when  there  is  a 
shared  vision,  field  reps,  managers,  and  executives  across 
lines  of  business  need  to  feel  comfortable  sharing  data 
about  their  customers  and  markets.  Lines  of  communica- 
tion need  to  be  open  so  people  in  main  roles  within  the 
company  can  learn  where  to  find  data  that  may  be  valu- 
able to  them. 

•  Be  accurate.  Just  because  someone  lives  in  a  particular 
household  doesn't  mean  she  is  eligible  for  the  product  in 
question.  Don't  send  an  offer  for  a  home  equity  line  of 
credit  to  a  six-year-old. 

•  Don't  forget  the  big  picture.  Parochial  questions — 
Who's  paving  for  this:  I  low's  mv  division  going  to  ac- 
count for  it? — inject  more  heat  than  light  into  the  process 


house  succeeded  when  so  many  others  have  failed? 
Because  top  management  made  it  clear  to  employees 
how  critical  the  data  warehouse  was  to  the  company's 
ability  to  compete  successfully  in  the  future.  If  the 
bank's  top  executives  hadn't  been  in  accord  about 
the  overall  strategy,  the  critical  role  of  the  data  ware- 
house, and  the  reorganization  that  followed  to  fit  the 
new  technology,  the  entire  project  could  easily  have 
fallen  apart. 

A  third  of  all  banking  data  warehousing  projects 
fail  because  they  don't  have  the  full  support  of  the  ex 
ecutive  suite.  They  also  flounder  because  firms  don't 
change  product-oriented  structures  and  compensation 
incentives  from  the  start  to  take  full  advantage  of  the 
warehouse's  power  to  consolidate  information  and 
drive  customer  focus. 

And  while  top  management  made  sure  to 

back  the  data  warehouse  with  a  strong  vh 

sion,  KeyCorp  never  got  bogged  down  by 

having  a  preordained  detailed  plan  for 

building  the  new  technology. 

Essentially,  it  was — and  is — a  work  in 
progress,  with  a  lot  of  motivated  people 
contributing.  Indeed,  none  of  the  initian 
tives — investment  technology,  marketing,, 
sales — that  accompanied  the  construction  of 
the  data  warehouse  (except  for  the  reorganization  of 
the  bank's  lines  of  business)  were  part  of  a  grand 
plan.  Instead,  as  the  data  warehouse  was  being  built; 
people  at  the  bank  bought  into  the  idea  and  deter- 
mined for  themselves  what  they  could  add  to  the 
overall  project. 

"We  had  the  experts  in  their  functional  areas  and 
they  all  went  off  and  started  working,"  says  Haefling. 
"If  we  had  put  a  big  project  plan  together,  we  would 
have  managed  it  right  into  the  ground." 


BOTTOMLINE 

WHEN  IMPLEMENTING  an  enterprise  dat 
warehouse,  the  larger  the  scope,  the  larger  th 
potential  return  on  investment.  Unfortunately,  th< 
also  means  the  lower  the  likelihood  of  success.  A 
absolute  prerequisite  for  success  in  such  project 
is  an  executive-level  sponsor  who  is  not  afraid  t 
impose  his  or  her  will  on  all  the  players  in  th 
organization.  Absent  such  a  "project  champion, 
these  projects  will  continue  to  have  a  success  rat 
of  less  than  50  percent. 
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That's  why  TAVA,  the  leading  independent  provider  of 
manufacturing  information  technology  solutions,  developed 
Plant  Y2k0ne"\  It's  a  proven,  factory  floor  solution  that 
will  help  you  understand  and  pinpoint  the  problem  areas  in 
your  embedded  systems  and  supply  chain.  And,  most 
importantly,  fix  them. 

Supported  by  the  most  comprehensive  database  of  Y2k 
readiness  information  on  process  control,  automation, 
and  facility  management  systems,  Plant  Y2k0ne's  CD- 
ROM-based  methodology  is  already  in  use  by  more  than 
100  of  the  Fortune  1000. 

To  learn  more  about  our  Y2k 
solutions,  consulting,  and  audit 
services,  call  877-828-2832. 
Visit  us  at  www.tavatech.com, 
or  contact  one  of  our  14  locations 


across  the  U.S. 


TAVA 

TKCIINOUHilKS 


TRY  EXPERTISE:  Aerospace,  Automotive,  Chemical/Petrochemic 


Forest  Products,  Metals,  Mining/Minerals,  Pharmaceutical,  Pulp  &  Paper,  Semiconductor,  Utilities,  Water/Wastewater. 
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Training  the 
"TWITCH"Generation 

For  the  age  group  raised  on  MTV,  video  games  work  better 
than  boring  lectures  and  multiple-choice  questions. 

by  JEFFREY  ROTHFEDER 


When  the  initial  boom  in  derivatives  trading 
collapsed  several  years  ago,  Bankers  Trust,  one  of  the 
most  active  players  in  the  market,  bore  the  brunt  of  it. 
Since  then  the  bank's  leaders  have  had  to  work  hard 
to  restore  its  reputation.  If  today  Bankers  Trust  is  well 
on  its  way  to  regaining  its  pre-eminent  position  in  the 
derivatives  market,  some  of  that  success  can  be  attrib- 
uted to  a  tactic  as  unconventional  as  it  was  effective:  a 
computer  game  patterned  after  the  enormously  popu- 
lar game  Doom. 

The  challenge  Bankers  Trust  faced  was  to  get  its 
young,  aggressive  derivatives  traders  to  read  through  a 
two-inch  thick  derivatives  training  manual  and  then 
sit  through  classroom  lectures  and  videos.  The  young 
traders  used  every-  excuse  in  the  book  to  miss  sessions 
or  leave  halfway  through.  "In  effect,  we  gave  them  de- 
pressants, and  then  we  wondered  why  they  were 
bored,"  says  Mare  Prensky,  Bankers  Trust's  vice  pres- 
ident of  human  resources. 
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So  Prensky  and  Mark  Beiler,  the  head  of  human  re- 
sources, proposed  trying  a  computer  game.  Top  man- 
agement was  immediately  intrigued,  and  in  late  1995, 
Prensky  was  given  the  go-ahead  to  develop  it. 

Prenksy  had  a  head  start.  He  was  hired  in  1993  to 
develop  computer-based  training  tools  that  would  mo- 
tivate people  to  learn  and  increase  their  retention.  So 
by  the  time  the  derivatives  mishap  occurred,  he  and 
his  team  often  gamemakers  had  already  created  a  line 
of  simple  electronic  teaching  tools,  such  as  board 
games  and  quiz  games  that  were  used  for  employee 
orientation,  leadership  skills,  corporate  policy  and  pro- 
cedures, and  the  like. 

But  the  Doom-inspired  game  was  the  most  sophisti- 
cated project  Prensky's  group  had  undertaken.  The 
plan  was  to  develop  a  fast-paced  action  game,  to  be 
called  Straight  Shooter!  in  which  derivatives  traders 
travel  in  cyberspace  from  New  York  to  London  to 
Hong  Kong,  navigating  around  an  electronic  world 
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populated  by  menacing  characters 
representing  problems  and  prospec- 
tive clients.  The  problematic  charac- 
ters— bulls  and  bears  in  New  York, 
werewolves  in  London, 
tigers  in  Hong  Kong — 


derivatives  salespeople  made  perfect 
sense  to  Prensky.  Given  the  age — 
mid-twenties  to  mid-thirties — and 
mindset  of  the  people  being  trained, 
Prensky  believed  a  hecti- 
cally paced  computer  game 


attack  suddenly  in  real-  "IN   EFFECT,  WE  was  one  of  the  few  ways  to 

■tic-looking  cities,  GAVE  THEM  teach  so  dry  and  complex  a 

while    the    traders    de-  nppDpQQAMTC     subject,  and  to  ensure  that 
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stro\   the  obstacles  and    Aiyipi 
amass  points  by  shoot-  i  Air- 

ing dart-like  "ideas"  out    '  "ILIN  Wt 
of  cell  phones.   If  they  WONDERED 
succeed  in  slaying  their  WHY  THEY 
attackers,    players    run  WERE  BORED." 
into  prospective  clients 
who  ask  them  questions 
about  derivatives — either  the  rules 
of  selling  them  or  details  about  the 
instruments  themselves.  After  decid- 
ing how  many   points  to  risk,  the 
player    answers    the    query.    If   he 
solves  the  customer's  query  using 
approved  procedures,  he  signs  him 
up  and  scores  points.  If  he  doesn't, 
the  client  responds,    "Go  back  to 
business  school"  or  "Don't  call  me, 
I'll  call  you."  In  that  case,  the  player 
has  to  keep  trying  to  complete  the 
bank's     certification     process.     As 
traders  are  certified  to  sell  the  instru- 
ments, they  can  compete  against  col- 
leagues worldwide  in  a  global,  intra- 
company   game    to   win    the    most 
clients  and  score  the  most  points. 
Using  a  computer  game  to  train 


it  be  learned.  "This  gener- 
ation   grew    up    on    video 
games,"  he  says.  "They  op- 
erate at  what  I  like  to  call 
twitch  speed:  MTV  and  ac- 
tion films.  Their  develop- 
ing minds  learned  to  adapt 
to  speed  and  thrive  on  it." 
Then  came  the  hard  part.  Ironi- 
cally, the  Information  Technology 
department    of    the    bank,    which 
would  have  to  help  design  the  game 
under  Prensky's  direction,  had  the 
most  questions.  They  pointed  out 
that  a  lot  of  technical  issues  had  to 
be  resolved.  For  one  thing,  building 
the  game  for  all  of  the  computer 
platforms  at  the  bank,  from  Win- 
dows 3.1  to  Windows  95  to  Windows 
NT — would    be    tough.    What    if 
Straight  Shooter!  overloaded  the  ca- 
pacity of  local  computers? 

To  overcome  these  obstacles,  the 
bank  created  a  steering  committee 
made  up  of  people,  both  technical 
and  nontechnical,  from  all  parts  of 
the  company. 


In  addition,  one  IT  executive  was 
put  in  charge  of  making  sure  the 
project  succeeded.  Prensky  and  the 
project's  technology  manager,  Neil 
Berkowitz,  vice  president  of  trading 
and  sales  technology,  worked  closely 
to  sort  out  the  differences  between 
the  technologists  and  the  bank's 
management. 

"I  saw  it  as  my  job  to  facilitate 
and  make  sure  the  project  worked," 
says  Berkowitz.  "So  I  had  to  grapple 
constantly  with  questions  like, 
What's  the  best  way  to  roll  this  out  to 
the  desktop?  How  do  you  manage 
different  versions  of  the  game?  How 
do  you  put  the  game  onto  an  enter- 
prisewide  network?  As  a  computer 
manager  I  knew  the  answers  from 
my  experience,  and  others  trusted 
me  enough  to  follow." 

There  were  also  resource  ques- 
tions to  contend  with.  The  informa- 
tion technology  division  at  Bankers 
Trust,  like  many  IT  units  through- 
out corporate  America,  has  been  pre- 
occupied with  retrofitting  its  com- 
puter systems  to  handle  the  Year 
2000  bug  and  the  switch  to  a  single 
European  currency.  "Trying  to  get 
anything  done  with  Y2K  and  the 
Euro  going  on  was  tough,"  says 
Prensky. 

In  the  end,  the  issue  evaporated 
because  top  management  was  so 
strongly  behind  the  development  of 
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The  network  revolution  is  here.   Who  do  you  want  on  your  side? 


O  1998  Loceni  Technologies 


Lucent  Technologies 

Bell  Labs  Innovations 

600  Mountain  Avenue 

Murray  Hill,  NJ  07974-0636 

www.lucent.com 

i-888-4-Lucent 


We  make  the  things  that  make  communications  work 
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IBased  Trainin; 


If  Corporate  Gameware,  Bankers  Trust's  computer-game  unit,  succeeds, 
it  will  have  to  overcome  as  many  obstacles  as  players  of  its  Doom- 
inspired  training  program,  Straight  Shooter! The  most  formidable  hurdle: 
competition.  Hundreds  of  companies  selling  computer-based  programs 
for  corporate  training— from  tiny  startups  like  Integrity  Training  and 
Bankers  Training  and  Consulting  to  major  players  such  as  Andersen 
Consulting  and  Harcourt  General. 

The  lure:  an  exploding  market.  Virtually  every  major  corporation  has  turned  to 
computer-based  training  for  teaching  employees  everything  from  company 
regulations  to  compliance  to  factory  operations.  Why?  For  one  thing,  the  economics 
make  sense.  Employees  can  be  trained  at  their  desktops  no  matter  where  they're 
based,  without  incurring  travel,  hotel  and  meal  costs,  and  there's  no  lost  productivity 
from  the  time  spent  traveling. 

What's  more,  the  time  required  for  training  by  computer  averages  about  50 
percent  that  of  instructor-led  training,  says  Brandon  Hall,  publisher  of  Multimedia  & 
Internet  Training.  And  computer-based  training  programs  can  be  updated 
constantly,  through  local  networks  or  the  Internet,  without  additional  cost. 

A  few  years  ago,  training  was  a  dirty  word — it  cost  a  lot,  it  bored  people,  and 
budgets  were  shrinking,"  says  Dave  Fallen,  founder  of  Integrity  Training  in  Anaheim 
Hill,  Calif.  "Now,  mainly  because  of  the  computer,  it's  not  a  luxury,  it's  a  necessity." 

Although  most  computer-based  training  currently  is  distributed  via  local  area 
networks — the  same  way  Bankers  Trust  is  sending  Straight  Shooter!  around  the 
world — teaching  via  the  Internet  and  corporate  intranets  is  expected  to  grow  quickly 
over  the  next  few  years.  If  s  by  far  the  most  efficient  way  to  deliver  such  programs, 
because  on  the  Internet  they  can  be  accessed  from  any  type  of  computer,  be  it 
Windows,  Mac,  Unix,  OS/2  or  something  else.  So  the  program  doesn't  have  to  be 
written  for  each  operating  system  a  company  runs. 

Thus  far,  Internet-based  training  has  been  held  back  by  technological 
weaknesses  such  as  limited  bandwidth,  which  slows  down  the  performance  of  the 
programs;  it  takes  far  too  long  to  download  sound,  video,  and  intensive  graphics. 
Also,  graphics  on  the  Internet  pale  in  comparison  to  the  more  complex  moving 
characters  and  backgrounds  that  can  be  developed  for  a  local  area  network.  So 
training  programs  are  often  too  static  and  dull. 

These  problems  are  rapidly  being  resolved  by  new  multimedia  technologies.  It's 
estimated  that  by  2000,  the  Web-based  training  industry  will  generate  $1.5  billion  in 
annual  sales,  up  from  about  a  quarter  of  that  now,  according  to  Hall. 

Bankers  Trust's  approach  to  computer-based  training — using  action  games  and 
board  games,  not  just  tutorials— is  far  from  the  norm.  Compared  to  Straight  Shooter! 
most  computer-based  training  programs— whether  on  the  Internet  or  not — are 
pretty  dull.  The  action,  when  there  is  any,  tends  to  consist  of  stick  figures,  and  the 
creativity  is  limited  to  cute  responses  and  graphics.  Hardly  any  of  the  programs  offer 
true  game  competition  in  the  style  of  Straight  Shooter!  Still,  mindful  of  the  audience 
they  need  to  reach,  most  computer-based  training  developers  are  edging  closer  to 
Bankers  Trust's  advanced  approach. 

"We  constantly  struggle  with  how  far  to  go,"  says  Rachel  Stadler,  director  of 
operations  for  St.  Louis-based  Bankers  Training  &  Consulting,  which  makes  training 
programs  for  financial  services  companies.  "A  lot  of  our  subjects— such  as 
compliance— don't  lend  themselves  to  cuteness.  But  we  have  to  keep  making  the 
programs  more  lively  and  less  boring  to  appeal  to  the  younger  people  who  make  up 
such  a  big  portion  of  the  training  population.'' 


the  game  that  it  was  given  a  priority 
equal  to  Y2K  and  the  Euro. 

Beyond  that,  Bankers  Trust  j 
technologists  thought  that  Prensky 
was  being  a  bit  behind  the  times  by 
not  releasing  Straight  Shooter!  to  of- 
fices worldwide  over  the  company's 
intranet — in  their  view,  the  most  ef- 
ficient way  to  distribute  the  pro- 
gram. Prensky  preferred  launching 
it  on  local  networks  throughout  the 
company  because  he  knew  the  In- 
ternet couldn't  yet  handle  the  high- 
quality  graphics  required  to  make 
the  game  exciting  and  realistic- 
looking.  If  the  game  was  anything 
less  than  state-of-the-art,  it 
wouldn't  entice  the  young  staff  that 
he  was  targeting  and  would  be  no 
better  than  what  it  was  replacing. 

Prensky  got  technologists  on  his 
side  by  compromising.  He  proposed 
to  continue  to  develop  less  techni- 
cal games — for  recruiting  and 
human  resource  issues,  among  oth- 
ers— based  on  non  3-D  formats 
such  as  solitaire,  and  put  those  on 
the  intranet.  When  Internet  graph- 
ics improved,  Straight  Shooter! 
would  move  to  that  platform  as 
well,  he  suggested. 

With  all  of  that  out  of  the  way, 
the  game  was  developed  in  record 
time.  It  took  only  nine  months  to 
finish  and  was  produced  fairly  inex- 
pensively. One  reason:  Prensky  and 
his  team  created  the  game  using  a 
method  known  as  the  template  ap- 
proach: the  game  and  the  content 
are  kept  separate. 

Simply  put,  a  series  of  scenes  are 
built — one  that  has  a  dragon  attack- 
ing from  the  shadows,  for  instance; 
another  that  shows  a  client  walking 
up  to  a  player  in  the  middle  of  the 
street.  These  scenes  are  then  used 
again  and  again,  but  they're  overlaid 
with  different  content — statements, 
questions,  responses,  and  the  like. 

Games  using  templates  with  in- 
terchangeable content  combine  the 
best  features  of  off-the-shelf  and 
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IS   IT   POSSIBLE   TO   BE   THIS   PASSIONATE 

ABOUT   A   DOCUMENT   SYSTEM? 
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Digital    Copier 


Lift  the  hood.  It  is  there  you'll  understand  one's  appreciation  for 
the   remarkable   Minolta   Di620.    Designed   specifically   to   allow 


you  to  control  your  copying  and  printing  in-house  with  unmatched  productivity  and  powerful 
document  finishing  capability.  #  At  it's  heart,  an  advanced  digital  image  processing  technology: 
LIMOS  (Laser  Intensity  Modular  System),  Minolta's  exclusive  process  that  uses  a  one-dot 
intensity  varying  method  to  reproduce  halftones  with  subtle  precision.  #  Yet  perhaps  what  really 
warrants  your  personal  affection  is  the  Di62o's  amazing  ability  to  finish  the  job.  It  staples  in  three 
positions.  Punches  2-hole  or  three-hole.  Even  folds  in  three  ways:  half-fold,  crease-fold  (with 
saddle-stitch),  or  z-fold  for  oversized  pages.   #  Of  course,  you  can  access  all  these  capabilities 


directly  from  your  desktop  using  the  Di620  as  a  network  printer.  Experience  the 


power  of  the  Di62o.  See  why  it's  nothing  short  of  a  high  performance  machine. 
For  more  information  call  1-800-964-6658.  www.min0ltad3.com/ad. 


MINOLTA 


Marc  Prensky,  vice  president  of  human  resources  at  Bankers  Trust 

"This  generation  operates  at  twitch  speed:  MTV  and  action  films' 
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highly-customized  programs  at  a 
much  more  reasonable  cost.  The 
templates  can  be  reused  in  subse- 
quent games  at  virtually  no  addi- 
tional cost  simply  by  adding  new 
content.  In  fact,  says  Prensky.  addi- 
tional learning  modules  tackling  en- 
tirely different  subjects  can  be  cre- 
ated in  days  by  people  with  no 
programming  skills.  "Anyone  with  a 
basic  knowledge  of  the  computer 
can  input  new  content  into  the  tem- 
plate." Prensky  says. 

By  comparison,  creating  a  cus- 
tomized computer-based  action 
game  like  Doom  or  a  training  game 
like  a  flight  simulator,  for  instance, 
can  cost  more  than  $1  million — far 
more  than  Straight  Shooter'  cost  to 
create — and  take  a  year  or  longer  to 
complete  and  debug.  Developing  j 
video  game  can  run  as  much  as  $6 
million. 

Straight  Shooter!  is  now  available 
in  virtually  every  Bankers  Trust  of- 
fice in  1?>  countries.  About  50  new 
employees  complete  the  game  each 
year.  Eventually,  everyone  who 
needs  this  training  will  work  their 
way  through  it.  The  Federal  Re- 
serve, which  is  monitoring  Bankers 
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Trust's  progress  in  fixing  "ANJYONF 
up   its   derivatives   unit,  \a/itu   a 
will    be    meeting    with  pJLvp 
bank  officials  in  coming  D"olO 
months    to    certify    that  KNOWLEDGE 
Straight  Shooter!  complies  0  F  TH  E 
with  the  written  agree-  COMPUTER 
ment       between        the  pA|\j  IMPIIT 
agency  and  the  bank.  MCAA/ 

Enthusiasm    for    the  --..,_-.,- 
game  is  high  throughout  IA/N  I  LIN  I 
Bankers     Trust.     Some  INTO  THE 
salespeople  are  even  run-  TEMPLATE," 
ning  through  it  a  second  PRENSKY 
time,  competing  against  CAVQ 
each   other  to  see  who 
scores  better.  "With  the  juggling  of 
information  and  duties  that  a  job 
these  days  requires — from  numbers 
pouring    out    of    machines,    video 
feeds,  faxes,  phone  calls,  simultane- 
ous meetings,  groupware — this  game 


is  a  comfortable  parallel  world  that 
sets  people  up  for  their  jobs  per- 
fectly," says  Prensky. 

Top  management  is  so  certain 
that  Prensky  is  on  the  right  track  that 
computer  games  are  now  being  de- 
veloped at  the  bank  for  other  opera- 
tions such  as  employee  orientation 
and  help-desk  training.  Prensky's 
group  has  recently  created  comput- 
erized versions  of  the  solitaire  card 
game  called  Learning  Solitaire  and  a 
TV  quiz  show  called  The  Challenge  for 
teaching  such  topics  as  sexual  harass- 
ment rules  and  procedures  for  equip- 
ment repairs. 

The  next  step  is  to  use  these 
games  as  a  recruitment  tool  on  the 
bank's  Web  site  and  in  kiosks  at  job 
fairs.  The  aim  is  to  attract  the  bright- 
est young  talent  to  the  bank 
by  using  the  games  to  test 
whether  prospective  candi- 
dates meet  the  standards  set 
by  Bankers  Trust  as  well  as 
to  present  an  image  of  a  fast- 
moving,  high-tech  firm  with 
an  environment  suited  to 
the  tastes  and  lifestyle  of 
the  twitch  generation. 

Prensky's  unit,  Corporate 

Gameware,  which  has  been 

set  up  as  a  separate  group 

within  human  resources,  is 

also  offering  its  products  to 

clients  outside  the  bank.  A 

small   team   of  salespeople 

been   put  together  to  sell   its 

games  to  corporations,  and  already 

other  financial  services  companies, 

such  as  Chase  Manhattan  and  IBM 

have  signed  on  to  use  Gameware's 

products.  ■ 
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INFORMATION  TECHNOLOGY  enables  creative  solutions  to  vexing  busi- 
ness problems.  The  best  solutions  will  meet  business  objectives  and  en- 
gage users,  especially  those  raised  on  video  games.  It  makes  sense  to 
use  a  cross-disciplinary  committee  to  reach  such  goals,  but  responsibility 
must  rest  squarely  on  the  shoulders  of  one  individual. 


How  OneWorld  helped 

Pericom  put  Hs  finger  on  fhe  pulse 

of  supply  chain  management. 


ow  does  a  leader  in  high-speed  circuits 
ve  customer  satisfaction  a  jolt?  Pericom 
rmiconductor  Corporation  does  it  by 
atomating  their  supply  chain,  from 
anufacturing  through  distribution  and 
ick  office  financials.  With  OneWorld'' 
iterprise  software  from  J.D.Edwards. 
According   to    Dan    Wark,    V.P.    of 


Operations,  "We  wanted  a  partner  that's 
going  to  be  there  for  the  long  haul,  one 
that's  going  to  be  an  A-team,  top-tier  player. 
We're  very  pleased  with  having  chosen 
J.D.Edwards." 

Since  the  implementation  of  OneWorld, 
Pericom  finds  it  easier  to  short-circuit  problems 
and  keep  customers  wired  in.  Says  Wark, 

IDEdwards 

Enterprise    Software 

How  it  ought  to  be- 


"Now  customers  get  delivery  quotes  on-line 
and  we  can  easily  quote  the  status  of  any  order." 

The  result?  Less  waiting.  An  easier  way 
to  do  business.  And  much  happier  customers. 

That's  how  enterprise  software 
ought  to  be.  It  can  be  for  you,  too.  To  find 
out  more,  call  1-800-727-5333  or  visit 
www.jdedwards.com/customer. 
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NEW  "ZERO-LATENCY"  STRATEGIES  ARE  CUTTING  THE  TIME 


ZERO  LATENCY 


by  Roy  Schulte 
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hunderstorms  have  disrupted  air  travel  in  much  of  the  eastern 
i  part  of  the  country.  Even,'  airline  is  forced  to  alter  flight  plans.  A 
routine  occurrence  for  airlines.  But  not  an  easy  situation  to  man- 
age. Major  carriers  such  as  Delta  Air  Lines  have  been  heavily  au- 
tomated for  thirty  years,  but  rapid  and  effective  communications 
remains  a  challenge.  Delta,  for  example,  has  separate  computer 
systems  for  flight  scheduling,  for  the  catering  services  that  load 
food  onto  each  flight.  f<  I  scheduling  flight  crews,  for  fueling,  for  aircraft  maintenance,  for  reporting  arrival  and  de- 
parture times  and  even  for  figuring  out  which  flight  will  be  handled  at  which  airport  gate.  Its  reservation  system, 
Deltamatic,  handles  35  million  transactions  a  day. 

So  when  weather,  equipment  failure  or  other  disruptions  occur,  it  can  take  many  minutes  for  the  information  to 
trickle  down  to  all  of  the  various  operating  units  that  need  to  know  so  they  can  quickly  adjust  their  plans.  "In  our 
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ES  FOR  COMPANIES  TO  RESPOND  TO  NEW  INFORMATION 


business,  information  goes  stale  within  a  matter  of  sec- 
onds or  minutes,"  says  Charles  Feld,  Delta  Air  Lines' 
chief  information  officer. 

Two  years  ago,  Delta  undertook  a  revolutionary  new 
approach  to  the  exchange  of  information  that  Gartner- 
Group  calls  "zero  latency."  The  concept  is  designed  to 
achieve  the  immediate  exchange  of  information  across  ge- 
ographical, technical  and  organizational  boundaries. 

While  Delta's  zero-latency  strategy  centers  on  a  num- 
ber of  separate  databases,  the  heart  of  the  solution  is 
Flight  Legs,  a  database  that  holds  up-to-the-minute  infor- 
mation about  virtually  every  aspect  of  every  flight  in  the 


worldwide  Delta  system.  Unlike  traditional  databases, 
which  are  organized  around  a  single  business  function, 
FTight  Legs  acts  as  a  cross-enterprise  operational  data 
store.  The  system  is  fed  data  from  hundreds  of  sources — 
from  Deltamatic,  from  the  operations  support  system, 
from  the  F"AA's  air  traffic  control  systems,  from  computers 
onboard  every  plane,  and  from  Delta's  scheduling  systems 
and  airport-based  flight  information  display  systems. 

Eventually,  every  interested  department  at  Delta  will 
be  able  to  tap  into  Flight  Legs  and  its  sister  databases — 
passenger  reservations  and  electronic  ticketing — to  get  a 
complete  picture  of  Delta's  flight  operations.  Each  de- 
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partment  will  use  the  information  in  a  different  way. 

The  ground  crew,  for  example,  uses  the  one-year-old  Flight  Status 
Monitor  application  to  get  a  comprehensive  view  of  even-  Delta  flight: 
location,  amount  of  fuel,  when  the  fuel  was  loaded,  final  weight 
"hen  it  was  catered,  which  crewmembers  are  handling  it,  when 
the  flight  was  closed  out,  how  many  people  are  on  board, 
when  cargo  was  closed  out,  number  of  bags  on  board,  the 
time  that  it  pushed  back  from  the  gate,  estimated  time 
of  arrival  and  the  like.  So  they  know  exactly  where 
every  flight  is  at  all  times,  and  when  it  will  arrive  at 
or  leave  the  gate  so  they  can  reassign  gates  as 
rapidly  as  possible  and  not  keep  planes  and  pas- 
sengers waiting. 

The  Line  Maintenance  Operations  System 
(LMOS)  looks  at  the  same  data  from  the 
point  of  view  of  the  airplane  itself— the 
"ship,"  as  the  airlines  say—  rather    than 
from  the  operations  point  of  view  of  get- 
ting the  ship  and  its  passengers  from  one 
place  to  another.  The  maintenance  team 
uses  the  system  to  adjust  maintenance 
schedules  so  that  a  ship  that  needs  fix- 
ing will  have  the  right  mechanic  and 
the  right  part  available  when  the  air- 
plane is  parked  at  the  gate. 


Jits  . 
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In  daily  use  since  mid-1997,  LMOS 
and  the  Flight  Status  Monitor  have  al- 
ready helped  Delta  provide  better  cus- 
tomer service  at  a  lower  cost.  "The  key 
is    real-time    information,"    says    Mark 
Whitney,  principal  at  Delta  Technology. 
"The    zero-latency    infrastructure    helps 
Delta  to  reduce  the  time  it  takes  to  receive 
information  used  for  making  decisions  from 
minutes  to  seconds,  and  that  makes  our  oper- 
ations  more  cost-effective  and  responsive  to 
customers'  needs."  The  crew   scheduling  de- 
partment, for  example,  can  cut  down  on  time 
wasted  by  flight  crews  waiting  for  then  next  flight 
Fewer  planes  can  handle  more  flights  because  they 
can  be  rapidly  redeployed  when  conditions  change 
[Wound  time  for  flights  is  improved  because  the 
nght  amount  of  fuel  is  standing  by,  waiting  to  be  loaded 
onto  the  plane  at  exactly  the  right  time,  thanks  to  advance 
knowledge  of  when  the  plane  *  ,11  be  at  the  gate  and  exactly  ho* 
many  people  ,,„  bc  traveling  „n  thc  ncxt  ^  ^ 

amount  of  fuel  carried).  The  airline  is  also  able  to  adjust  counter  of 
baggage  handles  tha,  meet  each  flight  because  it  knows  when  2  flight  will 
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rrivc  and  how  much  baggage  is  on  it. 

Delta  plans  to  add  more  input  data  sources  and  to  tie 
more  users  into  the  infrastructure  to  improve  other  as- 
pects of  its  operations.  Electronic  ticketing  was  re- 
centlv  added   to  the  system,  and   further  im- 
provements m  passengei  tracking  and  gate 
operations  are  on  the  drawing  board. 

Meanwhile,  the  continuously  updated 
Flight    Legs   database    is   making   life 
easier  for  the  accounting  department. 
Like  most  airlines.  Delta  recognizes 
revenue  on  a  flight  the  minute  the 
aircraft    moves    away    from    the 
gate.   Thanks  to  Flight  Legs,  the 
accounting   systems   can    now 
calculate    profit    and    loss    on 
that   flight  almost   immedi- 
ately.       Another       benefit: 
Delta  has  put  into  place  a 
data  warehouse  that  keeps 
detailed  integrated  ie<  nrds 
of  everv  flig%|  historv.  en 


The  purpose  of  a  zero-latency  communication  and  software 
infrastructure  is  to  reduce  "information  float,"  i.e.,  the  time 
between  when  data  is  captured  in  one  place  and  when  it  be- 
comes available  and  actionable. 

Technically  speaking,  "latency"  is  the  time  it  takes  for 
an  information  system  to  respond  to  an  event  such  as  an 
\ 'I'M  transaction  or  an  airline  ticket  purchase.  The  ulti- 
mate objective  is  for  all  parts  of  the  enterprise  to  respond 
to  an  event  as  soon  as  it  becomes  known  to  any  one  part 
of  the  enterprise.  The  various  divisions  and  departments 
within  the  enterprise — even  the  firm's  external  business 
partners — are  treated  as  cooperating  "subsystems"  regard- 
less of  where  they  are  located.  As  soon  as  any  application 
system  in  an\  workgroup  receives  a  new  input,  it  is  made 
instantly  available  to  all  other  interested  parties. 

The  challenge  in  implementing  zero  latency  lies  in  sur- 
mounting the  technical  and  organizational  boundaries  be- 
tween different  operating  systems,  different  database 
management  svstems,  different  programming  languages, 
different  applications  designs,  and  ultimately,  different 
departments  within  the  corporation.  A  key  aspect  of 
Driu's  strategv  has  been  its  pragmatism.  'The  new  sys- 


THE  VARIOUS  DIVISIONS  AND  DEPARTMENTS  ARE  TREATED 
AS  COOPERATING  "SUBSYSTEMS."  AS  SOON 
AS  ANY  APPLICATION  SYSTEM  IN  ANY  WORKGROUP 
RECEIVES  A  NEW  INPUT,  IT  IS  MADE  INSTANTLY  AVAILABLE  TO 
ALL  OTHER  INTERESTED  PARTIES. 


abling  Delta  management 
to   conduct   decision    sup- 
port analysis  that  was  not 
possible  before. 

Increasing       speed.        of 
course,  has  been  the  goal  of 
information    processing    since 
the  early  1 970s.  when  overnight 
batch  processing  gave  way  to  on- 
line   processing,    which    allowed 
real-time  interaction   with   a  com- 
pany's   mainframe    databases.    That 
revolution,    in    turn,    facilitated    such 
business  strategies  as  just-in-time  inven- 
tory and  manufacturing,  and,  later,  time- 
based  competition.    The   premise  of  time- 
based    competition    is    that    increasing    the 
velocity  of  any  enterprise  function  automatically 
leads  to  benefits  such  as  minimizing  costs  and  maxi- 
mizing tevenues  through  a  variety  of  direct  and  indirect 
ways.  A  zero-latency  strategy  is  based  on  the  same  princi- 
ples and  is  one  way  to  facilitate  time-based  competition. 


terns  have  been  implemented  without  disenrdi 
isting  application  systems,  which  would  have  cosfhun- 
dreds  of  millions  of  dollars  to  replace.  Not  having  to 
re-enter  data  saved  time,  took  less  paperwork  and  im- 
proved accuracy. 

If  zero-latency  strategies  are  so  powerful,  why  haven't 
they  been  used  before?  Because  the  combination  of  tech- 
nologies on  which  they  depend  has  only  become  broadly 
available  in  this  decade.  The  PC  revolution  of  the  Fight- 
ics  made  PCs  available  to  all  types  of  workers,  providing 
an  ideal  mechanism  for  the  kind  of  local  response  crucial 
to  zero  latency.  Just  as  important,  during  the  past  ten 
years,  there  has  been  a  vast  improvement  in  the  corporate 
networks  that  link  those  PCs.  Such  networks  are  now  per- 
vasive; virtually  every  computer  is  on  a  network  today. 

Furthermore,  Internet-inspired  technology,  including 
Web  browsers,  have  become  ubiquitous,  providing  a  com- 
mon mechanism  for  delivering  information  to  people, 
w  hether  the  information  is  generated  internally  or  outside 
of  the  enterprise  and  whether  the  people  are  on  an  inter- 
nal corporate  network  or  hooked  up  to  the  Internet.  The 
Web  is  not  required  for  a  zero-latency  strategy,  but  it  is 
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increasingly  becoming  the  delivery  channel  of  choice. 

The  Internet  has  also  made  it  practical  to  exchange  in- 
formation quickly  among  companies  because  the  commu- 
nication links  required  need  not  be  set  up  in  advance. 
This  has  greatly  aided  the  rapid  and  cost-effective  de- 
ployment of  certain  interenterprise  forms  of  zero  latency. 

These  benefits  are  achievable  today,  although  most  of 
the  successful  examples  are  relatively  new  and  have  not  yet 
been  spread  across  all  of  the  application  systems  and  com- 
puters that  will  eventually  be  brought  into  the  fold.  Lead- 
ing-edge users  such  as  Delta,  3Com,  Bechtel  and  Daiwa 
Securities  have  already  achieved  substantial  benefits  by  ap- 
plying these  concepts  across  a  range  of  applications. 

Taking  full  advantage  of  zero  latency  often  means 
changing  the  way  goods  are  sold,  or  changing  service  pro- 
cedures, as  at  kB^pftSW^gcs.  In  the  process  it  almost  al- 
ways eliminate3Mter-office*rCTlflB|y^*Ding  as  information 
is  rerouted  over  tn^ppw  messaging  sy5ljj£^>^ 

Not  every  indusc 
benefit  from  striving 
rapid-response  capabilities.  ^  >*•*■*. 
Indeed,  if  a  zero-latency  strut-  « 
egy  does  not  directly  ser 
particular  business  pro- 
cess, it  is  simply  unnecessary. 
But  in  any  industry  in  which  conditions  change  quickly, 
and  the  ability  to  keep  up  with  such  changes  is  worth  a  lot 
of  money,  zero  latency  will  become  a  necessity.  That's 
why  the  financial  services  industry  has  striven  for  instant 
response  ever  since  the  computerization  of  trading  func- 
tions. And  that's  why  zero  latency  is  equally  useful  to  en- 
terprises heavily  dependent  on  advance  information  from 
supply-chain  trading  partners. 

In  any  industry  it  is  the  early  pioneers  who  can  reap 
particularly  substantial  benefits  from  zero-latency  strate- 
gies. Customer  service  levels  will  be  raised,  and  with  it, 
customer  volume.  Competitors  must  match  that  service 
level  or  watch  their  customer  base  dwindle.  As  those  ser- 
vice levels  are  matched,  of  course,  the  advantages  of  zero 
latency  become  merely  a  barrier  to  entry. 

At  the  end  of  the  day,  zero-latency  strategies  are  the  ul- 
timate use  of  networking  technology  applied  to  the  chal- 
lenge of  processing  information  across  vast  distances  and 
huge  numbers  of  computers  in  remarkably  short  amounts 
of  time.  It  brings  with  it  more  payback  bur  also  increased 
risk.  What  are  those  risks: 

The  business  process  i  an  become  more  vulnerable  to 
disruption,  in  the  same  way  that  a  just-in-time  inventory 
strategy  makes  a  manufacturing  plant  vulnerable  to  a 
breakdown  in  the  supply  chain.  A  company  that  has 
grown  dependent  on  so  instant  an  exchange  of  informa- 
tion must  never  allow  any  part  of  the  system  to  b 


down.  And  because'such  systems  put  vast  amounts  of  sen- 
sitive information  on  what  amounts  to  a  single  network, 
maintaining  security  becomes  both  more  important  and 
more  difficult.  Companies  that  attempt  to  save  money  by 
skimping  on  networking  and  security  equipment  and  d 
sign  will  put  their  whole  business  at  risk. 

Zero  latency  also  has  a  direct,  personal  impact  on  man 
agers  and  staffers.  On  the  plus  side,  managers  get  bettei 
information  than  they  ever  had  before.  They  can  be 
touch  with  remote  locations  as  easily  as  with  local  ones. 
They  can  ask  the  zero-latency  system  to  notify  them  im- 
mediately of  exception  reports,  for  instance,  and  thus 
avoid  having  to  read  all  those  reports  that  say  conditions 
are  normal. 

But  there  is  also  a  downside.  Managers  who  have  been 
avoiding  the  daily  use  of  a  browser  or  e-mail  will  have  to 
learn  new  tools  and  dedicate  time  to  checking  them  on  a 
regular  basis.  The  new,  expanded  performance  monitor-! 
ing  that  is  a  feature  of  zero  latency  can  be  a  double-edged 
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•^eSfltustcimers 
ncrs  Lind,  in  some  cases,  re 
lays  that  go  unnoticed  today  will 
potentially,  more  widely  reported,  by  the  new  systems. 

Faced  with  changes  of  this  magnitude,  some  employ- 
ees are  bound  to  resist — even  to  try  to  undermine  the  new 
system — unless  the  advantages  of  zero  latency  are  care- 
fully spelled  out  by  senior  management  and  unless  em- 
ployees are  made  to  feel  empowered  rather  than  threat- 
ened by  the  concept.  So  implementing  zero-latency 
strategies  requires  a  substantial  investment  not  only  of 
money  but  of  time  on  the  part  of  top  management  as  well. 

Such  changes  in  corporate  structure  and  culture  are  un- 
avoidable, however,  in  industries  where  the  value  of  in- 
formation depends  on  its  timeliness  and  where  many  dif- 
ferent departments  must  cooperate  closely  to  produce  the 
desired  output.  ■ 


BottomLine 

WHEN  ON-LINE  PROCESSING  came  into  broad  use  in 
Seventies,  early  users  could  deliver  better  customer  ser 
and  gain  a  huge  competitive  advantage  over  companies 
clung  to  batch  systems.  A  zero-latency  enterprise  strate 
has  the  potential  to  achieve  a  similar  breakthrough  by 
applying  the  notion  of  real-time  communication  among 
multiple,  disparate  parts  of  the  enterprise. 
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Your  sales  forecast  just  dropped. 

Are  sales  management  and  the  sales  force 
giving  you  the  same  number? 
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Applications 


You  can  spend  millions  of  dollars  on  application  software  and  still  not  have  the 
information  you  need  to  run  your  business.  That's  because  most  application  software- 
automates  just  the  back  office — or  just  the  front  office.  Oracle  Applications 
integrate  your  entire  business — sales,  service,  supply  chain,  manufacturing, 
accounting,  projects,  human  resources.  Everything.  Our  applications  capture  all  the 
information  needed  to  provide  a  complete  view  of  what's  going  on  in  your  business. 
Every  decision  you  make  is  based  on  up-to-date  information  and  impact  on 
shareholder  value.  We  call  it  business  intelligence.  And  it's  from  Oracle.  Now  you 
know.  If  you'd  like  to  know  even  more — and  who  wouldn't — call  Oracle. 
1-800-633-0919,  ext.  16344,  or  visit  www.oracle.com/ info/ 6  today.       NOW     yOU     kllOW 
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THE  MYTHS  AND  REALITIES  OF  PUTTING 
CUSTOMER  SERVICE  ON  LINE. 

by  Carter  Lusher,  Donna  Fluss  and 
Colleen  McCormick  Amuso 


CUSTOMER  SERVICE 


UTTING  CUSTOMER  SERVICE  on  the  Internet  is  a  no-brainer,  in 
theory"  Service  improves  because  the  customer  has  continuous, 
convenient  access  to  the  company,  and  costs  for  the  company 
are  sharply  reduced.  The  cost  benefits  of  on-line  customer  ser- 
vice  can  be  dramatic.  GartnerGroup  research  shows  that  a  call 
center  fielding  20,000  calls  a  month  costs  a  company  about  $1.2 
million  a  year.  If  just  a  quarter  of  those  calls  can  be  shifted  over 
to  a  Web  site  equipped  with  trouble  shooting  tools,  the  company  would  save  up  to  $285,000  a  year. 

There  are  marketing  benefits  as  well.  The  customer  sen  ice  Web  site  can  gather  enormous  amounts  of  cus- 
tomer information  that  can  be  used  to  develop  strategies  tailored  to  the  needs  of  the  individual  customer.  It  can 
also  give  detailed  information  about  new  products  to  support  future  marketing  efforts. 

For  the  86  million  households  around  the  world  with  access  to  the  Internet,  a  number  that  will  double  in  just 
two  to  three  years,  Web-based  customer  st  i    ii  e  offers  mam  attractive  features. 
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the  Customer 


Convenience.  It's  there  24  hours  a  day,  7  days  a  week. 

Flexibility.  The  more  ways  there  are  to  contact  a  com- 
pany, the  happier  most  customers  will  he. 

Efficiency.  Well-designed  Web  sites  can  often  re- 
solve customer  problems  more  rapidly  than  an  'a^cnt 
can.  New  cyber-tools  called  "cookies,"  for  example,  can 
recognize  customers  when  they  arrive  at  the  site,  saving 
them  valuable  time.  So  consumers  needn't  repeat  a 
product  code  or  respell  the  product's  name  for  an  agent 
wh,o  might  not  have  heard  or  typed  it  correctly. 

Unique  Services.  A  company  Web  site  permits  the 
customer  to  download  text  for  print-outs  or  videos  for 
instantaneous  viewing. 

Should  companies  shut  down  their  call  centers  and 
move  all  customer  service  to  the  Web?  Absolutely  not. 
With  all  its  obvious  advantages,  Web-based  customer 
service  is  still  at  an  early  stage.  For  even  the  most  ven- 
turesome companies  it  should  merely  supplement  ex- 
isting channels.  Some  customers  even  like  a  combina- 
tion of  both.  Spiegel,  Inc.,  the  clothing  and  housewares 
mail-order  house,  is  currently  testing  a  chat  room  on  its 
Web  site  (www.Spiegel.com)  that  connects  shoppers 
with  sales  agents.  If  they  have  a  question  about  an  item, 
they  simply  click  on  the  icon  and  a  window  pops  up 
that  permits  them  to  type  in  their  question.  The  agent 


then  replies  immediately  in  that  same  window.  Early 
results  su^Kcst  that  customers  like  the  service  and  that 
it  is  cheaper  to  operate  than  a  call  center. 

Eventually,  GartnerGroup  believes  all  companies 
will  have  to  add  the  Web  to  their  mix  of  customer  ser- 
vice channels  if  they  are  to  be  competitive.  But  how  fast 
any  particular  company  will  be  able  to  move  in  this  di- 
rection depends  on  the  industry  it  is  in  and  the  compo- 
sition of  its  customer  base. 

The  fact  is  there  are  still  major  constraints  on  the 
Web  that  need  to  disappear  before  high-volume  service 
traffic  can  use  it  aggressively. 

Web  access  and  usage  needs  to  increase.  While  297 

million  people  live  in  the  U.S.  and  Canada,  there  are 
only  47  million  PCs  with  Internet  access.  Internet  ac- 
cess is  expected  to  triple  over  the  next  five  years,  but 
that  still  leaves  a  lot  of  North  Americans  offline. 

Service  functions  need  to  be  consolidated.  All  cus- 
tomer service  channels — phone,  fax,  e-mail,  Web- 
based — need  to  be  managed  as  an  integrated  unit  if 
they  are  to  be  effective. 

Web  technology  must  be  upgraded.  GartnerGroup  be- 
lieves that  within  a  year  two-thirds  of  Web-server  in- 
stallations will  have  to  be  significantly  upgraded  or  out- 
sourced to  hosting  services.  So  companies  adding  the 
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Web  to  their  customer  service  mix  may  have  to  set 
aside  significant  funds  to  upgrade  their  servers. 

Customer  service  people  will  need  Web  design  skills. 
Over  the  next  three  years,  the  staff  who  designed  most 
Web  sites  will  hand  them  over  to  customer  service  staff, 
who  are  not  currently  trained  in  these  skills. 

Web  sites  need  to  become  easier  to  use.  Many  self- 
service  customer  service  Web  sites  are  difficult  to  use. 
Customers  are  more  familiar  with  phone  systems,  and 
have  more  confidence  in  them. 

Security  fears  need  to  be  resolved.  Security  concerns 
will  fade  as  commerce  expands  on  the  Internet  and 
worries  are  proved  to  be  unwarranted.  For  now,  how- 
ever, skepticism  and  real  concerns  remain.  Some  enter- 
prises are  concerned  that  proprietary  information  will 
get  into  the  hands  of  the  wrong  people,  and  so  are  hes- 
itant to  create  Web  applications  that  allow  customers  to 
service  themselves  fully.  Customers  still  worry  about 
providing  sensitive  personal  information.  These  atti- 
tudes inhibit  the  expansion  of  self-service  applications 
'<     that  add  value  to  a  Web  site.  ■ 
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BOTTOM  LINE 

ENTERPRISES  MUST  INCLUDE  the  Web  in  customer- 
service  strategies  in  order  to  curb  expensive  call-center 
traffic,  leverage  unique  marketing  opportunities,  im- 
prove customer  retention,  and  respond  to  customers' 
evolving  expectations  for  convenience  and  flexibility. 
Web  sites  must  match  or  exceed  the  quality  and  respon- 
siveness of  call  centers  so  that  customers  who  use  this 
less  expensive  medium  are  rewarded  for  their  patron- 
age. 


CustomerService 
WEBSITES 

The       Five       Levels 

The  Web  can  be  a  powerful  tool  for  delivering  personalized, 
one-to-one  service  to  customers  at  a  fraction  of  the  cost  of 
other  customer-service  delivery  channels.  Before  you  build  a 
customer  service  site,  however,  you  should  decide  on  the  type 
of  site  your  customers  will  find  most  valuable.  In  doing  so,  con- 
sider three  factors:  Are  your  customers  ready  and  willing  to  use 
a  Web  site  to  service  themselves?  Are  the  products  you  sell 
conducive  to  being  serviced  over  the  Web?  Is  service  over  the 
Web  effective  for  your  type  of  organization? 

If  you  decide  to  build  a  customer  service  site,  you'll  have  to 
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choose  the  type  to  start  with.  What  follows  is  a  list  of  the  five 
types  of  customer  service  Web  sites.  Each  site  builds  on  the 
features  and  technology  of  the  less  advanced  sites. 
CONTENT  SITES 

Provides  basic  information  about  a  company — name, 
address,  phone  number,  e-mail  address — and  a  descrip- 
tion of  its  business  or  products.  Very  similar  to  a  listing 
in  the  yellow  pages.  Such  sites  provide  very  little  value 
for  the  organization  or  its  customers,  but  they  do  get 
vour  organization  up  and  running  on  the  Web. 
FREQUENTLY  ASKED  QUESTION  (FAQ)  SITES 

Content  site  with  a  list  of  frequently  asked  ques- 
tions about  the  company  and  its  products  and  services. 
The  value  of  such  sites  depends  on  the  timeliness  and 
accuracy  of  the  information  and  the  organization  and 
presentation  of  the  questions.  The  better  FAQ  sites  list 
common  questions  in  order  of  priority  and  provide  an- 
swers immediatelv  following  the  questions. 
KNOWLEDGE-BASE  SITES 

Knowledge-base  sites  are  basically  FAQ  sites  with 
intelligence.  Because  such  sites  allow  users  to  query 
and  interact  with  a  database  to  find  answers  to  their 
questions,  they  provide  much  more  detailed  informa- 
tion. The  give  and  take  between  the  customer  and  the 
server  improves  the  customer's  chances  of  finding  the 
information  he  or  she  is  requesting.  For  the  site  to  be 
effective,  however,  the  knowledge  base  must  be  up-to- 
date,  accurate,  and  designed  from  the  customer's  per- 
spective. The  database  needs  to  include  information 
and  queries  that  customers  ask,  not  what  the  organiza- 
tion would  like  customers  to  ask.  The  better  sites  have 
the  ability  to  adapt  themselves  continuously  to  incorpo- 
rate new  customer  queries. 
TROUBLE-TICKET  SITES 

Trouble-ticket  sites  allow  customers  to  initiate  trou- 
ble tickets — a  complete  record  of  the  response  to  a  cus- 
tomer's inquiry.  Such  sites  generally  include  Web 
forms  for  sending  trouble  tickets  to  the  organization. 
The  better  trouble-ticket  sites  allow  customers  to  send 
either  a  preformatted  Web  form  or  an  e-mail.  Then 
they  immediately  acknowledge  receipt  and  provide 
customers  with  a  trouble-ticket  control  number  to  track 
the  progress  of  their  inquiry  from  initiation  through  res- 
olution. Typically,  these  sites  are  used  by  technology 
vendors  whose  customers  are  comfortable  using  the  In- 
ternet to  initiate  transactions.  Organizations  that  cannot 
meet  or  exceed  sen  ice  expectations  on  their  site,  how- 
ever, should  avoid  them. 
INTERACTIVE  SITES 

These  sites  allow  customers  to  service  themselves 
fully  through  interaction  with  the  organization's  servic- 
ing  systems.  Interactive  sites  give  customers  almost  as 
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QAD,  a  leading  enterprise  software  supplier,  and 
Origin,  a  global  implementation  and  support  provider, 
deliver  the  worlds  fastest  best-of-breed  ERP  solutions. 
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The  speed  to  run  your  business." 
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CUSTOMER  SERVICE 


much  access  as  the  organization's  customer  service  rep- 
resentatives (so  data  security  is  a  significant  issue).  Cus- 
tomers can  get  access  to  FAQ  lists  and  knowledge 
bases,  and  transmit  trouble  tickets.  Better  yet,  cus- 
tomers can  interact  directly  with  your  organization  to  re- 
solve problems.  An  added  value  of  such  sites:  by  avoid- 
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ing  the  interaction  fequired  of  a  live  telephone  call,  cus- 
tomers can  work  at  their  own  pace  to  resolve  their  prob 
lems.  These  sites  are  perfect  for  technologically  innova-. 
tive  organizations  and  for  customers  who  prefer 
self-service,  but  they  aren't  effective  for  customers  who 
are  not  technically  sophisticated.  ■ 


The  Cisco  Kid  Grows  Up 


isco  Systems  is  the  worldwide  leader  in  net- 
working products  for  the  Internet.  The  company, 
with  $6.4  billion  in  1997  revenues,  competes  in  a 
high-tech,  business-to-business  market  where  quality 
of  service  is  often  more  critical  to  customers  than 
product  features.  And  Cisco's  customer  base  is  broad. 
Over  the  past  five  years  no  single  customer  has  ac- 
counted for  10  percent  or  more  of  the  company's  net 
sales.  With  revenues  and  customer  growth  nearly 
doubling  each  year,  Cisco  had  to  find  more  cost-ef- 
fective ways  to  expand  and  deliver  consistently  out- 
standing service  and  technical  support. 

The  answer:  Cisco  Connection  Online  (CCO),  a 
round-the-clock  customer-service  and  technical-sup- 
port resource  (http://www.cisco.com).  Launched  in 
1992,  CCO's  primary  focus  is  to  deepen  relationships 
with  existing  customers,  reduce  cycle  time,  lower 
costs,  and  promote  sales. 

CCO  provides  registered  customers  with  a  self- 
service  mix  of  sales,  service,  and  technical  support. 
"You  can't  browse  the  site  and  order  a  Cisco  product. 
You  have  to  be  an  existing  customer,"  says  Cisco  CIO 
Peter  Soh  ik,  who  leads  a  20-person  information  tech- 
nology and  business  development  team  that  supports 
CCO's  global  connection  to  customers.  Customers 
can  check  order  status,  get  pricing  and  product  data, 
review  information  on  their  contracts,  register  for 
seminars,  and  download  software  upgrades  from  an 
on-line  software  library. 

Other  features  of  the  site  include  Hug  Alert,  which 
e-mails  information  about  software  bugs  to  customers 
within  24  hours  of  their  disco*1  ST)  In  Marketplace, 
customers  place  orders  in  i  sysi    m  that  automatically 


Doubling  your  sales  every  year  can 
make  customer  service  a  game  of 
catch-up.  Here's  one  company 
that's  ahead  of  the  game. 

generates  the  right  discounts  and  links  the  order 
the  representative  entitled  to  the  commission.  T'l 
order  checking  area,  called  Status  Agent,  include?. 
FedEx  tracking  record  and  a  link  to  the  FedEx  sitt 

A  key  element  of  the  strategy  has  been  to  shifi 
large  part  of  Cisco's  customer  service  and  technic 
support  workload  from  the  company's  call  center 
the  Internet.  Between  70  and  80  percent  of  inquiri 
formerly  managed  by  Cisco's  call  center  are  now  a 
swered  through  CCO.  The  other  20  to  30  percent 
handled  through  the  700-person  call  center. 

Cisco  estimates  that  without  CCO  its  call  cent 
staff  would  need  to  be  about  three  times  larger.  F 
example,  when  Cisco  added  a  function  to  the  W> 
site  that  allowed  customers  to  print  copies  of  their  i 
voices,  calls  fell  by  2,000  to  3,000  a  month.  Cis 
saves  an  estimated  $200  for  every  inquiry  that  goes 
the  Web  instead  of  the  call  center.  A  1996  Cis 
study  showed  overall  CCO-related  savings  of  $2 
million  annually,  including  reduced  call  center  vi 
ume,  shipping  costs,  and  other  expenses.  In  1994,  t 
site  had  5,000  registered  users.  Today,  the  number 
75,000,  or  38  percent  of  sales.  Cisco  hopes  to  rai 
that  to  60  percent  by  the  end  of  this  year. 

Solvik  believes  that  companies  new  to  e-cot 
merce  can  contain  spending  on  Web  sites — and  g 
more  for  their  money — by  starting  small.  "A  lot 
people  are  tempted  to  take  a  year  and  do  a  hu 
e-commerce  integration.  I'd  advise  them  to  avc 
megaprojects  and  start  small,  with  rapid  developme 
and  implementation,  meaning  no  more  than  90  da 
to  turn  on  a  new  feature,"  says  Solvik. 

— Ann  B.  Graha 
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SAP  business  software.  Because  success 
doesn't  have  any  size  requirements. 


Ken  nuts  SJ50  million 
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Green  tree  Finanaa 
Revenues  Sl.l  billion. 


Whether  you're  small,  midsize  or  large,  SAP  works  with  any  business  that  wants  to  work  better. 


By  linking  your  organization's  departments,  SAP  allows  you  to  share  information,  work 


taster  and  cut  costs.  And  we  do  it  according  to  your  schedule  and  your  budget. 


With  everything  we  have  to  offer,  it's  no  surprise  over  9,000  companies 


all  over  the  business  world  are  using  SAP.  We're  committed  to 


making  your  choice  of  business  software  a  successful  one. 


For  more  information,  visit  www.sap.com/usa  or  call  1-800-283-1SAP. 
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TeomSAP"  is  tin-  coordinated  effort  of  people,  processes 
.^cind  products  to  deliver  better  business  results. 


A  Better  Return  On  Information.' 


MAKING  IT  INVESTMENT' 


WHY  DO  MOST  COMPANIES  FUMBLE  THEI 
INFORMATION  TECHNOLOGY  SPENDING? 
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OST  EFFECTIVE 


INFORMATION 
TECHNOLOGY 

bv  Bill  Rosser 


OUGHLY  70%  OF  all  Information  Technology  application  in- 
vestments that  companies  make  are  either  not  completed  or 
exceed  cost  projections  by  nearly  200  percent.  These  numbers 
are  appalling.  Yet  according  to  GartnerGroup's  Dataquest,  the 
Information  Technology  market  is  expected  to  grow  11  per- 
cent a  year  for  the  next  four  years.  What  seems  to  be  causing 
problems  at  most  companies  is  lack  of  communication.  The 
business  unit  executives  either  don't  know  much  about  IT  or  don't  realize  how  important  their  input  on  IT 
investment  decisions  can  be.  So  they  leave  the  purchasing  decisions  to  their  information  systems  people. 

But  the  IS  people  are  rarely  in  the  loop  in  terms  of  closely  understanding  what  their  companies  are  trying 
to  achieve  in  the  marketplace.  So  they  pick  out  systems  that  are  wonderfully  sophisticated  technologically 
but  that  may  provide  little  business  benefit.  After  all,  different,  equally  sophisticated  technology  invest- 
ments bring  different  benefits  to  the  organization.  And  if  the  business  unit  executives  do  remain  involved  in 
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the  decision,  they  tend  to  pick  systems   MOST  COMPANIES  nin§'  and  even  enterPrise  systems 

that  maximize  the  productivity  of  their  DEVOTE  85  PERCENT   and  SaleS  automation — that  directly 


OF  THEIR  IT  BUDGET 


own  division  but  cannot  be  integrated 
with  systems  elsewhere. 

The  solution  is  obvious:  The  infor-  '  U  U  I ILI  I  Y 

mation  systems  department,  the  heads  FUNCTIONS,  12 

of  the  business  units,  and  top  manage-  PERCENT  TO 

ment  need  to  meet  regularly.  Top  man-  PRODUCTIVITY 

agement's  time  is  justified  not  simply  ENHANCEMENT 

by  the  cost  of  the  new  system  itself,  but  ppp^p--^     AM|-\    11  ict 

also  by  the  rising  expectations  the  com-  trru1"*    ^>  F 


pany  has  for  it. 


3  PERCENT  TO 


Business  judgment  needs  to  be  bal-  CU  II ING-EDGE 
anced  with  technologv  knowledge  in   EFFORTS  TO  GAIN 
three  ways:  COMPETITIVE 

Can  the  new  technology-  cut  costs.'   Anx/AMTAPp 
This  involves  primarily  low-risk  utility 
functions  that  are  vital   but  have   little   strategic 
value — payroll,  bookkeeping,  human  resources  and 
the  like.  Costs  can  be  trimmed  without  hurting  a 
company's  customer  relationships. 

Can  it  improve  corporate  performance?  This 
question  ventures  into  functions — such  as  distribu- 
tion and  logistics,  manufacturing  and  resource  plan- 


affect  customers  and  operating  costs. 
Can  it  generate  new  business  op- 
portunities? This  involves  new  op- 
portunities to  seek  significant  com- 
petitive advantage  in  such  areas  as 
knowledge  management,  customer 
data  warehouses,  supply  chain  man- 
agement and  electronic  business. 

Most  companies  devote  85  per- 
cent of  their  IT  budgets  to  utility 
functions,  12  percent  to  productivity 
enhancement  efforts,  and  a  scant  3 
percent   to  cutting-edge   efforts  to 
gain   competitive    advantage.    That 
breakdown    could    explain    the    IT 
communications     problem — company     executives 
don't  fully  comprehend  how  information  technology 
can  help  them  in  areas  of  strategic  importance.  They 
tend  to  think  of  IT  investments  solely  in  terms  of 
cost  savings  for  nonstrategic  functions.  IS  depart- 
ments therefore  tend  to  feel  pressured  to  think  of 
IT  investments  solely  in  terms  of  cost  savings. 
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THE 

CONTRIBUTIONS 
OF  INFORMATION 
TECHNOLOGY 
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Graphics  created  by  Nigel  Holmes 
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POTENTIAL  CONTRIBUTION  TO  BUSINESS  PERFORMANCE 


-*HIGH 


The  combination  of  limited  business  vision  and 
:xcessive  focus  on  costs  generally  results  in  one  or 
nore  of  the  following  problems: 
'  Frustration  on  the  part  of  senior  executives  at  a 
apidly  growing  budget  with  no  clear  value —  and 
10  way  to  manage  it. 

•  A  budget  inadequate  for  achieving  expectations. 

•  No  identification  of  promising  strategic  opportu- 
litres  for  the  company. 

•  Defections  of  talented  IS  people. 

How  can  a  company  avoid  these  problems?  Port- 
olio  analysis  is  a  useful  supplement  to  financial 
malysis  in  making  IT  decisions.  Portfolio  analysis 
:reates  three  classifications  for  all  applications,  de- 
ermined  by  the  degree  of  improvement  to  corpo- 
ate  performance:  A  utility  application  is  essential 
3ut  does  not  make  the  firm  better.  An  enhancement 
application  is  designed  to  improve  performance, 
»vhile  a  frontier  application  should  have  a  dramatic 
mpact  on  enterprise  performance. 

Identifying  the  company's  main  objectives  in 
nnaking  the  IT  investment  obviously  helps  identify 
he  appropriate  system.  If  a  company's  main  goal  is 


to  use  IT  to  make  major  improvements  in  business 
performance,  then  utility  applications,  while  essen- 
tial, will  not  add  much  value.  In  that  case,  the  IS  de- 
partment should  make  sure  that  existing  nonstrate- 
gic  business  processes  are  running  as  efficiently  as 
possible,  and  then  pitch  senior  management  on  how 
IT  systems  can  help  the  company  enhance  perfor- 
mance or  identify  new  opportunities.  Another  sig- 
nificant benefit  of  portfolio  analysis  is  that  it  can 
help  allocate  funds  more  productively  among  com- 
peting projects,  and  prioritize  those  projects. 

It  is  important  to  remember,  also,  that  applica- 
tions in  functional  areas  do  not  remain  static  over 
time.  Companies  such  as  AT&T,  MCI,  and  Aus- 
tralia's Telstra,  for  example,  have  spent  millions  on 
data  warehouses,  state-of-the-art  call  centers,  and 
other  customer  data  management  technologies  to 
provide  highly  customized  billing  services.  So  a  rou- 
tine IT  application  such  as  billing  became  a  high- 
value-added  service. 

Another  tool  that  can  be  useful  in  conjunction 
with  portfolio  analysis  is  to  characterize  your  com- 
pany's orientation  to  technology  in  the  context  of  its 
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When  Should  You  Outsource  IT  Functions? 


The  vendors  who  sell  software  to 
improve  these  strategic  business 
processes  are  meeting  the  in- 
creasing market  demand  for  these 
applications  by  coming  up  with 
more  and  better  solutions  in  this 
area.  But  these  vendors  are  often 
relatively  new  firms  offering  new 
products.  So  it  is  critical  that  or- 
ganizations evaluate  the  vendors 
and  their  products  carefully. 

Here  are  some  of  the  things  to 
consider  when  selecting  a  soft- 
ware vendor  for  enhancement 
functions: 

•  Financial  viability 

•  Technological  compatibility 

•  Effectiveness 

•  Service  and  support  capability 

•  Cost 
•Vision 
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Utility  functions 

Because  these  nonstrategic 
— if  absolutely  necessary — 
applications  don't  add  sig- 
nificant value  to  a  business, 
and  the  data-processing  re- 
quirements are  the  same  for 
most  companies,  even  across 
industries,  external  service 
providers  can  perform  most 
of  these  functions.  So  com- 
panies should  definitely  con- 
sider outsourcing  utility  ap- 
plications to  them. 


AMONG  THE  KEY  RISKS 
OF  OUTSOURCING: 

•  Communicating  business 
objectives  poorly. 

•  Selecting  a  vendor  too 
quickly. 

•  Losing  control  over  perfor- 
mance of  the  IT  task. 

•  Losing  access  to  key  infra- 
structure such  as  databases 
and  network  services. 


industry  as  either  Type  A,  B,  ot  C. 

Type  A  companies  compete  at  the  cutting  edge  of 
innovation  and  use  IT  as  a  weapon.  For  them  the 
benefits  of  gaining  competitive  advantage  fre- 
quently outweigh  the  risks  inherent  in  the  early  use 
of  technology. 

Most  companies  fall  into  the  second  Type  B  cate- 
gory. They  compete  neither  on  price  nor  on  innova- 
tion, but  on  full  service  and  overall  value.  They  use 
IT  to  improve  their  productivity,  product  quality 
and  customer  service. 

Then  there  are  the  Type  C  companies,  which 
compete  on  the  thin  edge  of  cost  margin  or  econ- 
omics of  scale,  and  use  IT  mainly  ro  reduce  costs. 
They  are  the  second  largest  group.  Type  C  compa- 
nies generally  lag  the  market  by  a  year  or  two,  wait- 
ing for  a  technology  to  become  absolutely  stable, 
and  for  its  price  to  reach  the  lowest  level,  before 
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Enhancement  functions     Frontier  functions 


Companies  generally  need  system 
integrators  to  implement  fronti 
initiatives.  There  are  no  prepack 
aged  applications  that  offer  a  com 
plete  solution.  Instead,  companies 
must  develop  the  solutions  them 
selves,  by  either  combining  differ 
ent  applications  or  by  developin 
entirely  new  applications.  Becaus 
of  the  intellectual  and  programming 
demands  on  the  IS  department, 
most  companies  use  systems  inte- 
grators to  supplement  their  internal 
IS  resources.  To  evaluate  systems 
integrators,  companies  often  base 
their  decision  by  using  the  following 
criteria,  listed  in  descending  order 
of  importance: 

•  Relationship  to  client 

•  Success  with  similar  assignments 

•  Cultural  compatibility  with  client 

•  Understanding  of  client's  business 

•  Project  management  expertise 

•  Technical  credibility 

•  Price 


committing  to  a  purchase. 

Of  necessity  these  are  broad  generalizations,  de- 
signed as  shorthand  to  convey  a  company's  overall 
posture  towards  technology.  In  reality,  of  course, 
there  are  wide  variations  inside  the  company  from 
one  department  to  another.  Finance  might  be  Type 
A,  and  human  resources  Type  B. 

LIsing  the  Type  ABC  framework  in  conjunction 
with  portfolio  analysis  can  help  executives  select  the 
mix  of  utility,  enhancement  and  frontier  applications 
best  suited  to  their  organization. 


BOTTOMLINE 

ENTERPRISES  WILL  MISS  critical  business  oppor 
tunities  and  will  find  IT  costs  spiraling  out  of  contro 
unless  IT  and  business  unit  managers  learn  to  wort  Rf 
in  closer  partnership  than  is  typical  today. 
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75%  of  the  top  500 

companies  look  to 

us  to  help  them 

anage  information 

technology. 


IDGartnerGroup 


The  Voice  of  IT 


You've  seen  what  IT  (information  technology) 
can  do  for  a  company.  Now  meet  the 
company  that  will  give  you  IT  management 
insight:  GartnerGroup.  Our  worldwide  team 
of  775  analysts  represent  the  top  minds  in  IT. 
They'll  help  you  look  beyond  the  obvious  to  see 
the  business  impact  of  technology  issues.  And 
their  quick,  actionable  advice  will  guide  you  in 
making  decisions  and  managing  technology  in 
the  most  effective,  not  the  most  predictable,  way. 

GartnerGroup  is  the  voice  of  IT.  By  combining 
bottom-line,  business-oriented  analysis  with  in-depth 
knowledge  of  technology  trends  and  develop- 
ments, we  help  clients  approach  long-  and  short- 
term  IT  issues  with  confidence.  And  with  an 
unmatched  track  record  for  reliability  and  accuracy, 
it's  no  wonder  that  75%  of  the  country's  top  500 
companies  are  also  GartnerGroup  clients. 

Looking  for  a  better  way  to  manage  IT?  Give 
GartnerGroup  a  call  at  +1-203-316-6202  or  visit  us 
on  the  World  Wide  Web  at  www.gartner.com. 
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Who 
Can  I 

Trust  ? 


An  Interview  with  Manny  Fernandez,  CEO,  GartnerGroup 

In  1997,  global  companies  spent  $782  billion  dollars  on  information  technology,  including  network  equip- 
ment, hardware,  software,  technical  support  and  training,  and  the  like.  By  2003,  that  figure  is  expected  to 
rise  to  $1.7  trillion,  making  information  technology  the  fastest  rising  corporate  expense.  For  the  past  two 
decades  companies  that  have  invested  heavily  in  information  technology  have  generally  shown  a  steady  rise 
in  profitability,  even  though  senior  management  has  not  been  closely  involved  in  IT  decisions.  As  the  cost 
and  the  strategic  importance  of  this  increasingly  sophisticated  technology  has  risen,  however,  top  manage- 
ment, particularly  CEOs,  have  gotten  more  and  more  involved.  We  asked  Manny  Fernandez,  CEO  of  Gartner- 
Group,  the  world's  foremost  information  technology  advisory  group,  to  comment  on  this  trend. 
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Can  you  describe  how  the  role  of  information 
technology  is  changing  in  companies  and  how  the 
CEO  should  be  evaluating  those  changes? 

Manny  Fernandez:  For  years  information  technol- 
ogy has  been  relegated  to  the  techies  in  the  back 
rooms.  They've  been  hidden  away,  doing  cost-re- 
duction programs  and  automation  projects  that 
had  very  well-defined  paybacks.  Their  deal  with 
senior  management  was  simple:  "You  give  me  $3 
million  to  implement  X,  don't  bother  me,  and  I 
will  give  you  a  payback  in  18  months." 

Then,  information  technology  moved  on  to  im- 
proving communications.  The  IT  department  was 
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asked  to  create  an  infrastructure  for  the  corpora- 
tion that  would  allow  more  direct  communication 
by  means  of  e-mail,  groupware,  collaborative  soft- 
ware. Most  of  these  functions  have  a  payback  that 
is  not  as  well  defined  as  the  cost-reduction  pro- 
grams of  the  past.  They  are  mostly  justified  on  the 
grounds  that  they  improve  productivity,  because 
they  make  it  possible  for  people  to  work  together 
as  teams  more  efficiently. 

That  has  been  the  history  of  information  tech- 
nology. From  time  to  time,  a  chief  information  of- 
ficer might  have  worked  with  the  CEO  to  create 
strategic  information  technology  products,  such  as 
Max  Hopper  at  American  Airlines  with  Sabre,  or 
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the  whole  development 
of  FedEx,  but  this  was 
not  the  norm. 

So  where  are  we  today? 

A  couple  of  things  have  taken  place  in 
information  technology  that  are  of 
tremendous  importance  to  a  CEO. 
First,  information  technology  invest- 
ments in  general  are  rising  rapidly  Five 
years  ago,  companies  spent  on  average 
1.5  percent  of  revenues  on  information 
technology.  This  year  the  range  is  5  per- 
cent to  7  percent.  By  the  year  2003,  it 
will  be  12  percent  to  14  percent. 

So  if  your  company  doesn't  learn  how 
to  find  productive  new  uses  for  informa- 
tion technology,  it  is  going  to  shave  any- 
where   from    five    to    ten    percentage 
points  of  earnings  off  your  company's 
net  profit  going  forward.  The  rise  of  the  informa- 
tion technology  budget  is  the  single  biggest  shift  in 
the  profit-and-loss  statement  that  we  have  seen 
anywhere. 

So  we're  getting  rising  costs  for  information  tech- 
nology while  gains  are  plateauing? 

As  we  have  known  those  gains  .  .  .  and  that's  the 
key. 

What  do  you  mean? 

A  CEO  today  is  faced  with  requests  for  rapidly  in- 
creasing information  technology  expenditures  that 
he  lacks  the  in-depth  technical  knowledge  to  eval- 
uate. In  particular,  he  does  not  always  appreciate 
what  it  can  do  to  reshape  his  business.  For  infor- 
mation technology  to  work,  it  has  to  move  from 
being  a  line  in  the  P&L  to  becoming  a  partner  in 
the  corporation's  revenue  line. 

If  information  technology  expenditures  cannot 
get  justified  as  a  revenue  enhancer,  as  a  market 
share  gainer,  because  of  its  ability  to  fend  off  com- 
petitors, to  create  barriers  of  entrv.  or  to  deliver 
goods  and  services  more  efficiently,  the  new  round 
of  information  technology  expenditures  will  not 
pay  off  for  companies 

So  the  CEO  has  to  ask  himself:  a)  how  Jo  !  get 
comfortable  with  information  technology;  b)  who 
do  I  trust;  c)  where  in  the  organization  do  1  inn  e  in- 
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formation  technology  'I 
report  to;  d)  how  do  I  '* 
get  the  discipline  re-  j 
quired;  and  e)  how  do 
I  get  involved  if  I  am  ' 
to     use     information 
technology         effec-  < 
tively  in  new  ways? 
GartnerGroup     plays 
an      important      role 
here.    Over   the   last  I 
twenty    years    we've 
developed  a  powerful 
and  unique  perspec- 
tive that  has  proven 
incredibly  valuable  to 
technology     decision 
makers. 

Only  now  the  face  l 

of       that       decision 

maker    is    changing. 

Now  it's  just  as  likely  to  be  the 

face  of  the  CEO.  So  we'll  be  : 

there  for  him  too. 

After  a  CEO  deals  with  the 
question  of  budgets  and  using 
information  technology  strategi- 
cally, there  is  a  second  piece. 
The  CEO  must  give  some 
thought  to  the  liabilities  his  com- 
pany could  face  due  to  improper 
technology  implementation.  Not 
being  on  top  of  the  Year  2000 
problem,  for  example,  will  stop  a 
corporation  dead  in  its  tracks. 
But  far  worse  is  the  possibility 
that  you  might  stop  other  compa- 
nies to  whom  you  are  connected 
in  theirs,  and  you  may  be  liable 
for  that. 
When  GartnerGroup  first  began  analyzing  the 
Year  2000  problem  back  in  1994,  we  assumed  that 
it  would  cost  somewhere  between  $300  billion  and 
$600  billion  to  make  a  complete  fix.  But  now  we're 
looking  at  an  additional  $1.3  trillion  in  legal  fees 
that  are  going  to  result  from  unresolved  Year  2000 
problems. 

Are  there  any  other  potential  liabilities  lurking 
about? 

Another  one  of  these  huge  problems  is  the  Euro 
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(inversion.  How  will  you  do  your  accounting? 
Vhat  will  it  cost  you  to  replace  all  of  your  software 
o  that  it  has  the  Euro  symbol?  A  small  thing  like 
hat  can  bring  a  company  to  its  knees.  We  call  these 
roblems  megafixes,  and  they  are  problems  the 
^EO  has  to  be  acutely  aware  of.  But  the  CEO's  in- 
olvement  with  information  technology  to  this 
>oint  has  been  minor. 

•Vhat  should  he  do? 

le  has  to  deal  with  the  whole  subject  of  technol- 
gy  governance  planning.  Who  is  doing  technology 
overnancc:  Docs  it  reside  with  the  information 
echnology  executive?  Does  it  reside  at  the  CEO 
evel?  Docs  it  reside  at  the  CEO  level?  Or  should 
here  really  be.  because  of  the  incredible  liabilities 
hat  this  has.  and  the  impact  that  it  has  on  the  ovcr- 
11  company,  one  step  above 
hat:  some  type  of  gover- 
lance  at  the  board  level: 

I'll  bet  that  less  than  1 
percent  of  the  corporate 
hoards  in  the  world  today 
nave  an  information  tech- 
nology committee.  They  all 
nave  an  audit  committee,  a 
ompensation  committee 
II  these  committees,  but  no 
nformation  technology 

committee. 

And  on  top  of  that,  they 
change  chief  information 
officers  all  the  time.  They 
joke  that  CIO  stands  for 
Career  Is  Over. 

That's  absolutely  right.  The 
average  chief  information 
officer  has  a  tenure  of  be- 
tween  30  and  36  months. 

This  has  been  an  almost  no-win  job.  Let's  be  real 
■tie.  Less  than  30  percent  of  all  CIOs  in  the  world 
report  to  the  chief  executive.  Their  exposure  to 

arger  corporate  issues  is  limited.  The  CIO  is  the 
mechanic,  in  effect 

We've  talked  about  some  of  the  negative  reasons 
CEOs  should  get  more  closely  involved  with  infor- 
mation technology.  There  must  be  positive  reasons 
as  well. 


Sure  there  are.  We  are  in  a  period  where  the  lead- 
ership of  many  industries  is  about  to  be  reshaped. 
The  more  the  role  of  technology  is  in  flux,  the 
greater  the  amount  of  dislocation. 

As  companies  that  are  not  usually  thought  of  as 
being  involved  with  technology  learn  to  use  tech- 
nology better,  they  have  the  opportunity  to  go  from 
being  number-five  or  number-ten  players — or  new 
entrants — to  becoming  market  leaders. 

Unquestionably,  the  Web  has  had  that  kind  of  an 
impact.  The  obvious  example  is  Amazon.com  in 
the  book  business.  Clearly  a  technology  implemen- 
tation has  shifted  the  way  that  you  and  I  might  pur- 
chase books. 

We  will  see  that  this  supply  chain  and  value 
chain  shift  will  allow  companies  to  jump-start  and 
to  leapfrog  and  to  separate  or  to  enhance  them- 
selves even  further  away  from  their  competition.  I 
believe  that  the  next  five  years 
i  are  going  to  be  the  most  exciting 
opportunity  years  because  of 
these  changes. 

How  does  a  CEO  cope  with  all 
this? 

You  can  devise  some  programs 
that  will  get  you  going.  Eirst  off, 
you  have  to  say  to  yourself,  "My 
business  over  the  next  five  years 
will  change."  I  cannot  see  a  single 
business  that  will  run  the  same 
way  it  ran  ten  years  ago.  This  is 
the  first  time,  I  think,  since  the 
Industrial  Revolution  that  we  will 
see  truly  drastic  change.  Every 
one  of  our  businesses  will  be  re- 
structured in  one  way  or  another 
as  it  is  impacted  by  technology. 

Once  the  CEO  accepts  that,  he 
should  ask  himself,  "How  do  I 
develop  a  strategic  plan  that  truly 
embraces  technology,  and  how  do  I  bring  technol- 
ogy into  this  change?"  The  next  thing  that  I  have 
to  do  is  surround  myself  with  people  who  can  em- 
brace change,  and  who  I  can  trust.  And  that  means 
not  only  do  I  have  to  make  the  CIO  part  of  this,  but 
I  have  to  surround  myself  with  people  who  believe 
this. 

Unfortunately,  it's  going  to  be  difficult  for  many 
to  do  that.  But  those  who  do  embrace  it  have  the 
ability  to  shift  and  change. 
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That  sounds  a  lot  like  GE,  which 
has  changed  from  being  a  cost-dri- 
ven manufacturer  to  being  a  ser- 
vice company.  Is  that  what  you  mean? 

That's  a  perfect  example.  In  this  case,  real  change 
will  be  driven  by  those  who  can  embrace  informa- 
tion technology,  not  just  those  who  pay  lip  service 
to  it. 

How  will  changing  information  technology  allow 
the  company  to  interact  with  its  customers  in  a 

new  way? 

I  think  that  it  starts  all  the  way  at  the  very7  begin- 
ning, in  the  gathering  of  information  in  a  wide  vari- 
ety of  ways.  Then  it  shifts  to  the  collaborative  soft- 
ware that  permits  the  sharing  of  this  information 
among  all  the  departments  that  touch  a  client  in 
any  way. 

The  next  aspect  of  change  might  run  back  into 
the  factory,  where  improved  factory  management 
tools  shorten  the  period  of  delivery,  improve  qual- 
ity, all  of  the  things  we  have  been  concentrating  on 
in  recent  years. 

Then  this  information  technology  revolution 
will  permit  us  to  do  some  data  mining  of  the  client 
so  as  to  customize  one-on-one  marketing,  and  get 
closer  to  the  customer 
faster  and  more  fre- 
quently than  just  at  the 
inventory  or  cycle 
times. 

Lastly,  there's  elec- 
tronic delivery  and 
communication  and 
electronic  commerce, 
and  how  to  be  able  to 
go  to  the  last  mile  in 
your  relationship  with 
these  clients,  to  close 
the  circle  with  these 
clients.  And  as  part  of  closing  that  circle  to  be  able 
to  get  appropriate  feedback  on  products,  service*- 
and  delivery  and  be  able  to  staT  the  whole  process 
all  over  again. 

What's  the  function  of  GartnerGroup  i, 

GartnerGroup  is  the  voice  of  information  te< 
ogy.  Our  reputation  is  one  of  independence 
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"YOU  HAVE  TO 
SAYTOYOUF-v- 
SELF,  'MY  BUSI- 
NESS OVER 
THE  NEXT  FIVE 
YEARS  WILL 
CHANGE.' 
I  CANNOT  SEE 
A  SINGLE  BUSI- 
NESS THAT 
WILL  RUN  THE 
SAME  WAY  IT 
RAN  TEN  YEARS 
AGO.  THIS  IS 
THE  FIRST 
TIME,  I  THINK, 
SINCE  THE  IN- 
DUSTRIAL REV- 
OLUTION THAT 
WE  WILL  SEE 


tivity,  quality  and  integrity. 

We  take  this  very  seriously 
GartnerGroup  covers  the  breadrj 
and  depth  of  the  information 
technology  landscape  through 
our  analysts,  and  research  prod 
ucts  and  services.  Many  peopU 
think  of  us  as  the  Consumer  Rt 
ports  of  the  industry. 

Do  you  see  GartnerGroup  step^ 
ping  out  beyond  its  traditiona, 
model  of  information  sourcel 
How  aggressive  do  you  intend  ti 
be  in  explaining  the  position  oj 
information  technology  in  thi 
new  world  order? 


In  the  beginning,  we  only  sold  to 
the  Top  Fifty,  because  it  was. 
clear  they  were  the  only  peoplel 
buying  technology  back  in  the 
Seventies.  As  technology  contin-* 
ues  to  move  down  the  chaim 
thousands,  tens  of  thousands  ot 
companies  are  going  to  have  the 
TRULY  DRASTIC  problems  that  the  Top  Fifty  com-' 
CHANGE."  panies  had  back  in  the  Sixties 

and  Seventies. 

So  we're  seeing  not  only  that 
thousands  of  companies  are  having  the  same  prob- 
lems, but  because  technology  is  being  distributee 
within  those  companies,  the  decision-making 
process  has  gone  from  one  to  thousands  of  people 
who  are  impacted.  So  we  have  two  factors  here:  Or 
the  X-axis  we  are  seeing  more  and  more  compa- 
nies that  are  required  to  implement  technology 
and  on  the  Y-axis  we  see  more  and  more  people 
per  company  that  have  to  implement  technology. 
Our  goal  is:  How  do  we  make  the  information 
available  that  we  have  always  made  available  tc 
people,  what  to  buy  from  whom,  what  can  be  re- 
lied on. 

In  many  ways  GartnerGroup  has  to  find  ways  tc 
use  information  technology  to  reshape  itself  as 
well.  It  has  to  change  and  shift  the  way  it  does  its 
own  business.  This  is  a  big  challenge  for  us.  Today 
we  are  a  business-to-business  company,  but  even- 
tually that  next  leap  of  business-to-consumer  must 
take  place,  and  it's  a  matter  of  product,  pricing. 
availability.  ■ 
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o  Stands  Behind  youR 


ICSA,  Inc.  has  been  leading  the 
charge  for  greater  computer  security 
assurance  and  computer  security 
product  certification  since  1989. 
Using  the  knowledge  and 
expertise  we've  gained,  we  provide 
the  most  comprehensive  network 
security  assessment  and  certification 


services  around. 


In  fact,  we're  the  industry's 
only  objective  authority.  There's  no 
hidden  sales  agenda.  Just  an  honest 
assessment  of  your  Internet  perimeter 
vulnerabilities  plus  recommendations 


on  how  to  fix  them.  And  with  our 


regular  security  updates  and  spot 
checks,  you'll  continue  to  fend  off 
new  threats  and  protect  your 
important  information. 

Get  ICSA  behind  your  network 
security.  Visit  www.icsainc.com 


, 


The  security  assurance  company. 
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GartnerGroup 
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NameGame  ontheWeb 

My  company  is  looking  to  register  its  name  as 
an  Internet  domain  name.  How  can  we  figure 
out  whether  the  name  has  already  been  taken? 
And  if  it  has,  can  we  get  it  back? 
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AUDREY  APFEL  FOR  GARTNERGROUP: 

It's  easy  to  determine  whether  the  name  you  want 
is  taken  and  by  whom.  Simply  go  to  Whois,  the  domain 
name  search  engine  registration  service  offered  by 
Network  Solutions'  Internic  (rs. internic.net/cgi- 
bin/whois)  or  to  Netnames  (www.netnames.com)  to 
check  whether  your  choice  of  Internet  domain  names 
is  currently  registered. 

Here  is  a  partial  list  )f  reasons  your  domain  name 
might  be  registered  by  someone  else: 

•  It  is  someone's  last  name 

•  It  is  the  name  of  a  business  in  another  industry 

•  It  is  the  name  of  a  business  in  another  country 
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•  Someone  wants  money  from  you 

•  Someone  thought  the  name  sounded  nice 
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At  this  stage  in  the  development  of  the  Internet,  the 
guarantees  that  an  enterprise  will  be  able  to  stake  a 
claim  to  its  first  choice  for  a  domain  name  are  few. 
There  are,  however,  a  number  of  options  and  strategies 
that  should  be  considered  when  the  domain  name  you 
want  has  already  been  registered. 

You  can  pursue  legal  action  if  the  use  of  your  com- 
pany's name  is  an  infringement  on  your  trademark  or 
some  other  breach  of  the  law.  In  such  cases,  profes- 
sional legal  counsel  is  mandatory:  recovering  your 
name  will  not  be  a  simple  or  casual  exercise. 

There  are  few  enforceable  legal  or  business  prece- 
dents for  cases  such  as  these.  Network  Solutions  (the 
current  registrar  and  controlling  body  for  the  ".com" 
name  domain)  has  put  in  place  a  policy  for  resolving 
domain  name  disputes,  but  even  their  policy  is  vague 
and  incomplete. 

You  can  always  simply  make  an  offer  to  buy  the 
name  from  its  current  owner.  However,  the  current 
owner  may,  for  whatever  reason,  demand  a  price  that 
exceeds  the  value  you  yourself  would  place  on  the 
name.  Or  the  current  owner  may  simply  be  unwilling 
to  sell. 

An  alternative  is  to  register  an  alternate  name  that 
closely  resembles  your  first  choice.  Several  well-known 
enterprises  currently  use  domain  names  that  are  not 
exactly  like  those  you  might  expect.  Domain  names 
are  limited  only  by  the  practically  infinite  variety  of 
language  and  human  creativity. 

Although  a  certain  number  of  users  will  inevitably 
hit  the  "wrong"  site  the  first  time  around,  the  wide- 
spread use  of  search  engines  and  bookmarks  means 
that  the  probability  that  your  site  will  be  found  and  re- 
membered is  high. 

Finally,  whoever  is  using  the  domain  name  you  be- 
lieve would  be  most  closely  associated  with  your  entity 
may  be  willing  to  include  a  link  on  its  page  that  will 
point  to  your  enterprise.  DeltaComm  Development 
(www.delta.com),  for  example,  has  a  link  to  Delta  Aii 
Lines'  Web  site  (www.delta-air.com),  while  Publishing 
Business  Systems(www.pbs.com)  has  done  the  same 
for  the  Public  Broadcasting  System  (www.pbs.org) 
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Interprisewide  for 
Small  Companies 

[re  the  big  enterprise  resource  planning 
ERP)  software  products  like  Baan,  SAP, 
md  PeopleSoft  really  an  option  for  business 
I'ith  under  $100  million  in  sales? 


k\\  I  POND  FOR  GARTNERGROUP: 

'You're  rii;ht  to  be  concerned  about  cost  here  because  there 
pre  a  lot  of  variables  involved.  Generally  speaking,  the  more 

software  applications  and  database  servers  are  involved  the 
'nmre  complex  and  therefore  costly  the  installation  becomes. 

In  addition,  companies  will  sometimes  have  to  pull  in  an- 
other vendor  to  provide  specialized  functionality  that  is  not 
(included  as  part  of  a  standard  KRP  package,  adding  further 

Bo  the  complexity-cost  equation. 

Tim  is  often  the  case  in  the  consumer  packaged  goods 
(industry,  for  example,  where  specialized  software  is  needed 
'to  help  manage  complex  pricing  and  promotions.  But  in 
'm.inv  other  situations  a  small  company  can  significantly  re- 


duce the  cost  and  time  required  for  instal- 
lation if  it  can  accommodate  standard  in- 
dustry-specific templates  like  SAP's 
ASAP. 

If  your  company  has  already  spent  a 
great  deal  developing  its  own  applica- 
tions— say,  an  order-management  sys- 
tem— you  may  conclude  that  no  standard 
package  could  equal  it.  If  so,  incorporating 
that  proprietary  software  into  the  standard 
package  from  an  enterprise  resource  planner  can  get  pricey, 
regardless  of  which  KRP  you  install. 

Still,  many  of  these  enterprise  resource  planners  are  suit- 
able for  smaller  enterprises.  A  key  factor  is  the  industry  in 
which  you  do  business  and  your  target  market.  For  example, 
Oracle  offers  good  products  for  electronics  distributors  with 
multiple  national  distribution  facilities  because  Oracle  is 
strong  in  addressing  both  hard-goods  product  distribution 
and  repetitive  manufacturing.  In  contrast,  Baan  is  well- 
suited  for  aerospace  and  defense  firms,  because  it  handles 
project-based  manufacturing  quite  well. 

But  neither  of  these  systems  would  work  particularly  well 
for  apparel  makers,  for  instance,  or  in  chemical  process  man- 
ufacturing, both  of  which  have  a  great  deal  of  specific  indus- 
try requirements. 


Knowledge  Is  Power 

What's  the  difference  between  best 
practices  and  knowledge  management? 


VA1  GHN  FRICK  FOR  GARTNERGROUP: 

Best  practices  is  a  knowledge  management  appli- 
cation, but  know  ledge  management  offers  more  than  best 
practices  information. 

Generally,  there  is  no  single  best  practice  for  any  par- 
ticular business  process  or  function.  A  business  process 
that  works  well — given  a  certain  employee  education 
level,  customer  sophistication  level,  telecommunications 
infrastructure,  or  cost — may  not  work  at  all  under  a  differ- 
ent set  of  circumstances. 

So  knowledge  of  one  best  practice  for  each  business 
process  simply  isn't  enough.  What's  needed  is  a  database 
that  includes  a  variety  of  process  or  function  designs  that 
may  be  appropriate  under  different  circumstances.  Creat- 
ing, maintaining,  disseminating  and  applying  this  collec- 
tion of  appropriate  practices  is  a  prototypical  knowledge 
management  application. 


Best  practices  databases  tend  to  contain  in- 
formation about  entire  business  process  designs 
and  expected  performance  levels.  Knowledge 
management  is  a  more  general  discipline. 
Knowledge  management  provides  access  not 
only  to  information  on  process  design  but  also 
to  applicable  information  about  technology, 
people,  and  tools  that  is  not  specific  to  a  partic- 
ular process. 

This  additional  knowledge  may  help  a  de- 
signer envision  a  totally  new  process  design  using  a  tech- 
nology that  is  described  in  the  knowledge  base  but  not 
previously  associated  with  that  particular  process.  In  this 
way,  KM  helps  the  designer  move  beyond  mimicking 
what  has  been  done  before  and  develop  more  creative  ap- 
proaches to  business  problems. 

By  supporting  this  creative  process,  the  knowledge 
management  methods  and  tools  that  provide  for  collabora- 
tion within  and  across  design  teams  can  also  extend  the  ca- 
pabilities of  the  designers  beyond  what  can  be  accom- 
plished with  best  practices. 

Knowledge  management  enables  business  designers  to 
adapt  to  changing  business  conditions  even  faster  and 
more  effectively  than  they  would  be  able  to  if  they  were  to 
apply  best  practices  alone. 
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How  COULD  ANYONE  dispute  the  value  of  listening  to 
customers? 

Easily.  While  customer  feedback  clearly  plays  an 
essential  role  in  product  refinement  strategies,  com- 
panies that  rely  on  it  as  a  substitute  for  market  plan- 
ning are  frequently  those  that  wind  up  trailing  the 
market  because  they  are  without  winning,  next- 
generation  ideas. 

In  the  early  stages  of  a  product's  life,  customers 
can  be  an  enormous  help  in  suggesting  further 
improvements,  ranging  from  product  enhancements 
to  installation  procedures.  They  can  also  provide 
valuable  intelligence  about  competitors. 

But  in  the  product  planning  stage,  it's  a  different 
story.  For  one  thing,  today's  customers  may  not  be 
tomorrow's  customers,  nor  do  they  represent  the 
totality  of  the  potential  market  for  a  new  product. 
The  skill  in  envisioning  what  type  of  innovative 
product  a  potential  set  of  future  buyers  may  be  will- 
ing to  pay  for  is  what  distinguishes  leaders  from  fol- 
lowers. Such  companies  need  to  stay  ahead  of  what 
customers  can  imagine.  The  concept  of  an  innova- 
tive product  is  not  something  that  can  be  gleaned 
from  today's  market  research. 

Why  not?  First,  because  customers  and  potential 
customers  frequently  misjudge  what  they  will  want 
or  need.  Second,  a  company  that  stresses  how  much 
it  listens  could  be  deluged  with  customer  requests 
over  such  a  wide  spectrum  that  the  company  may  not 
be  able  to  deliver  on  all  those  expectations. 

Ultimately,  customers  cannot  be  expected  to 
understand  how  a  company  makes  money  on  prod- 
ucts or  services,  or  how  it  competes,  or  how  it  evalu- 
ates different  opportunities  for  investment. 

A  few  years  ago  we  visited  a  software  vendor. 
After  a  less  than  informative  presentation  by  the 
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on  Listening 

to  Customers 


CEO,  we  asked  him  what  he  considered  to  be  the 
greatest  asset  of  the  company,  expecting  to  hear 
something  like: 

•  his  own  leadership  and  vision 

•  the  strength  of  his  management  team 

•  the  competitive  advantages  of  his  products 

•  the  creativity  of  his  designers 

•  the  unique  partnerships  and  distribution  chan- 
nels his  company  had. 

Instead,  after  a  pause,  he  said  "our  customer 
base,"  seemingly  unaware  that  many  of  the  cus- 
tomers we  had  spoken  to  were  impatient  with  his 
firm's  apparent  lack  of  clear  strategy,  or  that  compel 
tors  were  starting  to  invade  his  own  customer  base.i 

So  when  companies  stress  above  all  the  intensitfl 
with  which  they  are  listening  to  their  customers,  it  I 
generally  means  two  things:  Either  they  mistakenli 
believe  that  that  is  the  best  way  to  conduct  strategi! 
planning,  in  which  case  they  are  likely  to  fall  victim 
to  more  visionary  competitors,  or  they  believe  such| 
messages  of  customer  sensitivity  will  be  well 
received  in  the  marketplace,  in  which  case  their 
comments  are  really  part  of  a  public  relations  cam- 
paign rather  than  a  strategic  planning  process. 

Telling  customers  "we  listen  to  you" — and  who 
would  say  otherwise? — may  be  flattering  to  the  mal 
ket,  but  if  a  company  really  does  nothing  but  lister 
it  is  all  too  often  a  cover-up  for  the  fact  that  the  cor 
pany  has  lost  its  inspiration  and  its  way.  The  keys  t 
continued  success  lie  far  beyond  the  perspective  o;| 
any  customer  or  group  of  customers. 

In  short,  it  is  folly  to  expect  customers  to  take 
responsibility  for  the  strategies  of  their  suppliers. 
Leaving  aside  the  obvious  public  relations  benefit? I 
that  comments  about  "listening  to  customers"  mavj 
have,  companies  that  cannot  explain  their  product 
and  business  strategies  in  any  other  terms  may  be 
showing  signs  of  cultural  fatigue.  They  are  likely  t<| 
become  prey  for  the  next  generation  of  suppliers 
who  currently  may  have  no  customers  at  all,  and  ar  I 
planning  to  win  them  away  from  their  competitors.  ( 
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A  couple  of  assumption  busters 


We're  very  proud  to  present  major 
statements  from  two  of  this  country's 
clearest  thinkers,  Thomas  Sowell  and 
Peter  Drucker.  Both  men  are  prodi- 
gious scholars,  but  unlike  most  schol- 
ars, they  are  not  ashamed  to  apply 
their  learning  to  practical  ends.  f  ^ 

If  you  care  about  the  problems  of 
race  and  economic  equality,  you  will 
want  to  read  every  word  of  Sowell's 
"Race,  culture  and  equality,"  which 
begins  on  page  144.  If  you  are 
involved  in  running  a  business  or  any 
other  form  of  organization,  you  will 
want  to  ponder  over  Drucker's 
"Management's  new  paradigms,"  Peter  Drucker 
starting  on  page  152.  ^i^HI 

In  "Paradigms"  the  89-year-old 
father  of  modern  management  theory  rejects  many  of  the  assump- 
tions on  which  management  theory  has  long  been  based.  In 
place  Drucker  substitutes  a  set  of  assumptions  more  appropriate 
to  a  knowledge -based  society. 

In   the   prologue   to   his   autobiographical   Adventures  of  a 
Bystander,  Drucker  explains  why  he  applies  that  term  to  himself: 
"...  the  bystander  sees  things  neither  actor  nor  audience  notices.] 
Above  all,  he  sees  differently."  Precisely  because  he  sees  business] 

and  organizations  from  a  different! 
angle  than  the  participants,] 
Drucker  is  able  to  put  into  mean- 
ingful and  useful  perspective  the] 
sometimes  bewildering  changes  | 
that  assail  us  all  today. 

You  can  say  much  the  same  about  | 
Tom   Sowell,   who,   like   Drucker, 
likes  to  challenge  basic  assumptions. 
His   Forbes   article,   based   on  a| 
speech       he       made       to       the. 
Commonwealth  Club  this  year  in 
San  Francisco,  sums  up  the  message 
of  his  brilliant  trilogy — Race  and 
Culture,  Migrations  and  Cultures 
Tom  Sowell  and  Conquest  and  Cultures.  The  tril- 

i^^^B  ogy  and  the  article — in  Sowell's  own 

words — "challenge  many  dogmas  of 
so-called  social  science,"  as  well  as  many  underlying  assumptions 
about  racial  issues  and  cultural  differences. 

By  the  way,  there  is  a  Tom  Sowell  page  and  forum  on  our 
Digital  Tool  Web  site:  www.forbes.com.  If  you  have  any  com- 
ments on  his  article  or  on  any  of  his  many  books,  he  will  from 
time  to  time  try  to  respond  to  them. 


Qu_  <p.  9^U^. 


Editor 
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Bottom  of  the  bucket? 

Penny  stock  hustler  Jordan  Belfort, 
36,  was  hauled  into  U.S.  District 
Court  in  Brooklyn,  N.Y.  on  securities 
fraud  and  money-laundering  charges 
on  Sept.  4.  Prosecutors  say  that  from 
1993-95  he  manipulated  foreign  sales 
of  unregistered  stock  and  smuggled 
money  into  secret  Swiss  bank  accounts. 
Forbes  readers  have  met  Jordan 
Belfort  (Oct.  14,  1991;  June  7,  1993). 
He  was  the  master  of  the  high-pressure 
cold  call.  A  former  meat  salesman,  he 
trained  the  brat-pack  brokers  at  his 
Lake  Success,  N.Y.  bucket  shop,  Strat- 
ton  Oakmont,  with  the  slogan  "Never 
hang  up  the  phone  until  the  customer 
buys  or  dies."  This  could  be  para- 
phrased as  "Never  give  a  sucker  an 
even  break."  Now  he's  facing  up  to  20 
years  in  federal  prison  and  fines  of  as 
much  as  S10  million.  Too  bad  the 
government  didn't  nail  him  when  we 
first  reported  on  his  sleazy  activities. 
Unwary  investors  would  have  lost  a  lot 
less  money.  -Heidi  Brown 

Barbie  bust 

AS  WE  PREDICTED  A  YEAR  AGO  (Oct.  20, 

1997),  sales  of  Barbie,  Mattel's  most 
important  product,  are  continuing  to 
fall.  The  busty  plastic  icon  and  related 
products'  wholesale  dollar  sales  fell 
1 7%  in  the  first  half  of  this  year. 

Toys  "R"  Us,  Mattel's  largest  cus- 
tomer and  the  biggest  Barbie  retailer, 
slashed  inventory,  but  that  wasn't  the 
whole  story.  Holiday  Barbie  and  Talk 
with  Me  Barbie,  a  PC -interactive  doll, 
had  disappointing  sales. 

Cool  Blue  Barbie,  with  hair  streaks 


70  years  ago  in  Fort 

October  1,  192t 
We  have  been  witnessing  a  gamblers',  not; 
investors'  market.  The  daring  pool  manipula 

tors  have  repeatedly  demonstrated  they  ca 

wield  unprecedented  power  over  quotation 
for  their  various  favorite  issues.  Latterl; 

rumors  calculated  to  bolster  up  high  quote 
tions  have  been  circulated  feverishly.  Appai 
ently  it  is  recognized  by  even  the  most  arder 
bulls  that  something  more  than  the  facts  ha 
become  necessary  to  explain  away  the  abnor 
mal  levels  brought  about  by  manipulatior 
This,  too,  is  another  familiar  accompanimers 

of  the  tail-end  of  an  over-boomed  market.  \ 
remains  to  be  seen  whether  the  pools  will  b< 

able  to  cash  in  their  dazzling  paper  profits 

25  years  ago  in  Forbes 

October  1,  197. 
Burton  Malkiel's  ["A  Random  Walk  Down  Wal 
Street"]  says  that  a  dart  board  is  as  good  as  i 
slide  rule  for  picking  stocks.  Not  because 
dart  board  has  any  prescience — it  doesn't— 
but  because  a  slide  rule  or  a  compute 
doesn't  either.  Malkiel  thus  restores  the  stoct 
market  to  the  well-informed  individual  with 
long-range  point  of  view,  a  scorn  for  tips  and 
cool  head.  Experience  shows  that  such  people 
do  make  money  in  the  stock  market  over  the 
long  run.  Random  Walk  helps  explain  why" 

11  years  ago  in  Forbes 

November  16,  198? 
In  seeking  a  culprit  for  the  crash,  a  lot  0' 
people  have  focused  on  program  trading.. 
The  real  problem  on  Wall  Street  [is]  a  conflict 
of  interest  that  pits  brokerage  house  interest 
against  those  of  the  houses'  customers,  anc 
possibly  against  the  interests  of  the  markets 
In  the  truest  sense  of  the  term,  Wall  Street 
underwent  a  sea  change  in  recent  years. 
Traditionally,  most  brokerage  houses  made 
the  major  part  of  their  living  as  agents  work- 
ing for  fees  and  commissions.  More  recently, 
the  emphasis  has  been  on  trading  and  invest- 
ing for  the  houses'  accounts — as  principals, 
not  agents.  This  involves  not  only  the  now 
infamous  program  trading  but  also  othet 
activities,  such  as  trading  for  the  house 
account,  making  bridge  loans  for  takeovers 
and  buying  entire  companies. 


November  30,  1987 

The  October  stock  market  spooked  investors, 
and  that,  in  turn,  has  weakened  demand  and 
will  brake  economic  growth.  Convinced?  Don't 
be....  There  is  almost  no  chance  that  the 
October  stock  market  crash  alone  will  trigger 
a  serious  economic  downturn.  Whether  the 
market  does  or  doesn't  drop  further,  ad  hoc 
government  intervention  will  only  make 
unpleasant  situation  worse  and  possibly  trig- 
ger the  very  situation  it  seeks  to  avoii 
-Edited  by  Dolores  Latanioti 
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We're  proud  to  sponsor  NOVA  on  PBS. 

Check  your  local  listings  for  times. 

Northwestern 
nova    &    Mutual  Life 

in  vy  v**      y^       yi^  Quje{  Company 

Northwestern  Mutual  Lite  Foundation  ©1998  The  Northwestern  Mutual  Lile  Insurance  Co..  Milwaukee,  Wl  •  www.northwesternmutual.com 


Opportunities  abound  for: 
Achievers. 

You've  earned  your  success  with  hard  work.  Entrepreneurial 
spirit.  A  zeal  for  serving  client  needs. 

Entrepreneurs. 

Now  you're  eager  to  seize  new  opportunities.  Taste 

professional  freedom.  And  charge  into  a  future  with  unlimited 

earning  potential:  a  career  at  Salomon  Smith  Barney. 

Go-getters. 

There's  tremendous  potential  to  increase  your  present  earnings. 
With  more  control  to  build  your  own  business. 

Hard  Workers. 

A  paid  training  program  gives  you  the  investment  knowledge, 
experience  and  business-building  skills  you'll  need. 

Big  Thinkers. 

You'll  become  an  .  wner/ shareholder  of  Travelers  Group. 
No  specific  financial  services  experience  is  required. 

Self-starters. 

Care  to  join  us?   Let's  get  to  work. 

Call  today  1-800-2S0-8876,  ext.  6, 

or  visit  our  career  center  at  www.smithbarney.com 

Salomon  Sm  ith  Barney 


success  is  earned*' 


K  Mtmbcr  of  Trawl*  rsGroupj 


and  denim  overalls,  released  in  Jun< 
is  doing  better,  according  to  Matte 
But  she  won't  cure  Barbie's  blues:  A 
Barbie  sales  are  expected  to  creep  u 
only  3%  in  1998,  way  below  the  18' 
annual  increases  in  the  mid-1990s. 
Mattel  is  hedging  its  bets.  In  July  r 


Barbie 

Showing  her  age. 


paid  $715  million  for  Pleasant  Co. 
owner  of  the  second- bestselling  doll 
American  Girl.  In  contrast  to  Barbie'.' 
fantasy  figure  and  perky  high  heels 
these  dolls  are  modeled  on  girls  frorr 
historical  eras  and  come  with  story 
books  about  themselves. 

-Luisa  Kroll 

Uptempo  competition 

When  Forbes  wrote  about  cDnow 
last  fall  (Nov.  17, 1997),  the  three-year- 
old  Internet  music  retailer  had  hardly 
any  competition.  Only  seven  other 
major  sites  sold  CDs  and  tapes  on  line. 
President  and  founder  Jason  Olim,  29, 
made  good  on  his  boast  that  he'd 
triple  sales,  to  $17.4  million,  in  1997. 
But  the  party's  over.  Now  more 
than  a  dozen  well-known  sites  are 
peddling  music,  including  Tower 
Records  and  Amazon.com,  in  addi- 
tion to  Los  Angeles- based  Pentagon 
Entertainment,  which  lists  most  discs 
for  only  $11.99,  typically  undercut- 
ting CDnow  by  a  dollar  or  more. 
CDnow  is  pushing  ahead,  having 
signed  a  three-year,  $22.5  million 
advertising  deal  in  August  with  MTV, 
giving  CDnow's  Web  site  exclusive 
links  and  a  music  news  ticker.  Never- 
theless, Olim  and  twin  brother  and 
cofounder  Matthew  say  they  posted  a 
$  1 0  million  net  loss  last  year. 

-JayAkasie  ■ 
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All  of  these  securities  having  been  sold,  this  announcement  appears  as  a  matter  of  record  only. 

July  7,  1998 

US$7,272,473,419 


1,1 37,000,000  Shares 

(nominal  value  Lit.  1,000  per  Share) 


Joint  Global  Coordinators 
Credit  Suisse  First  Boston     istituto  Mobiliare  Italiano 


CREDIT 
SUISSE 


FIRST 
BOSTON 


These  securities  were  offered  in  Italy,  the  United  States  and  internationally 

United  States  Offering 

91,260,000  Shares 

in  the  form  of 

American  Depositary  Shares  or  Shares 

Credit  Suisse  First  Boston  Goldman,  Sachs  &  Co. 


ABN  AMRO  Rothschild 
Istituto  Mobiliare  Italiano 
J. P.  Morgan  &  Co. 
Lehman  Brothers 


United  Kingdom  and  the  Republic  of  Ireland 
77,220,000  Shares 


SBC  Warburg  Dillon  Read 
Credit  Suisse  First  Boston 


ABN  AMRO  Rothschild 
Merrill  Lynch  International 
Istituto  Mobiliare  Italiano 
BT  Alex.  Brown  International 
Lehman  Brothers 


Rest  of  the  World 

56,160,000  Shares 

Morgan  Stanley  Dean  Witter 
Credit  Suisse  First  Boston 


ABN  AMRO  Rothschild 

BBV  Interactivos,  S.V.B. 

BT  Alex.  Brown  International 

Deutsche  Bank 

Istituto  Mobiliare  Italiano 

Paribas 


Italian  Public  Offering 

786,000,000  Shares 

Istituto  Mobiliare  Italiano 

Banca  Commerciale  Italiana 

Credito  Italiano 

Istituto  Bancario  San  Paolo  di  Torino  S.p.A. 


Banca  di  Roma 

Banca  Monte  del  Paschl  di  Siena  S.p.A. 
Banca  Nazionale  del  Lavoro  S.p.A. 
Caboto  -  Gruppo  Banca  Intesa 


Italian  Institutional  Offering 
126,360,000  Shares 
Istituto  Mobiliare  Italiano 


Banca  Commerciale  Italiana 

Credito  Italiano 

Istituto  Bancario  San  Paolo  di  Torino  S.p.A. 

Banca  di  Roma 

Banca  Monte  dei  Paschi  di  Siena  S.p.A. 

Banca  Nazionale  del  Lavoro  S.p.A. 

Caboto  -  Gruppo  Banra  Intesa 

ABN  AMRO  Securities  (Italy)  Sim  S.p.A 
Albertini  &  C.  SIM  S.p.A. 
Credit  Suisse  First  Boston 
Euromobiliare  S.I.M.  S.p.A. 
Giubtrgia  Warburg  SIM. 
RASFIN  SIM  S.p.A. 


my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 

Executive  dads 


By  Colleen  Mastony 


"No  matter 
what  you 
accomplish 
at  work, 
when  you  get 
home  you  are 
just  dad." 

Frednc  D.  Rosen, 
formerly  of 
Tlcketmaster  Corp. 


After  our  July  6  column  on  executive 
mothers  and  their  children,  several 
readers  E-mailed  with  complaints. 
"What  about  executive  fathers?" 
demanded  one.  Another:  "I  am 
amazed  that  none  of  your  executives 
praised  the  role  of  the  nurturing 
father."  We  got  the  message  and 
talked  to  executive  fathers: 


Mischa  Weisz 

President  and  Chief  Executive  Officer 
TNS  Smart  Network  Inc. 

I  have  been  a  single  dad  since  1992.  My  chil- 
dren are  now  8  and  10.  When  I  became  a  sin- 
gle dad,  I  knew  I  couldn't  do  the  9-to-5 
thing.  I  started  my  business  so  that  I  could  be 
with  the  kids.  I  have  a  traditional  office,  but 
most  of  the  time  I  work  at  home. 

My  business  exists  because  of  my  family.  I 
don't  think  I  would  have  started  my  own 
business  if  I  hadn't  become  a  single  parent.  I 
would  have  been  stuck  in  the  same  old  cube 
for  my  entire  life.  Now,  if  my  daughter  is  in  a 
play,  I  can  be  there.  I  don't  have  to  ask  per- 
mission from  anyone. 

Peter  Marcus 

Chairman  and  President 
QFTV  Inc. 

I  have  three  kids,  but  only  one  lives  with  me. 
When  Keeton,  who  is  now  12,  moved  in  with 
me  about  ten  years  ago  I  was  running  the 
company  by  myself  and  traveling  a  lot.  It 
took  two  years,  but  I  brought  in  extra  people 
to  help  me  and  managed  to  cut  my  traveling 
by  61 

The  first  thing  I  do  before  starting  a  meet- 
ing is  to  be  clear  on  the  rime  we  expect  to 
finish  it.  It  it  goes  on  too  long  I  request  that 
we  teleconference  it.  As  a  single  father  I  often 
feel  overcome  with  guilt  because  I  have  to 
leave  work.  Bui  if  I  am  not  there,  my  child 
stays  alone. 


Nicholas  Graham 

Chairman  and  Chief  Executive  Officer 
Joe  Boxer  Corp. 

I  have  a  2 -year-old  daughter  and  an  8 -year- 
old  son.  I  am  happy  I  am  in  a  fun  business 
because  I  can  spend  some  extra  time  with  my 
son  while  working  on  ideas  for  the  business. 
He  helped  me  in  sending  a  pair  of  under- 
wear into  space  last  year.  He  was  my  co-com- 
mander on  that  one.  My  friend  built  a  28- 
foot-long  rocket,  and  we  sent  a  pair  of  Russian 
underwear  and  a  pair  of  Joe  Boxers  into  outer 
space.  We  were  trving  to  set  a  record  of  how 
high  a  pair  of  unmanned  underwear  could  go. 
And  I've  just  launched  an  underwear  vending 
machine.  You  get  a  joke  with  each  pair,  so  my 
son  gave  me  some  of  the  jokes. 

Thomas  Stauffer 
Chief  Executive  Officer  and  President 
Golden  Gate  University 

My  son  from  my  first  marriage  lives  with  me 
five  months  every  year.  Last  summer  we  went 
to  Asia.  I  tried  to  make  all  that  time  spent  on 
747s  into  teaching  moments,  talking  about 
history,  geography  etc.  At  the  end  of  the  trip 
I  asked  him  his  most  memorable  moment.  It 
was  in  a  swimming  pool  in  Singapore  when 
he  ordered  a  hamburger  and  it  was  delivered 
to  him  poolside. 

I  was  chagrined  that  he  did  not  appreciate 
Chinese  history.  It  reminded  me  to  see  things 
from  his  perspective,  and  that  I  was  probably 
not  relating  to  him  a  good  part  of  the  trip. 
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Before  you  read 

all  of  this,  read  this: 

"Key  Things  Every  Investor  Should  Know™" 


It  seems  everywhere  you  turn,  someone  has  an 
opinion  as  to  how  you  should  invest  your  money. 
It's  overwhelming.  What's  more,  it's  not  always  rel- 
evant for  your  personal  situation.  But  now  Fidelity 


INVESTOR 


can  help  you  work  out  what  you  should  know. 
Before  you  get  lost  in  the  clutter,  read  Fidelity's  Key 
Things  Every  Investor  Should  Know.1''1  To  get  your  free 
copy,  call  or  visit  our  website  today. 


Fidelity  £/-  3  Investments 


WHERE   12   MILLION   INVESTORS   PUT  THEIR  TRUST." 


CALL 

1     - 

8   O   O   -   F   1   D 

E    L   1   T  Y 

OR        VISIT 

u  s 

AT        WWW.    FIDE 

LITY.COM 

Fidelity  Brokerage  Services,  Inc.,  Member  NYSE,  SIPC. 


59305.001 


my  mind 


"A  lot  of 
executives 
have  a  savior 
complex.  We 
think  noth- 
ing happens 
if  we  aire  not 
there." 


Tony  Prophet, 
AlliedSignal  Power 
Systems  Inc. 


Fredric  D.  Rosen 

(former)  Chief  Executive  Officer 

Ticketmaster  Corp. 

Business  is  fun  and  I  enjoy  it.  But  it's  the 

kids — I  have  an  18-year-old  daughter  and  a  9- 

year-old  son — who  are  the  most  fun  and  the 

most  frustrating  at  the  same  time. 

You  go  to  the  office  and  people  do  whatev- 
er you  say.  You  go  home  and  say,  do  this,  and 
the  kids  just  look  at  you  like,  no. 

No  matter  what  you  accomplish  at  work, 
when  you  get  home  you  are  just  dad.  At  the 
office  you  get  a  lot  of  respect;  home  is  a  great 
equalizer. 

J.W.  Marriott  Jr. 

Chairman  and  Chief  Executive  Officer 
Marriott  International,  Inc. 
I  have  4  children  and  11  grandchildren. 
Parenthood  is  not  a  matter  of  balancing  but 
prioritizing.  Fatherhood  is  job  one  and  I 
don't  let  anything  stand  in  the  way. 

We  have  a  lot  of  women  working  for  us,  and 
they  were  telling  us  that  they  had  lots  of  prob- 
lems at  home  because  thev  were  not  getting 
the  right  support  from  fathers.  That's  why  we 
started  "the  fatherhood  project,"  offering  our 
executives  and  our  hourly  employees  effective 
fathering  workshops,  which  help  dads  evaluate 
their  relationships  and  become  more  involved 
in  their  children's  lives. 

Gary  Wendt 

Chief  Executive  Officer 
GE  Capital 

Being  a  parent  is  more  difficult  now  than  ten 
years  ago,  when  my  kids  were  at  home.  These 
days  people  have  to  deal  with  the  global 
economy  and  constant  travel.  My  job  didn't 
require  me  to  go  outside  the  U.S.  that  much, 
but  when  1  did  begin  to  travel,  I  would 
always  1-  ing  a  little  gift  from  the  airport.  I 
have  to  .1.1     i    that  after  a  while  you  run  out 
of  ideas,  so  just  coming  home  might  be  the 
most  impoi  i         .lenient. 


Rocco  Maggiotto 
Senior  Vice  President 
Pricewaterhouse  Coopers  LLP 
One  way  to  be  around  the  kids  more  often  is 
by  taking  one -day  trips  to  Europe.  I  will  fly 
out  at  7  p.m.  from  JFK,  sleep  on  the  plane, 
work  all  day  in  London  and  catch  a  7  p.m. 
flight  back  home.  I  will  never  be  a  tourist  in  a 
foreign  city.  I  have  flown  back  from  Europe 
on  a  Friday  night  to  be  with  my  family  on  the 
weekend,  and  flown  back  to  Europe  on 
Sunday.  It  is  well  worth  it. 

Tony  Prophet 

President  and  Chief  Executive  Officer 
AlliedSignal  Power  Systems  Inc. 
I  am  39,  and  I  have  these  two  litde  kids  and 
take  them  real  seriously.  My  family  comes  first 
even  if  I  have  to  miss  a  meeting.  I  was  going 
to  go  on  a  trip  to  Asia — it  would  have  been 
my  seventh  trip  to  Asia  in  seven  months.  You  | 
could  see  it  was  wearing  on  my  kids.  When 
the  tears  started  flowing,  I  asked  my  subordi- 
nate to  go. 

A  lot  of  executives  have  a  savior  complex. 
We  think  nothing  happens  if  we  are  not 
there.  It's  a  superman  complex.  You  have  to 
have  a  superteam  perspective  rather  than  a 
superman  complex. 

Bruce  Reese 

President  and  Chief  Executive  Officer 
Bonneville  International  Corp. 
I  have  seven  children  ranging  from  9  to  23. 
We  are  fortunate  that  my  wife  doesn't  have  to 
work.  She  is  the  principal  reason  I  get  to 
think  of  mvself  as  a  great  dad. 

Things  are  so  different  from  how  they  were 
when  I  was  growing  up.  When  I  was  in  Little 
League,  my  parents  showed  up  every  once  in 
a  while,  but  I  try  to  go  four  days  a  week. 

Sumner  M.  Redstone 

Chairman  and  Chief  Executive  Officer 
Viacom  Inc. 

The  important  thing  is  to  be  available  when 
the  kids  or  grandkids  need  you.  My  grand- 
children have  always  wanted  to  go  to 
Saturday  Nijjbt  Live,  so  I  flew  to  Denver  and 
picked  up  one  of  my  grandchildren.  I  flew  to 
Boston  the  same  day  to  pick  up  another 
grandchild,  and  we  all  flew  together  to  New 
York.  I  took  them  to  dinner  at  a  restaurant 
and  then  to  Saturday  Night  Live  at  midnight, 
and  then  to  a  cast  party  at  2:30. 

That  was  a  lot  for  me.  It  wasn't  easy,  but  it 
was  worth  it.  mi 


Wh.       on  your  mind?  Tell  the  world.  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 
D  lolathttp:      www. torbes.com/mind,  or  E-mail  us  at  mind@forbes.com. 
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OME  OF  ITT  INDUSTRIES'  THOUSANDS  OF  ENGINEERS  FROM  AROUND  THE  WORLD,  LED  BY  TRAVIS  ENGEN. 

Ve're  here  to  tell  you  the  real  story  about  ITT  Industries.  Our  name  stands  for  products  that 
re  'engineered  for  life.'  We  design  and  manufacture  vital  products  that  make  the  world  a  better 
)lace  in  which  to  live.  Because  of  us,  cities  have  dependable  water  treatment,  hungry  nations 
lave  durable  irrigation  systems,  soldiers  and  police  have  new  innovations  in  night  vision,  and 
:omputers  reliably  connect  to  create  the  world  of  cyberspace.  We're  proud  to  say  that,  if  it's 
nade  by  ITT  Industries,  it's  truly  engineered  for  life." 

ravis  Engen,  Aeronautical  Engineer,  Chairman,  President  and  Chief  Executive  Officer 


Bn  INDUSTRIES  IS  THE  WORLDS 
LARGE  ST  MANUFACTURER  OF 
PUMPS  FOR  WATER  TREATMENT 

BITSTEMS 


WE  RE  THE  PRIMARY  PROVIDER 
OF  GENERATION  III  NIGHT 
VISION  TECHNOLOGY  TO  THE 
U.S.  MILITARY 


OUR  ENGINEERS  DESIGN  THE  PC 
CONNECTORS  THAT  FACILITATE 
SECURE  COMMERCIAL 
TRANSACTIONS  OVER  THE  INTERNET. 


ITT  Industries 

Engineered  for  life 


say 

readers@forbes .  com 

Spambusters 

Sir:  Re  "Spam  killers" 
(Sept.  21,  p.  254).  You  too 
readily  dismiss  legislation 
to  stop  spamming,  and 
overestimate  the  power  of 
free  market  solutions. 
Though  filters  may  help  to 
protect  an  individual  mail- 
box, much  of  spam's 
damage  has  already 
occurred  before  it  has 
arrived  there.  And  the 
presence  of  filtering  does 
not  stop  the  spammer 
from  sending  more.  The 
spammer  does  not  know 
that  the  filter  is  there. 

Under  the  Smith  bill, 
even  if  spammers  have 
changed  to  another  Web 
site,  they  can  be  found  and 
sued  in  small  claims  court 
by  their  victims.  The  law 
stopped  the  vast  majority 
of  junk  faxes.  It  could  be  a 
great  assist. 
-Steve  Wallace 
Monroe,  La. 

Jobs  for  jailbirds 

Sir:  Re  "Up  from  license 
plates"  (Sept.  21,  p.  84). 
Businesses,  desperate  for 
labor,  are  indeed  finding 
that  prisoners  provide  a 
better  alternative  than 
sending  production  off- 
shore. But  here's  one 
bottom-line  benefit  not 
mentioned  in  your  article: 
Inmates  behave  better 
because  these  jobs  are 


Inmate  after  a  day's  work 
Jobs  tame  the  caged  beast. 


highly  prized. 
-Lee  Chalker 
Director,  Prison  Industry 

Enhancement 
Dept.  of  Corrections 
Tallahassee,  Fla. 

Selling  the  store 

Sir:  Re  "What's  new,  what 
isn't"  (Digital  Rules,  Sept. 
7,  p.  43).  If  you  spend  with 
the  guy  who  doesn't  pro- 
vide you  with  a  bookstore 
to  browse  in,  soon  enough 
you  won't  have  a  place  to 
browse.  I  hope  there  are 
more  of  me  than  you. 
Otherwise  it's  going  to  be 
a  much  poorer  world  in 
which  to  live. 
-Harold  Johnson 
Bellaire,  Tex. 

Lawyers  talk  funny 

Sir:  Re  "The  gobbledy- 
gook  profession"  (Sept.  7, 
p.  174).  You  point  out  the 
obvious.  The  language 
used  to  describe  law  today 
is  disconnected  from  reali- 
ty. Antonin  Scalia  touches 
on  the  subject  in  A  Matter 
of  Interpretation.  Supreme 
Court  justices  spend  virtu- 
ally no  time  thinking  about 
the  Constitution.  All  time 
is  consumed  attempting  to 
make  contradictor)'  legal 
text  appear  rational.  Most 
other  U.S.  citizens  have 
given  up  trying. 

Thomas  Jefferson  wrote 
in  1823:  "Laws  are  made 
for  men  of  ordinary  under- 
standing, and  should, 
therefore,  be  construed  by 
the  ordinary  rules  of 
common  sense."  The  legal 
community  has  ignored 
these  instructions. 
-Frank  Evan  Perdicaro 
Santa  Ana,  Calif. 

Prince  of  bulls 

Sir:  Re  "Riding  the  coat- 
tails  o  the  global  boom" 
(Apr.  20,  p.  58).  Prince 


Brave  new  Web  world 

Sir:  Re  "Keep  your  eyes  on  the 
prize"  (Digital  Rules,  Sept.  21,  p. 
43).  One  big  area  you  failed  to  men- 
tion that  has  been  impacted  by 
Moore's  Law  is  the  commerce  of 
education  and  training.  Delivery  of 
asynchronously  streamed  course 
content  needs  speed.  Those  with  this  tool  can  open  their 
minds  and  worlds  from  anywhere,  anytime. 

And  your  Moore's  Law  predictions?  Nothing  new  there. 
Already  ADSL  dwarfs  the  speed  of  your  prediction  for  Tl 
connections  by  a  factor  greater  than  six.  International  pur- 
chases, like  a  travel  package  bought  in  Costa  Rica,  can 
already  be  accomplished — the  surf  was  great.  Comparative 
pricing?  Search  programs— called  bots— can  now  seek  out 
an  item's  best  price.  Or  you  can  bid  in  a  Web  auction. 

The  question  most  appropriate  to  ask  is  what  hap- 
pens— when  we  hit  the  peak  of  the  technology-curve  mon- 
ster— to  our  quality  of  life? 
-Jim  Goodlett 
Savannah,  Ga. 


Alwaleed  Bin  Talal  Bin 
Abdulaziz  Al  Saud  of  Saudi 
Arabia,  owner  of  9%  of 
Citicorp,  said  that  the  Citi- 
corp cow  "has  not  been 
milked  completely."  I  see 
that  cci  is  at  $105,  versus 
$141  when  you  inter- 
viewed him.  Has  that  cow 
been  milked  yet? 
-Solomon  I.  Miller 
Huntsville,  Ala. 

Prince  Alwaleed  responds: 
"Even  cows  get  hiccups  and 
get  sick.  When  they  get  over 
it,  they  become  much 
stronger.  * 

Digital  drunkards 

Sir:  Re  "Junkvard  power- 
house" (Sept.'7,p.210). 
After  trying  to  read  your 
article  following  a  night 
out  on  the  town,  I  suspect 
that  my  brain — like  your 
junkyard  computer — was 
"rewiring  its  hardware" 
and  "storing  information 
in  several  places  to  be 
compared  at  a  future 
date."  Perhaps  the  Tera- 
mac  computer  is  a  sub- 
stantial step  toward  true 


artificial  intelligence. 
-Steve  Reed 
Oquawka,  III. 

Mideast  muddle 

Sir:  Re  "Our  unready 
president"  (Sept.  7,  p.  31). 
Steve  Forbes  is  right  about 
Clinton  being  inoperative 
in  foreign  affairs,  but  U.S. 
policy  in  the  Mideast  is 
bankrupt.  We've  been  so 
one-sided  in  supporting 
Israel,  we've  lost  all  credi- 
bility. How  can  we  sup- 
port Netanyahu?  Israel 
could  be  a  force  for  peace 
but,  with  Forbes'  advice, 
is  doomed  to  remain  an 
armed  camp. 
-P.  G.  Behr 
South  Woodstock,  Vt. 

What,  where,  whoops 

We  mistakenly  flipped  the 
captions  for  the  Peninsula 
Hong  Kong  ("The  world's 
best  hotels  and  poshest 
hideaways,"  Sept.  21,  p. 
290)  and  the  Chicago  Four 
Seasons  (p.  293).  M 

Letters  should  include  the  author's 
address  and  phone  number. 
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We  were  born 
with  all  we  need. 


___ 
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RAT  Industries  inclu 


""*  tadudiB8  P°  insurance  deposits  fton,  policyholder 


$375  billion  in  assets 

under  management, 

$44  billion  in  premiums* 

30  million  customers 

in  more  than  50  countries, 

68,000  employees 

and  over  a  century 

of  experience. 

The  future  looks  good. 
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ZURICH 

FINANCIAL  SERVICES 

Your  aspirations.  Our  passion. 


„s  and  Threadneedk 
stmenr  management  solutions.  And 


to  create  a  new  company:  Zurich  Financial  Services, 
yet  our  size  won't  make  us  a  leader.  Our  ideas  will. 


www.zurich.com 
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SLAM! 


Another  window  of  opportunity  just  dosed. 


u 
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More  connected 


Nobody  ever  said  running  a  business  was  joing  to  be  easy.  Of  course,  there  are  ways  to  make  yours  more 
capable.  More  competitive.  More  connected.  Take  3Com  netwo'king  solutions  for  growing  companies.  They'll  help 
you  make  the  most  of  everything  from  e-mail  to  e-commerce.  Visit  www.3com.com/moreconnectedbusiness  for  the 
facts.  And  discover  why  3Com  has  connected  more  people,  to  more  networks,  in  more  ways  than  any  other  company 


With  all  thy  getting  get  understanding" 


act  and  Comment 


•y  Steve  Forbes,  Editor-in-Chief 


TEASING  WON'T  DO  IT 


an  GREENSPAN'S  hints  that  the  Federal  Reserve  might 
ase  monetary  policy  sent  world  equity  financial  markets 
uphoneally  soaring  tor  a  while.  But  given  the  growing 
conomic  storm,  hints  are  not  enough.  Bold  action  is  des 
erately  needed.  The  Fed  must  dramatically  ease  the  sup 


ply  of  credit  and  slash  interest  rates.  The  Fed  Chairman 
was  right  to  note  the  U.S.  can't  forever  remain  an  unaf- 
fected oasis  in  an  increasingly  troubled  world. 

Alan,  this  is  no  time  for  Clinton/Gore-like  dithering 
and  indecisiveness.  Move  strongly.  Now. 


CRISIS  CRUNCHERS 


IONGRESS  MUSI  IMMEDIATELY  PASS  two  measures  to  help 
us  deal  with  the  Year  2000  (Y2K)  computer  crisis. 
Sponsored  by  Representatives  David  Dreicr  (R-Calif.), 

]lins  Cox  (R-CaUf.)  mu\  others,  the  bills  provide  essen 
Hal,  legal  safe  harbors  tor  Amer- 
ican businesses    Trial  lawyers,  like 
Sharks  smelling  blood  in  the  water, 

re  poised  to  launch  one  of  the 

lost  extensive  mu\  expensive  legal 
macks     in     American      history, 
through  massive  class  action  law 
suits   against  companies   that   are 

rying  in  good   faith  to  fix  their 

,'2k  computer  problems.  One  bill 
would,  in  effect,  largely  prevent 
trial  lawyers  from  using  a  com- 
pany's   internal    communications 


against  it,  thereby  encouraging  full  and  open  discussions. 
The  other  bill  would  provide  antitrust  protection  for 
companies  within  an  industry  that  exchange  Y2K  com- 
puter information  with  one  another.  The  proposal  limits 
Y2K  failure  damages  to  actual 
business  losses  for  companies  that 
meet  reasonable  criteria. 

Such  legislation,  by  promoting 
the  free  flow  of  information,  will 
help  parties  come  up  with  innova- 
tive ways  to  attack  Y2K  problems. 
The  new  laws  will  also  allow  the 
public  to  get  a  better  feel  for  how 
companies  are  coping.  Right  now, 
many  businesses  brush  off  outside 
queries,  saying,  basically,  that  their 
lawyers  won't  let  them  respond. 


INJUDICIOUS  JUDICIARY 


Sure  Justices  Legislate.  They  Have  To. 


Thk  SUPREME  COURT  in  its  last  session  continued  a  dis- 
turbing 30-year  trend  in  American  governance:  usurping 
powers  that  properly  belong  to  Congress.  And  more  dis- 
heartening, Congress  seems  ready  yet  again  to  acquiesce 
in  this  unconstitutional  power  shift.  Our  founding  fathers 
never  intended  unelected  lifetime  judges  to  act  as  legis- 
lators, yet  the  Su- 
preme Court  does 
just  that  in  a 
number  of  areas. 
Dissenting  Justices 
Clarence  Thomas 

and  Antonin  Scalia  have  rightfully,  roundly  criticized  the 
Court's  propensity  for  "whole-cloth  creation." 

Apologists  for  judicial  activism  plead  that  judges  are 
simply  filling  a  vacuum,  that  they  really  have  no  choice.  After 
all,  Congress  (and  state  legislatures)  writes  these  madden- 
ingly vague  laws.  If  Congress  wants  to  reverse  such  de  facto 
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legislative  moves,  say  defenders  of  this  judicial  power-grab- 
bing, it  can  pass  corrective  legislation,  as  it  did  with  the  1991 
Civil  Rights  Act  in  response  to  related  Court  decisions. 

Such  rationalization  is  no  excuse  for  subverting  the  Con- 
stitution's separation  of  powers.  Why  haven't  legislators  been 
more  vigilant  in  preserving  their  constitutional  prerogatives? 

Obsessed  with  stay- 
ing in  office  for  a 
lifetime,    many    of 
them  are  content  to 
—New  York  Times       let  the  judiciary,  not 
to    mention   inde- 
pendent regulatory  agencies,  take  the  heat  for  making  dif- 
ficult decisions.  National,  state  and  local  legislators  sat  by, 
while  judges  administered  schools  and  prisons,  right  down 
to  the  brand  of  toilet  paper  used. 

The  judiciary  should  tell  the  legislative  and  executive 
branches  that  they  won't  be  allowed  to  duck  their  responsi- 
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bilities.  If  they  create  a  mess,  they  clean  it  up;  that's  their  job. 
Alas,  such  restraint,  in  the  face  of  an  open  imitation  to  seize 
more  power,  is  asking  too  much  of  human  nature.  The 


watchdogs  of  democracy,  the  media,  should  examine  th 
behaxior  and  decisions  of  our  increasing!}'  powerful  judges  iiJ 
the  same  way  they  are  supposed  to  critique  elected  officials 


BETTER  LATE  THAN  NEVER 

Mark  McGwire  and  Sammy  Sosa  have  done  for  baseball     ( 1960  and  1961 )  and  not  be  immortalized  in  Cooperstown 
what  Babe  Ruth  did  for  the  game  with  his  home  runs  after     Also  ignored  is  Maris'  superb  fielding  record.  But  mostly 


the  near  fatal  1919  Black  Sox  scandal — 
restored  it  as  our  national  pastime. 

Let  us  hope  McGwire's  and  Sosa's 
extraordinary  achievements  will  finally 
persuade  the  pooh-bahs  who  keep  the 
gates  at  the  Hall  of  Fame  to  induct 
Roger  Maris.  As  is  now  well  known, 
Maris'  breaking  of  Ruth's  single-season 
home  run  record  37  years  ago  did  not 
sit  well  with  baseball  traditionalists  and 
establishmentarians.  Maris  is  the  only 
eligible  player  to  have  won  the  Most 
Valuable  Player  award  consecutively 


Good  sports:  Slugger  McGwire  greets 
Maris  family  after  his  62nd  home  run. 


Maris  deserves  induction  because  hi 
accomplished  the  superhuman  feat  o 
hitting  61  homers  in  one  season.  Fo 
years  Maris'  triumph  was  denigratec 
because  it  was  accomplished  in  a  162 
game  season,  while  Ruth's  was  in  i 
season  spanning  154  games.  The  fun 
damental  point  is  this:  Both  men  wen 
to  bat  nearly  the  same  number  o 
times — 684  for  Maris,  678  for  Ruth 
The  Hall  of  Fame  should  emulate 
the  McGwire-Sosa  spirit  and  le 
Roger  Maris  in. 


SOARING  SOUTHWESTERN  SUSPENSE 

The  First  Eagle — by  Tony  Hillerman  (HarperCollins,  antibiotics,  more  and  more  often,  are  failing  to  work  ir 
$25).  Masterful  mystery  that  has  it  all:  superbly  wrought  people  treated  with  them  because  they  are  overused.  For 
characters,   including   a  large   quota   of  obsessive   ec-      tunately  for  us,  pharmaceutical  companies  are  about  tc 


centrics;  the  evocative  American  Southwest  as 
backdrop;  clashing  cultures;  an  intriguing  plot 
that  ranges  from  bubonic  plague  to  poaching 
eagles  to  the  tensions  of  a  troubled  romance  to 
coldly  ambitious  politicians — not  to  mention 
mayhem  and  murder.  Add  to  this  the  sometimes 
wary  but  usually  mutually  respectful  relationship 
between  a  retired  chief  of  the  Navajo  Tribal 
Police  and  his  protege-cum-acting-successor. 

The  plot  revolves  around  scientists  who  are  inves- 
tigating plague  in  the  area.  The  plague  mostly  attacks  prairie 
dogs  but  claims  the  occasional  human,  as  well.  One  scien- 
tist thinks  he  is  close  to  finding  the  answer  as  to  why  some 
animals  appear  immune  to  this  disease  while  most  are  not 


bring  to  market  a  whole  new  range  of  "synthet 
ic"  antibiotics  that  will  be  as  effective  as  the  tra 
ditional  kinds  once  were. 

Excerpt:  Howe  held  up  a  band.  "Save  it,  Shirley 
Save  it.  You're  preaching  to  the  choir  here."  Ht 
nodded  toward  the  sheet  on  the  gurney.  <cDoesn}: 
Mr.  Nez  there  just  prove  we're  breeding  a  wholi 
new  set  of  drug-resistant  bugs?  Tloe  old  Pasteurelk 
pestis,  as  we  used  to  call  it  in  those  glorious  primi 
tive  days  when  drugs  worked,  was  duck  soup  for  f, 
half  dozen  antibiotics.  Now,  whatever  they  call  it  these  days 
Yersinia  pestis  /  think  it  is,  just  ignored  everything  we  tried 
on  Mr.  Nez.  We  had  us  a  case  here  where  one  of  yom 
Navajo  curing  ceremonials  could  have  done  Nez  more  goon 


The  deeper  danger  that  concerns  the  author  is  that      than  we  did. 

RESTAURANTS— GO,  C  ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  another  Forbes  eatery  expert,  Tom  Jones. 


•  Kings'  Carriage  House— 251  East  82nd  St.  (Tel: 
734-5490).  Absolutely  charming.  Delicious  pigeon  and 
asparagus  terrine;  endive  salad  with  walnuts,  apples  and  Stil- 
ton vinaigrette;  filet  mignon  with  balsamic  glaze  and  Parme- 
san potatoes;  and  pork  tenderloin  with  Mediterranean  stuff- 
ing and  aubergine.  Musts  are  the  Belgian  chocolate  cake  and 
the  banana  cinnamon  bread  pudding  with  caramel  sauce. 

Pasha— 70  West  71st  St.  (Tel.:  579-8751).  Much 
more  stylish  than  Turkish  Kitchen,  but  beware.  The  ser- 
vice is  frustratingly  bad,  and  the  food  doesn't  come  close 
to  that  served  at  the  more  humble  Downtown  spot. 

•  Aureole— 34  Easi  61st  St.  (  "cl.:  319-1660).  The 
rooms  (also  a  peacefi  -  arc  md  flower-filled; 
the  service  is  impeccable .  .md  the  food  is  ovcr-the-top 
delicious.  The  extraordinary  sophistication  of  a  basic, 
black-truffle  roasted  Ckii  k  met  ken  with  caramelized 
root  vegetables  and  potato  shallot  puree,  is  what  special 


restaurant  fare  is  all  about:  wonderful  ingredients,  creative 
and  delicious  melding  of  flavors,  flawless  presentation. 

Cafe  M— The  Stanhope  Hotel,  995  Fifth  Ave.,  at 
81st  St.  (Tel.:  717-0303).  The  food  and  the  service  are 
not  up  to  the  prices. 

•  Mark's— The  Mark  Hotel,  25  East  77th  St.  (Tel.: 
879-1864).  The  food  reaches  incredible  highs  and  nc 
lows.  Try  the  \ichyssoise;  the  seasonal  asparagus  in  summer 
truffle  vinaigrette;  the  seared  Bay  of  Fundy  salmon;  and 
the  Maine  lobster  in  Armagnac  sauce.  And  don't  forget  the 
delectable  chocolate  gourmandise  and  die  creme  catalane. 

•  Verbena— 54  Irving  Place,  at  17th  St.  (Tel.:  260- 
5454).  Delightful,  with  a  pleasant  garden  for  evening 
dining.  Inventive  cuisine.  Black  mission  tigs  with  pro- 
sciutto  and  grated  Roquefort,  asparagus  crepe  with 
Parmesan  cheese  and  tarragon,  and  bacon-wrapped  saddle 
ofr  Sbit  fillet;  all  first-class.  ■ 
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Announcing 

yet  another 

important  merger 

in  the  automotive 

industry. 
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OACURA 


Luxury  and  performance;  come  together  like  never  before. 
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PERFORMANCE 

3.2-Liter.  225-Horsepower  VTEC  V-6  engine 

4-Speed  Automatic  With  SportShift  Transmission 

4-Wheel  Double-Wishbone  Suspension 

Speed-Sensitive  Power  Steering 

Anti-Lock  Braking  System  (ABS) 

Traction  Control  System 


Introducing  the  new  AcuraTL 


LUXURY 

Acura  Satellite-Linked  Navigation  System 
Hand-Selected,  Leather-Appointed  Interior 
Custom-Engineered  Bose1  CD  Audio  System 
Steering  Wheel-Mounted  Audio  Controls 
Power  Moonroof  With  Tilt  Feature 
Luxuriously  Equipped  for  under  $30,000 


OACURA 


Other  Comments 


Sorry  State  of  Affairs 

Bill  Clinton  has  allowed  a  rather  sor- 
did little  private  affair  to  balloon  into  a 
big  question  of  judgment  and  probity, 
which  has  already  brought  indignity  to 
the  office  of  U.S.  president. 

A  few  weeks  ago  there  was  no 
enthusiasm  in  Congress  and  the  wider 
political  establishment  for  the  dread 
process  of  impeachment.  But  today, 
even  if  not  a  likelihood,  it  has  become 
a  political  possibility,  thanks  to  the  pres- 
ident's mishandling  of  his  explanation. 

[Resigning]  does  not  look  likely 
for  Mr.  Clinton,  who  has  everything 
to  lose  by  quitting,  including  his 
legal  immunity.  But  whatever  he  does 
will  leave  the  office  of  the  president 
further  weakened,  the  legislature 
stronger — and  his  reputation  in  tat- 
ters. One  cannot  expect  much  leader- 
ship from  the  rest  of  his  tenure. 

That  is  why  his  own  Democrats 
are  turning  on  him  and  insisting  that 
he  make  it  clear  he  is  genuinely 
sorry — for  his  actions,  not  just  the 
tight  corner  he  is  in. 
-Financial  Times  editorial 


A  Big  Waste 

The  International  Monetary  Fund 
(IMF)  is  asking  U.S.  taxpayers  to 
provide  it  with  S3. 5  billion  in  emer-      Hang  XOUgh 

gency  aid  and  a  further  SI  5  billion  in 
loan  guarantees  to  underwrite  IMF 
lending  activities  to  economically 
troubled  nations. 

From  1992  through  1996  the  IMF 


pro\ided  nearly  $20  billion  in  emer- 
gency credit  to  the  Yeltsin  government. 
But  that  money  has  not  prevented  a  9% 
decline  in  industrial  production  this 
year  or  the  70%  Russian  stock  market 
drop.  It  did  not  prevent  the  August 
ruble  devaluation.  It  has  not  compelled 
Russians  to  fix  their  decrepit  tax  system. 
Some  reformers  in  Russia  have  main- 
tained that  IMF  funds  have  impeded 
progress,  sening  as  "a  drug  helping  to 
maintain  an  unfit  government." 
-Institute  for  Policy  Innovation 


An  honest  politician  is  one  who, 
when  he  is  bought,  will  stay 
bought. 

-Simon  Cameron,  Republican 
boss  of  Pennsylvania,  c.  1860 

Hot  and  Cold 

"My  grandmother  had  something 
else  to  say  about  gossip,"  Chee  said. 
"She  said  it  doesn't  have  a  long  shelf 
life.  Sometimes  you  hear  the  soup's 
on  the  table  and  it's  too  hot  to  eat, 
and  by  the  time  the  news  gets  to  you 
it's  in  the  freezer." 
-Tony  Hillerman,  The  First  Eagle 


The  PUSH  by  the  U.S.  business  com- 
munity on  Capitol  Hill  to  eviscerate 
economic  sanctions  as  a  policy 
response  to  dangerous  geopolitical 
behavior  on  the  part  of  foreign  gov- 


^q£$3 


-#***< 


'"*^'*HKfe. 

£. 

>!-e 

sag 

.^"■^ 

->. 

°oo 

",*p^' 

>  m 

"So  they  hold  this  conference  o  figure  out  why  we're  becoming 
extinct,  and  guess  what  they  have  for  dinner." 


ernments  in  the  name  of  market  stq 
bility  and  "engagement"  is  misguic 
ed  and  irresponsible. 

[Countries]  like  Russia  and  ChirJ 
will  continue  to  take  actions  whicl 
periodically  endanger  American  inteil 
ests  and  those  of  our  allies.  Whe| 
they  do,  the  American  people, 
Congress  and  the  media  will  demanl 
a  swift  and   credible   U.S.   reactiol 
which  will,  more  often  than  not,  did 
rupt   trade   flows   and   the   market! 
more  than  would  have  been  the  ca 
if  national  security  concerns  had  bee| 
taken  into  account  at  the  outset. 
-Roger  W.  Robinson  Jr., 
president,  RWR  consultants,  and 
National  Security  Council  mem- 
ber in  the  Reagan  administration 

Sexless  Education 

One  grade  school  in  Mishawaka 
Ind.,  has  a  strict  no-tolerance  rule- 
on  puppy  love.  Elm  Road  Schocj 
has  banned  handholding,  note  pass! 
ing,  chasing  members  of  the  oppol 
site  sex  during  recess  and  any  talk  ol 
affection.  The  rule  should  help  boy 
and  girls  learn  to  treat  each  othej 
with  respect,  courtesy  and  a  certaiij 
icy  distance. 
-Reason  magazine 

Spirit  of  America 

We  are  a  nation  composed  largel; 
of  failed  baseball  players.  We  remem 
ber  how  hard  it  is  to  hit  a  round  bal 
with  a  round  bat,  or  to  field  wha 
broadcasters  call  "a  routine  grounc 
ball."  Mark  McGwire  and  Samrm 
Sosa  and  the  others  who  have  mad<| 
1998  so  luminous  have  given  th< 
nation  more  than  entertainment 
they  have  given  six  inspiriting 
months  of  professionalism  anc 
craftsmanship.  McGwire's  rampagt 
through  the  record  book  is,  for  al 
the  pressure,  fun  for  him.  And  wher 
he  says  it  is  "good  for  baseball,"  h( 
voices  a  sense  of  institutional  stew 
ardship  that  is  rare  in  America  anc 
especially  in  professional  sports. 

"I  love  this  country,"  says  Sosa 
Back  atcha,  says  the  country. 
-George  F.  Will,  Newsweek 
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Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


WHO  LOST  RUSSIA? 


THfc  KtAl  REASON  behind  Russia's  near  collapse  and  the 
grim  future  it  faces  is  that  neither  Russia  nor  die  West  has 
acknowledged  the  indisputable  fact  that  Russia  is  a  defeated 
former  great  power.  The  Clinton  Administration  would  say 
it's  in  bad  taste  to  be  so  blunt,  but  many  of  Russia's  troubles 
stem  from  the  fact  that  Russia  lost  the  Cold  War.  We  go  on 
pretending  that  Russia  is  still  a  major  player  on  the  world 
stage;  that  we  must  never  sav  or  do  anything  to  wound  Rus- 
sia's pnde;  that  we  must  appease  its  demands,  even  when 
Western  security  is  at  stake;  and  that  we  must  include 
Russia — just  as  if  it  were  still  a  great  power — in  all  of  our  for 
eign  policy  activities.  We  are  also  the  most  enthusiastic  sup 
porter  of  more  and  more  International  Monetary  Fund 
financing  for  Russia — the  last  proposal  tor  which  included  a 
$22.6  billion  package  that  caused  even  die  IMF  to  hesitate. 

Turning  a  Blind  Eye 

In  our  rush  to  reassure  Russia  that  it  is  still  a  great  power, 
we  have  ignored  its  military  activities.  As  Roger  W  Robin- 
son Jr.,  writing  in  the  Wall  Street  Journal,  points  out:  "Dur- 
ing this  decade,  even  as  some  Russian  workers  were  going 
unpaid,  Moscow  continued  construction  of  a  massive  net- 
work of  underground  command-and-control  bunkers  [in 
the  Ural  Mountains],  deployed  a  new,  mobile  Topol-M2' 
[the  SS-27]  intercontinental  ballistic  missile,  commissioned 
a, new  aircraft  carrier  [the  Admiral  Kuznetsov]  and  nuclear 
cruiser  [the  Peter  the  Great],  refitted  its  Typhoon  Class  sub- 
marines to  accommodate  SS-N  24/26  missiles,  began  a 
stealth-fighter  program  [comparable  to  our  F-22]  and  built 
a  fifth-generation  Borei  Class  ballistic  missile  submarine." 

A  most  conservative  estimate  of  the  cost  of  all  this  is  at 
least  $37  billion.  In  addition,  we  know  that  Russia  is  still 
devoting  large  resources  to  developing  strategic  missile 
defense  capabilities.  It  also  fought  a  hugely  expensive 
and  totally  disastrous  war  in  Chechnya.  In  its  impover- 
ished condition,  the  government  accomplished  this  fiscal 
sleight-of-hand  by  not  paying  its  soldiers  or  workers  and 
by  securing  and  spending  Western  largesse.  Russia  bit- 
terly resists  any  of  our  attempts  to  monitor  the  use  of 
Western  funds  or  the  proceeds  from  sales  of  its  bonds. 
And  at  a  time  when  it  urgently  wants  another  infusion  of 
money,  Russia  pursues  a  stridently  anti-U.S. /anti- 
Western  foreign  policy,  under  the  direction  of  the  surly 
ex-Foreign  Minister  Yevgeny  Primakov,  who  is  now  the 


new  prime  minister.  Primakov,  the  former  head  of  the 
brutal  KGB,  is  the  worst  possible  choice  for  this  office. 
Both  the  Communist-dominated  Duma  and  our  State 
Department  promptly  hailed  his  appointment,  signaling 
that  no  matter  what  the  Russians  do,  we  are  for  it. 

As  the  New  York  Times  noted,  Primakov,  with  his  first 
two  appointments,  "signaled  a  sharp  shift  toward  a  more 
socialist  economic  model."  Yuri  D.  Maslyukov,  Primakov's 
new  top  deputy,  was  the  Communists'  candidate  for  prime 
minister.  Viktor  V.  Gerashchenko,  the  new  central  bank 
chairman,  is  a  foe  of  Yeltsin's  Western  market  policies, 
instead  favoring  inflation  and  easy  money  policies. 

President  Yeltsin  has  lost  even  the  semblance  of  influ- 
ence, sacrificing  his  principles  to  his  hopes  of  retaining  an 
empty  title.  Yet  the  Clinton  Administration  continues  to 
nod  approvingly,  as  it  has  ever  since  we  wasted  nearly 
three  years  trying  to  appease  Russia  before  finally  agreeing 
to  admit  Hungary,  Poland  and  the  Czech  Republic  to  a 
NATO  seriously  weakened  by  our  spineless  policies. 

( Contrast  Russia's  behavior  with  Germany's  and  Japan's 
following  World  War  II.  Germany  and  Japan  did  not  waste 
their  Western-supplied  resources  by  building  vast  quanti- 
ties of  new  offensive  weapons.  Germany  did  not  throw 
Russian -style  tantrums  as  we  founded  NATO.  Japan  de- 
voted its  very  considerable  energies  and  skills  to  rebuilding 
its  war-torn  economy,  and,  in  recent  years,  has  had  to  be 
strongly  encouraged  to  regain  strong  military  defenses. 

It's  Time  To  Get  Tough 

No  one  would  begrudge  Russia  funds  from  the  U.S. 
and  the  West  if  these  funds  were  being  used  toward  help- 
ing the  country  become  democratic,  nonmilitaristic  and 
friendly.  But  continuing  along  the  same  path  that  we  have 
been  taking  will  simply  send  Russia  deeper  into  the  pit  it 
now  occupies.  It  is  time  we  insist  that  all  aid  to  Russia  be 
linked  to  rigid  conditions  that  will  halt  its  weapons  pro- 
duction and  will  ensure  some  cooperation  with  Western 
foreign  policy  objectives.  Sadly,  the  Republican  Senate  bill 
authorizing  more  IMF  funds  for  Russia  does  not  do  this. 

If  such  conditions  were  imposed,  we  could  safely  do  our  ut- 
most to  help  the  able,  industrious — and  desperate — Russian 
people.  But  as  things  are,  we  will  merely  see  more  pictures  of 
Clinton  hugging  Yeltsin.  We  do  not  have  to  look  farther  than 
Washington  for  the  answer  to,  "Who  lost  Russia?"  H 
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I  Digital  rules 

Technology  and  the  new  economy 


By  Rich  Karlgaard,  Publisher 

publisher@tbrbes.com 


OUR  FRAGILE 

•  Two  weeks  ago,  Forbes  asked  whether  the  stock  mar- 
,  ket  was  signaling  an  asset  bubble  pop,  as  it  did  in  1987, 
lor  something  far  worse — an  Armageddon  like  1929. 
;True,  and  happily,  the  odds  of  conflagration  are  low;  yet 
only  a  fool  would  believe  it  impossible. 

A  digital  evangelist  like  myself  is  supposed  to  twist  his 
knickers  over  depressed  chip  stocks,  portal  wars  and  tele- 
com regulation  that's  so  brute  dumb  as  to  make  you  cry. 
But  that's  not  what  worries  me  today.  A  phrase  comes  to 
mind:  Take  care  of  the  downside,  and  the  upside  will 
take  care  of  itself.  America  still  is  the  land  of  upside, 
thanks  to  our  command  of  digital  technology  and  our 
easy  affinity  with  tech's  cultural  ramifications. 

No  Time  to  Mince  Words 

Our  downside  risk,  however,  is  appallingly  great  right 
now.  I'm  not  just  talking  about  deflationary  spirals, 
Russian  implosion  or  the  most  corrupt  White  House 
since  Warren  G.  Harding's.  My  worry  is  that  Americans 
who  lived  through  the  devastations  of  the  past — the 
Depression  and  World  War  II — are  dying  off.  We  are  los- 
ing the  collective  memory  of  downside  risk. 

Life  is  a  gift.  Freedom  is  rare.  Civilizations  must  be 
built  a  brick  and  a  law  at  a  time — and  be  defended  by 
blood.  Prosperity  can  only  be  earned.  Whenever  reason 
is  lost  and  judgment  fails,  disaster  fills  in.  Our  generation 
does  not  know  this.  We  lucky  ones  don't  grasp  that  a  few 
bad  decisions  and  some  rotten  luck  can  trip  a  sequence 
of  events  that  leaves  tens  of  millions  dead. 

History  is  lost  to  our  deaf  ears.  The  1960s,  for  example, 
get  wildly  overplayed  in  today's  moronic  TV  culture.  By 
contrast,  the  decade  from  1908  to  1918  is  little  under- 
stood. Yet  it  should  be  studied,  over  and  over.  Are  we  so 
cocky  as  to  believe  that  technology,  wealth,  education  and 
deepening  insights  about  the  human  genetic  code  have 
the  power  to  banish  conflict?  If  so,  we  are  sitting  ducks. 

My  sour  speculations  arose  after  reading  a  book  by 
Peter  F.  Drucker.  Drucker  (see  cover  story,  p.  152)  is  the 
world's  greatest  management  writer,  having  authored  more 
than  30  books  on  management.  He  taught  us  about  Alfred 
Sloan's  General  Motors  and  about  pension  fund  capitalism. 
He  saw  the  Information  Age  long  before  it  materialized. 
He  told  executives  to  stick  to  their  knitting.  But  Drucker 


GOLDEN  AGE 

is  far  more  than  a  management  guru.  He  is,  hands  down, 
the  most  insightful  observer  of  the  20th  century. 

Required  Reading 

Drucker  will  ascend  to  heaven  for  his  sage  ideas.  Yet  his 
best  book  is  not  a  management  text;  it's  a  memoir, 
Adventures  of  a  Bystander.  It  is  Drucker's  own  favorite. 
Read  it  (as  soon  as  you  finish  this  magazine,  of  course)! 
Go  to  Amazon.com  and  have  it  sent  to  you  on  a  fast  boat. 
In  this  book  you'll  find  Drucker's  interpretation  of  a  cen- 
tury that  is  at  once  the  best  and  worst  in  human  history. 

Drucker  was  born  in  1909  in  Vienna — at  the  peak  of 
the  age  of  innocence  and  at  the  top  of  Vienna's  influence 
in  the  world.  It's  hard  to  imagine  now,  but  Vienna  then 
rivaled  London  as  a  seat  of  Western  civilization. 

Drucker's  first  memories  are  not  of  glory  but  of  sol- 
diers marching  in  the  streets.  In  the  1920s,  Drucker  was 
desperate  to  get  out  of  Austria.  The  nation's  obsession 
with  its  lost  prewar  status  wore  like  a  heavy,  damp  wool 
shirt  on  the  youth.  Too  impatient  to  attend  college, 
Drucker  lit  out  for  Germany.  At  age  23,  he  became  the 
foreign  editor  for  Frankfurt's  largest  newspaper.  At  night 
he  studied  law  books  and  soon  passed  the  bar. 

Drucker  fled  Germany  when  the  Nazis  consolidated 
their  power  in  1933.  He  moved  to  London  and  worked 
for  an  investment  bank.  A  Dutch  client  was  so  impressed 
with  Drucker  that  he  offered  him  the  equivalent  of 
$250,000  a  year  (in  Depression-era  dollars)  to  move  to 
America  and  scout  investment  opportunities.  Drucker 
turned  him  down,  opting  instead  for  a  $2,500-a-year 
professorship  and  the  chance  to  write. 

Drucker,  89,  has  always  loved  the  interplay  of  people 
and  ideas.  Over  and  over  again,  his  books  teach  us  that 
ideas  and  leadership  (or  lack  thereof)  have  consequences. 
Toxic  ideas  can  brainwash  a  culture  or  a  company  as 
surely  as  good  ones.  Evil  leaders  can  wreck  entire  civi- 
lizations. Weak  leaders  with  good  intentions  are  scarcely 
better.  Our  grandparents  told  us  this.  But  our  genera- 
tion? We  junk  these  old  canards  and  seek  our  salvation  in 
Web  chat,  Prozac  and  cigar  sex.  What  danger  we  court! 

Our  technology  golden  age  is  fragile  and  could  slip 
away.  Moore's  Law  is  real,  but  it  is  not  sufficient.  Judg- 
ment and  leadership  are  required,  as  well.  Hi 
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©1998  Hiuchi.  Ltd. 


eyeball 

"to  see  a  world  in  a  grain  of  sand... "/Edited  by  Ben  Pappas 

fchew  your  way  to  a  new  you 


'jM  -    l.nM 

i  [Teachers  may 
k  lhave  to  think 

I  Itwice  before 
:  asking  their 
i  (students  to 

spit  out 

I I  Brain  Gum. 


Let's  get  this  straight:  Chewing  gum 
can  actually  make  you  smarter?  So  con- 
tends a  company  called  GumTech 
International,  which  is  marketing 
something  called  Brain  Gum.  As  you 
chew,  the  gum  releases  the  nutrient 
phosphatidylserine,  or  PS,  which  is 
believed  to  improve  intercellular  activity 
in  the  brain,  thereby  making  you 
more  mentally  alert. 

This  looks  like  the  start  of 
something.  A  variety  of  different 
manufacturers  are   looking  to 
transform  gum  from  the  universal 
symbol  for  stupid  into  a  way  to 
chew  your  way  to  health  and  smarts. 
Wrigley's  Stay  Alert  gum  slowly  feeds 


caffeine    into    your 
system,    for   instance, 
while  Church  &  Dwight's 
Arm    &    Hammer    Dental 
Care  baking  soda  gum  fights 
plaque      and      bad      breath. 
GumTech's   Love   Gum   saturates   the 
system  with  invigorating  ginseng.  Ori- 
gins' Peace  of  Mind  Gumballs  contain 
a  serenity-inducing  blend  of  pepper- 
mint, basil  and  eucalyptus. 

Medically,  the  shills  have  a  point — but 
the  image  problem  remains:  "One  of  the 
biggest  challenges  we  have  at  the 
moment  is  convincing  people  that  gum  is 
actually  a  serious  delivery  system,"  says 
GumTech  executive  Brown  Russell. 


Rhyme  and  reason 


4tRhyme  is 
one  device 
that  does  not 
get  much 
respect,  so 
the  results 
surprised 
me." 


EVERYBODY  knows  that  a  catchy  rhyme  makes 
a  phrase  easier  to  remember,  even  though  it 
also  gives  the  phrase  a  kind  of  dopey  singsong 
quality.  Which  is  maybe  why  nobody  uses 
rhyme  very  much  anymore.  As  a  literary  device, 
rhyme  started  fading  as  soon  as  the  widespread 
distribution  of  books  made 
memorization  less  important,  | 
and  it's  been  downhill  ever  I 
since.  Nowadays  it  is  hard  to  £ 
find  a  good  rhyme  outside  the  1 
world  of  advertising  or  popu- 
lar music. 

So  Dr.  Matthew  McGlone's 
recent  study  comes  as  some- 
thing of  a  surprise.  McGlone, 
a  psycholinguist  at  Lafayette 
College  in  Easton,  Pa.,  has 
analyzed  rhyme  as  a  rhetorical 
tool  and  concluded  that 
rhyme  makes  ordinary  state- 
ments more  believable. 
McGlone's  study  took  pairs 
of  adages  that  mean  pretty 
much  the  same  thing,  one 
rhyming  and  one  non- 
rhyming,  and  asked  respon- 
dents to  rate  them  for 
"believability,"  among  other 
things.  Consistently,  the  test  group  found  a 
statement  such  as  "Woes  unite  foes"  more 
believable  than  a  statement  like  "Woes  unite 
enemies." 

"Rhyme  is  one  device  that  doesn't  get 
much  respect,  so  the  results  surprised  me," 


says  McGlone.  "But  sometimes  a  singsong 
quality  is  a  pleasing  thing,  and  by  virtue  of 
the  words  being  pleasing,  they  can  confer 
a  greater  sense  of  truth."  Hmmm.  "If  it 
[the  glove]  doesn't  fit,  you  must  acquit."  O.J. 
Simpson  lawyer  Johnnie  Cochran  intoned 


that  phrase  so  persuasively  to  the  jury  that  the 
little  rhyme  scheme  may  have  kept  his  client 
out  of  the  clink.  "The  rhyme  overshadows 
a  completely  dubious  message,"  says 
McGlone. 

Sure  worked  for  Cochran.  -B.P.  BH 
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The  Forbes/Bridge  Economic  Forecast 

Edited  bv  Shlomo  Z.  Reifman 


(@HE  U.S.  ECONOMY 

A 

last  year 

15.5 

83.3 

1.475 

2,552 

-110.7 

ctual 

latest 

mean 

1998  est  - 
high 

low 

4-wk 
%  chg 
in  mean 

Automobile  sales1  (mil) 
Capacity  utilization  (%) 
New  housing  starts2  (thou) 

Retail  sales  ($bil) 
Trade  balance  (Sbil) 

15.6* 

80.5  July 

1,530* 

2,642* 

-128.6* 

15.1 

81.6 

1,538 

2,259 

-210.4 

15.7 

83.0 

1,581 

2,693 

-120.0 

14.0 

80.4 

1,450 

1,641 

-252.0 

NA 

0.6 

7.0 " 

13.5 

14.8 

Unemployment  rate  5(%) 
Gross  domestic  product "{%) 

Inflation 

4.7 
3.9 

4.5  aug 

1 .6  2nd  qtr 

4.6 
3.0 

5.2 
3.6 

4.2 
2.3 

0.0 
7.6 

CPI  services  (unadjusted)  (%) 
CPI  total  (unadjusted)  (%) 

Interest  rates 

2.7 
1.7 

5.92 
5.35 

271.80 
288.80 

0.4  July 
0.1  july 

5.25 
4.86 

254.75 
293.50 

2.7 
1.7 

3.1 
1.8 

2.2 
1.4 

NA 
0.0 

30-year  Treasury  yield  (%) 
3-month  Treasury  yield  (%) 

©RICES 

CRB-Bridge  spot  indexes 
Gold  per  troy  ounce  ($) 

5.44 
4.98 

269.00 

287.50 

15.90 

6.00 
5.42 

270.00 

290.00 

18.00 

5.00 
4.70 

268.00 

280.00 

14.50 

-12.2 
-5.6 

14.9 
-2.5 

Oil/bbl  W  Texas  Intermediate  ($) 

17.63 

14.87 

-5.4 

@ 


URRENCY 


German  marks  per  dollar 

1.80 

1.69 

1.78 

1.85 

1.71 

-2.0 
1.9 

Yen  per  dollar 

130 

130 

138 

160 

125 

VEDERAL  FUNDS  WATCH  Next  Federal  Reserve  meeting:  Sept.  29,1998 
Current  rate  5.5%    Last  action:  Mar.  27, 1997  +25  basis  points 

Likelihood  of  shift  in  interest  rates  in  the  next  90  days  by  the  Federal  Reserve 


Very  likely 


Possibility  of  decrease  or  increase 


Very  unlikely 


Estimates  are  contributed  by  leading  economists,  who  ar 
surveyed  biweekly  by  Bridge  Information  Systems  an; 
Forbes  magazine.  Consensus  forecasts  as  of  9/1 1/98. 


Will  the  "negative  wealth  effect'! 
from  recent  declines  in  stock  priced 
lead  to  a  steep  economic  contracj 
tion?  "A  slowdown,  yes;  a  recession! 
no,"  says  Anthony  Chan,  chief  econj 
omist  at  Banc  One  Investment  Advij 
sors,  who  thinks  that  consumers  will 
take  on  a  little  more  debt  rather  tharl 
make  substantial  cutbacks  in  theiil 
spending  plans.  Chan  notes  that  con 
sumer  debt  grew  7.8%  in  1996] 
when  the  s&P  500  rose  20%.  Lasil 
year,  when  the  market  was  up  31%1 
debt  increased  only  4.3%.  Charl 
expects  consumers  to  raise  their  debrl 
levels  5%  this  year  and  7.5%  in  1999 1 
Based  on  this  scenario,  Chan  thinks) 
that  U.S.  gross  domestic  product  wiLj 
rise  2.5%  this  year  and  1.8%  in  1999 ( 


SPECIAL  FOCUS 


Crude  oil  (S  per  barrel) 

$30 


irii  eofa  barrel  of  oil  (Wesl 
Intermediate)  has  recovered 
since  mid-June,  when  il  stood  al  a 

five  year  low  of  $1  I  iver 

age,  the  e<  onomists  sui  < 
(eftJdon'1  thmk  it1',  going  :  iris 
ilwn  anothei         i       /eai 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  eight  equally  weighted 
elements:  the  cost  of  services  relative  to  all 
consumer  prices,  the  level  of  new  orders  for 
durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new 
housing  starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail  sales 
and  total  consumer  installment  credit. 


Our  Web  site,  www.forbes.com,  has  daily 
updates  on  economic  estimates  and  detailed 
information  of  Forbes  Index  components. 


Current 
$1,266.0  bil 


Previous 
$1,260.7  bil 


Change 
0.4% 


*  Twelve  months.  'Autos,  light  and  heavy  trucks  including  imports.  Total  single  and  multiple  family,  seasonally  adjusted.  Excluding  auto  sales,  annualized  and  seasonally  adjusted. 

'Total  goods  and  services,  annualized  and  seasonally  adjusted.  'Percent  of  civilian  labor  force.  'Quarter-to-quarter  percent  change,  annualized.  NA:  Not  available.  Source:  Bridge  Information  Systems  Inc. 
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Designer,  Owner  of  Barraza  NevYor, 
Small  Business  Services  User 


Vfter  14  years  as  a  designer,  Maria  Barraza  invested  her  vision  and  savings  in  her  own  company.  And  while 
ler  focus  on  detail  helps  her  designs  endure,  American  Express  Small  Business  Services  helps  make  sure  her 
ash  flow  endures.  Her  Card  gives  her  maximum  flexibility  when  traveling,  a  Quarterly  Management  Report 
^:ells  her  exactly  what  she  spent,  while  she  enjoys  10%  savings  on  WRF®^ 

Tiany  FedEx®  delivery  services.  All  of  which  are  always  in  style.  OiP    iHOI  0  jjf|j 
-all  1-800-SUCCESS  or  visit  www.americanexpress.com. 


Small  Business 
Services 


Brooklyn  Academy  of  Music 

Brooklyn,  New  York 
September  9  -  Decemb      >0, 1998 
For  information,  please  con 
(718)636-4100     www.bam.org 


.     .^w 


Th«  Ntxt  Wave  Festival  at  Brooklyn  Academy  of  Music  The  next  wave  can  break 
from  just  about  anywhere.  A  burst  of  innovation  — in  dance,  music,  theater,  opera 
and  more  — thunders  out  of  the  rehearsal  spaces  of  celebrated  artists,  or  explodes 
from  dynamic  new  sources  all  around  the  world.  Wherever  it  comes  from, 
it  always  hits  these  shores  in  just  one  place.  The  legendary  Next  Wave  Festival 
at  Brooklyn  Academy  of  Music. 

Philip  Morris  Companies  is  proud  to  be  the  corporate  sponsor  of  BAM's 
Next  Wave  Festival,  as  we  have  been  from  the  beginning.  It's  just  a  part  of 
our  on-going,  four-decade  program  of  support  for  visionary  individuals 
and  organizations  who  enhance  the  quality  of  our  world. 


Years  of  Arts  Support 


PHILIP   MONRIS   COMPANIES   INC. 

KRAFT  FOODS,  INC.        MILLER  BREWING  COMPANY        PHILIP  MORRIS  CAPITAL  CORPORATION 

PHILIP  MORRIS  INTERNATIONAL  INC.        PHILIP  MORRIS   U.S.A. 
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\\\  Robert  Lenzner  and  Stephane  Fitch 

rhere  are  few  exercises  more  futile  than  trying 
to  predict  the  near-term  course  of  the  stock 
market,  but  people  crave  guidance.  What 
better  place  to  seek  it  than  from  a  seasoned 
Wall  Street  veteran  who  has  intensively  stud- 
cd  the  stock  market  at  crucial  junctures? 

This  suggested  the  name  of  Barrie  Wigmore,  57,  a 
etircd  partner  of  Goldman,  Sachs  who  wrote  the  excel- 
ent  study  of  1929  entided  The  Crash  and  its  Aftermath 
Greenwood  Press,  1985). 

When  we  called  on  Wigmore  in  his  Manhattan  home, 
ic  had  already  made  his  judgment  on  the  late  summer 

arkct:  "This  is  not  1929,  or  1973-74,  or  even  1987. 

his  is  an  adjustment  of  expectations  from  market  gains 
if  15%  to  20%  each  vear  to  more  reasonable  expectations 
:>f7%to8%." 

In  a  paper  circulated  privately  last  summer  Wigmore 
jointed  out  that  earnings  of  the  s&P  500  as  a  percent- 
ige  of  GDP  were  at  an  unsustainable  peak  of  nearly  5%. 
Conclusion:  Real  corporate  earnings  will  probably  shrink 
to  a  traction  closer  to  2%  to  3%  of  GDP. 

Wigmore  calls  the  end-of-summer  15%  to  20%  drop 
n  the  indexes  "a  balanced  devaluation  of  equities  to  a 
point  where  they  arc  competitive  with  the  bond  market. 
The  five-year  long  term  outlook  is  for  7%  to  8%  total 
return  from  the  stock  market — about  what  you  can  cur- 
rently get  in  bonds." 

Turmoil  in  the  developing  nations?  Wigmore  shrugs: 
"This  is  a  sectoral  problem  of  the  emerging  industrial 
nations.  I  don't  want  to  minimize  it.  It  may  [affect]  the 
European  and  U.S.  banks  with  loans  to  Asia  and  Latin 
.America — but  not  badly  damage  the  total  economic  pic- 
ture. Conversely,  it  has  positive  aspects  for  the 
economies  of  the  U.S.  and  western  Europe." 

Among  positive  aspects  are  cheap  commodities  like 
oil,  copper  and  steel.  As  consumers  of  raw  materials,  the 
industries  of  Europe  and  the  U.S.  benefit  from  cheaper 
commodities.  Hence  the  cost  of  manufactured  goods 
does  not  rise  in  the  industrial  countries  even  though 
production  is  booming. 

Digging  into  history,  Wigmore  points  out  that  the 
bad  crashes  in  the  past  usually  coincided  with  bad  policy 
decisions  by  governments:  In  1929  protectionism  was 
on  the  rise,  and  in  1973-74  there  were  the  politically 
inspired  Arab  oil  embargo,  wage  and  price  controls,  the 
Vietnam  War  and  Watergate. 

"In  1987  there  were  three  big  policy  shifts  that  upset 
the  market:  The  House  Ways  &  Means  Committee 
passed  a  bill  killing  all  unfriendly  and  highly  leveraged 
mergers,  the  Administration  was  fighting  a  highly  pro- 
tectionist trade  bill;  and  Treasury  Secretary  Baker  threat- 
ened to  let  the  dollar  fall  against  the  deutsche  mark,  trig- 
gering higher  interest  rates  and  inflation." 

Where,  except  for  sleaze  in  the  White  House,  are  the 

Barrie  Wigmore,  Goldman,  Sachs  &  Co. 

"This  is  not  1929,  or  1973-74,  or  even  1987." 


Stalwart  stocks 

Earnings  growth  is  slowing  and  Wall  Street  is  lowering 
its  expectations,  but  some  stocks  will  still  shine. 
Here  are  11  of  Barrie  Wigmore's  favorites. 


Recent 

—EPS  estimates — 

1999 

Company 

price 

1998 

1999 

est 
P/E 

American  Power  Conversion 

$34.94 

$1.57 

$1.87 

18.7 

CMP  Media 

8.00 

0.34 

0.68 

11.8 

Gannett 

59.13 

2.88 

3.21 

18.4 

Intel 

85.81 

3.11 

3.74 

22.9 

Kimberly-Clark 

38.31 

2.47 

2.88 

13.3 

Lands'  End 

18.25 

1.81 

2.22 

8.2 

National  Service  Industries 

36.12 
28.94 

2.53 
1.42 

2.78 

13.0 

Nordstrom 

1.64 

17.6 

Potash  Corp  of  Saskatchewan 

53.63 

5.53 
3.61 

6.20 
3.91 

8.7 

Royal  Bank  of  Canada 

44.13 

11.3 

Teekay  Shipping 

19.25 

2.49 

2.85 

6.8 

Source:  IBES  Express 

Assessing  Asia's  funds 

Whacked  hard,  these  funds  sell  at  huge  discounts  to  net 
asset  value.  Some — especially  those  with  U.S.-style  returns 
on  equity — look  plum,  Wigmore  says. 


China  Fund 

-38% 

-26% 

$2.15 

Greater  China 

-47 

-26 

1.88 

Jardine  Fleming  China  Region 

-47 

-28 

1.68 

ROC  Taiwan 

-17 

-26 

1.51 

Taiwan  Equity 

-16 

-32 

2.70 

Taiwan  Fund 

-21 

-23 

2.17 

Templeton  China  World 

-30 

-30 

1.70 

'Estimated  through  Sept.  14. 

Sources.  Upper  Analytical  Services;  Forbes. 


A  dip,  not  another  crash 

This  chart  shows  that  1929-32  and  1973-74  were  far  more 
severe  than  the  decline  of  1998.  This  time,  Wall  Street's 
merely  adjusting  its  growth  expectations,  Wigmore  says. 


1,500 
1,000 

500 


100 


S&P  500  price  index  in  1998  dollars  (ratio  scale) 
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1998    >& 

1973-74                           / 

n  1929-32                                 /fclH^ 

W^tfry             1987 
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similar  problems  today?  "It's  when  you  get  multiple 
problems  converging  that  you  get  a  serious  situation  in 
the  market.  If  this  were  1987,  we'd  be  down  20%  today 
and  another  20%  tomorrow,"  declares  Wigmore. 

But  he  doesn't  look  for  the  market  to  placidly  resume 
its  rise.  So  Wigmore  has  realigned  his  personal  portfo- 
lio, cutting  back  from  a  120%  exposure  to  stocks  in  1996 
down  to  75%  now. 

Most  of  his  sales  have  been  in  high-multiple  stocks 
like  Pfizer,  Campbell  Soup,  Hershey  and  Gateway.  With 
earnings  growth  slowing,  he  doubts  whether  these 
growth  stocks  still  deserve  their  hefty  premiums. 

What's  he  buying?  On  the  previous  page  is  a  list  of 


stocks  Wigmore  thinks  will  benefit  as  the  market  adjus: 
its  expectations  downward.  He's  also  recommendin: 
taking  a  flier  in  some — but  not  all — emerging  market 
using  U.S. -based  closed-end  country  funds.  He  choo: 
es  Singapore,  Taiwan,  the  Philippines  and  Hong  Kon 
because  he  thinks  they  have  U.S. -style  equity  return: 
He  won't  touch  Japan  or  South  Korea,  where  th 
returns  are  only  2%  on  equity. 

But  most  of  all  he  advises:  Don't  be  emotiona 
"Anyone  who  goes  from  totally  invested  to  totally  unir. 
vested  is  a  fool,"  says  Wigmore.  The  market  drop  shoul 
be  a  wake-up  call  to  readjust  and  realign  your  portfolic 
not  to  radicallv  transform  it. 


ml 


JUNK  BONDS 


High-yield  bonds  around  the  world 
are  starting  to  look  mighty  attractive. 


Tempting  spreads 


lit 


By  John  H.  Christy  and  Robert  J.  Cyran 


With  global  capital's  flight  to 
quality,  the  yield  gap  between  top- 
rated  bonds  and  junk  grade  issues  has 
widened  to  levels  not  seen  in  years. 
As  recently  as  February,  junk-rated 
bonds  as  measured  by  the  Bear 
Stearns  High  Yield  Index  yielded  just 
3.2%  more  than  ten-year  Treasurys, 
which  were  yielding  5.5%.  Today, 
with  ten-year  U.S.  Treasurys  at  4.9%, 
the  interest  rate  premium  on  junk  has 
increased  to  6.2%,  the  widest  it  has 
been  since  1990.  For  those  willing  to 
fish  in  troubled  waters,  J. P.  Morgan's 
dollar-denominated  Emerging  Mar- 
kets Bond  Index  Plus  now  yields 
17%,  with  Brazilian  dollar  bonds 
yielding  25%  (see  p.  54). 

"The  U.S.  high-yield  market  has 
not  looked  this  cheap  since  the 
early  1990s,"  says  Paul  Greenberg, 
director  of  global  high-yield 
research  at  Bear,  Stearns  &  Co. 
"You  can  find  companies  just  a  hair 
below  investment  grade  yielding 
3.5%  to  4.5%  better  than  compara- 
ble Treasurys." 

Greenberg  recommends  debt 
issued  by  companies  in  cyclical 
industries:  paper,  chemicals,  energy 
companies.  Picks  include  Sterling 
Chemical  2006s,  which  ly  an 
11.75%  coupon;   now   trad  .it 

91.5,  they  yield  13.6%  to  mat 
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Among  other  companies  whose 
junk  issues  offer  value  (in  Green- 
berg's  opinion)  are  Stone  Contain- 
er Corp.,  Gaylord  Container,  Parker 

Flight  to  junk? 


mentions  Asia  Pulp  &  Papei 
"People  are  saying,  'Here's  one  c 
the  best  paper  producers  in  th 
world,  yielding  23%.'  " 

Shirish  T.  Malekar,  a  manager  c 
global  investments  for  Wisconsin! 
based  Strong  Capital  Management  ■ 
recently  bought  bonds  issued  b 
steelmaker  Ispat  Mexicana  yieldinp 
19%.  Malekar  also  recommend, 
floating  rate  notes  of  Banco  d 
Boston,  a  Brazilian  subsidiary  o! 
U.S. -based  BankBoston.  Thes- 
notes  — guaranteed  for  commercia 
risk  by  the  U.S.  parent — are  tradin 


Company/sector 


Coupon 


Maturity 


Ratings 
Moodys/S&P 


Amount 
outstanding      Yield  to 
($mil)         worst* 


Abraxas  Petroleum/Energy 

11.5% 

11/1/04 

B2/B 

$275 

16.54% 

Argosy  Gaming/Gaming 

13.25 

6/1/04 

B2/B+ 

235 

12.10 

':' 

Comcast/Media,  Cable 

9.5 

1/15/08 

Ba3/BB+ 

200 

7.65 

II 

Gaylord  Container/Paper  &  Forest  Products 

9.75 

6/15/07 

Caal/B- 

225 

13.51 

H 

ISP  Holdings/Chemicals 

9 

10/15/03 

Ba3/BB- 

325 

8.11 

Btt 

Maxxam  Group/Paper  &  Forest  Products 

12 

8/1/03 

B3/CCC+ 

130 

9.64 

Parker  Drilling/Energy 

9.75 

11/15/06 

B1/B+ 

450 

11.07 

' 

Sterling  Chemical/Chemicals 

11.75 

8/15/06 

B3/B+ 

275 

13.42 

:: 

Stone  Container/Paper  &  Forest  Products 

10.75 

10/1/02 

B1/B+ 

500 

10.75 

: 

Stone  Energy/Energy 

8.75 

9/15/07 

B2/B- 

100 

9.95 

*The  lower  of  either  yield  to  maturity  or  yield  to  call. 
Source:  Bear.  Stearns. 

Spreads  on  high-yield  debt  are  the  widest  they  have  been  in  years. 
These  bonds  were  chosen  by  Bear,  Stearns'  global  high-yield  team 
as  some  of  the  best  values  in  the  junk  sector. 
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Drilling  Co.  and  Stone  Energy  (see 
table). 

For  those  who  arc  not  afraid  of 
emerging  markets,  "We're  seeing  a 
surprising  number  of  customers 
buying  Indonesia  now,"  says  Greg 
Croll,  head  of  corporate  debt  trad- 
ing at  ing  Barings  in  New  York.  He 


at  65  cents  on  the  dollar. 

Bear,  Stearns'  Greenberg  con 
cedes  that  emerging  markets  coulc 
be  in  for  further  shocks  and  that  tht 
flight  away  from  low-quality  bond: 
could  continue  a  while  longer.  But 
he  says,  "I  don't  mind  being  a  little 
early.  I'm  getting  paid  to  wait."  ■ 
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ja'Wim  Ordinary  Indonesians  don't  know  much 
;3bout  currency  devaluations  and  stock  market 
brashes,  but  they  know  about  hunger  firsthand. 

What  devaluation 
hath  wro 


light 


!<8y  Neil  Weinberg 

Km  IS  A  sixtyish  woman 
who  hawks  cigarettes  on  a 
jdiesel-choked  intersection 
in  the  Indonesian  capital 
pf  Jakarta.  Business  is 
lousy.  Even  chain-smok- 
|ers  are  going  without,  she 
savs,  because  they  haven't 
the  money  for  a  pack  of 
local  smokes. 

For  Sin  the  lack  of  trade 
doesn't  mean  she  gi\cs  up 
life's  little  luxuries.  She 
gi\cs  up  eating.  Siti  earns 
3,000  rupiah  a  day — 27 
cents — for  herself  and  a 
daughter.  One-third  goes 
to  rent  her  suitcase-size  retail  spot,  and 
about  everything  else  goes  for  food. 
"A  year  ago  400  rupiah  bought 
enough  to  rill  me  up,"  says  Siti.  "Now 
I  spend  1,000  rupiah  for  one  meal  a 
day  and  I'm  always  hungry." 

When  you  think  "recession"  in 
Western  countries,  you  think  worry. 
Here  recession  means  hunger.  Com- 
bine recession  and  runaway  inflation 
and  you  have  a  recipe  for  disaster — and 
disaster  looms.  In  the  three  weeks 
through  Sept.  7,  rice  prices  jumped 
50%  in  Jakarta.  Inflation  for  the  year  is 
likely  to  come  in  at  close  to  100%. 
Some  140  million  Indonesians,  66%  of 
the  population,  could  slip  below  the 
poverty  line  by  the  end  of  1999,  says 
the  International  Labor  Organization. 

In  rural  areas  hungry  Indonesians 
have  taken  to  raiding  food  warehous- 
es, shrimp  farms  and  paddy  fields. 
Farmers  in  Bogor,  a  town  40  miles 
south  of  Jakarta,  recently  chased  a 
group  of  golfers  off  the  ninth  green 
with  hoes  and  axes  and  began  plant- 
ing vegetables. 


"I  think  this  thing  is  going 
to    blow,"    says    a   Western 
diplomat  who  travels  Indone-      HHI 
sia  extensively.   "With   this 
much  social  unrest  and  the  level  of 
government  corruption  and  incompe- 
tence, it's  hard  to  see  an  alternative." 

Ethnic,  political  and  social  fault 
lines,  papered  over  by  the  unprece- 
dented economic  growth  of  the  past 
decades,  are  starting  to  show  nasty 
cracks.  Indonesia  is  an  island  chain 
stretching  for  3,750  miles  across 
Southeast  Asia.  It  is  home  to  many 
people  distinct  from  the  Javanese, 
who  control  the  political  system.  In 
some  outlying  areas,  independence 
movements,  long  squelched  by 
deposed  dictator  Suharto,  are  begin- 
ning to  reassert  themselves. 

Especially  at  risk  from  an  outbreak  of 
violence  are  the  2.5  million  or  so  ethnic 
Chinese,  who  dominate  the  merchant 
class.  When  ordinary  people  lack  neces- 
sities and  see  Chinese-owned  stores 
amply  stocked,  it  is  easy  for  them  to 
blame  the  Chinese  for  their  problems. 


Praying  for  food 
Malnutrition 
stalks  millions 


In  1965,  anti-Chinese  pogroms  swept 
the  islands,  leaving  thousands  dead.  If 
they  heat  up  again,  will  China  (1,280 
miles  to  the  north)  remain  passive? 

Desperately  seeking  to  hang  on  to 
power,  B.J.  Habibie,  the  successor  and 
former  crony  of  President  Suharto, 
and  his  International  Monetary  Fund 
patrons  are  rushing  to  increase  rice 
subsidies  for  the  poor. 

Easier  promised  than  delivered.  In 
the  countryside,  Chinese  merchants 
have  provided  the  main  distribution 
channels,  but  recent  attacks  against 
them  have  prompted  many  to  flee  to 
the  cities  or  abroad. 
Bulog,  Suharto's  former 
import  monopoly,  is  cor- 
rupt and  inefficient. 
Indonesia,  self-sufficient  in 
rice  a  decade  ago,  will 
once  again  be  the  world's 
top  importer  this  year. 
Flood  the  system  as  is  with 
subsidized  rice  and  the 
staple  is  just  as  likely  to  get 
diverted  overseas  for  a 
profit  as  reach  the  poor. 

A  vendor  in  the  capi- 
tal's grungy  Basar 
Rumput  market  crouches 
by  a  stall  brimming  with 
sacks  of  rice  her  customers 
can't  afford  to  buy.  To  her 
the  worlds  of  currency 
fluctuations  and  hot- 
money  flows  mean  noth- 
ing. Her  explanation  for  the  situation 
is  quite  simple:  Blame  the  rich  and  the 
government.  "Prices  wouldn't  be  so 
high  if  the  government  hadn't  con- 
verted all  our  farms  into  apartments 
and  golf  courses,"  she  says. 

In  the  countryside,  people  have 
even  taken  to  eating  cassava  chips,  an 
empty-calorie  food  that  until  recently 
was  used  as  animal  feed.  With  demand 
soaring  from  people  who  can  no 
longer  afford  rice,  the  price  of  even 
cassava  chips  has  jumped  eightfold  in 
six  months.  It  is  a  paradox  reminiscent 
of  the  Irish  potato  famine  that  in  a 
population  near  starvation  the 
demand  for  a  staple  goes  up  even  as  its 
price  skyrockets. 

The  people  of  Indonesia  are  paying 
a  high  price  for  the  corruption  of  their 
rulers  and  for  the  devaluation  of  the 
rupiah  forced  upon  the  islands  by  the 
ineptness  of  the  IMF.  U 
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FOREIGN   INVESTING 


Got  the  courage  to  bottom- 
fish  in  the  emerging  markets  debacle?  Brazilian 
debt  looks  tempting.  Brazilian  stocks,  too. 

The  25%  bond 


By  Thomas  Easton 

Offitbank  Emerging  Markets 
Fund  is  off  30%.  Yet  it  is  the  best- 
performing  emerging  market  bond 
fund  over  the  past  year.  Others 
have  lost  up  to  52%  of  their  value; 
with  stock  funds  it's  much  worse. 
"The  experience  has  been  nauseat- 
ing," groans  Offit's  chief  executive, 

Submerging  markets 

Emerging  market  debt  funds  total  return 
200 

12/31/95=100 
175  (ratio  scaled 


'96  "97  '98 

Source:  Upper  Analytical  Services. 

Emerging  market  debt  funds  have 
given  up  all  their  post-1995  gains. 

Reward  for  risk 

Yield  spread  between  U.S.  and 
emerging  market  bonds  (percentage  points) 


I  II  I  I  I 
8/20  9/10 

Source:  J. P.  Morgan. 

It's  almost  usury:  You  get  a  fat  yield 
premium  for  taking  the  chance  that 
you  won't  get  your  principal  back. 


54 


Morris  Offit. 

Nauseating,  that  is,  for  people  who 
bought  in  a  while  back,  before  prices 
crashed.  But  one  person's  poison  is 
another  person's  opportunity.  Buy  at 
today's  depressed  prices  and  you  can 
get  a  25%  yield  on  a  dollar-denomi- 
nated Brazilian  government  bond. 
That's  a  pretty  terrific  reward  for  tak- 
ing the  risk  that  Brazil  will  default.  It 
may  restructure,  but  it's  unlikely  to 
default  as  Russia  has. 

Things  can  change  fast  in  these 
emerging  markets.  As  of  Mar.  31,  the 
gmo  Emerging  Market  Debt  III  Fund 
had  earned  54%  a  year  over  the  previ- 
ous three  years,  putting  it  ahead  of 
every  one  of  the  other  8,000  funds 
rated  by  Lipper  Analytical  Services. 
Since  then,  the  GMO  fund  is  near  the 
bottom  of  the  heap,  with  a  loss  of  46%. 

The  heart  of  this  storm  is  in  Brazil, 
the  largest  of  the  emerging  markets. 
In  recent  weeks  the  central  bank  has 
raised  overnight  interest  rates  to 
30% — and  then  to  50% — in  defense  of 
the  real,  the  local  currency.  With 
overnight  interest  rates  at  this  level, 
who  wants  to  own  stocks  and  bonds? 
On  Sept.  10,  the  Bovespa  index  of 
Brazilian  stocks  was  off  16%. 
Notwithstanding  a  strong  rally  since 
then,  the  Bovespa  is  off  39%  so  far  this 
year  in  U.S. -dollar  terms. 

Brazil  has  real  problems,  but  noth- 
ing like,  say,  Russia's.  Brazil's  budget 
deficits  have  been  in  excess  of  7%  of 
gross  domestic  product,  .in  part 
because  of  an  unaffordable  social 
security  system  and  a  congress  unable 
to  look  beyond  special  interests. 
(Sound  familiar?)  But  fast-growing 
countries  can  grow  out  of  deficit  trou- 
ble, and  Brazil's  economy  has  been 
growing.  Over  the  past  five  years  the 
real  (i.e.,  inflation-adjusted)  gross 
domestic  product  has  been  growing  at 
a  4.2%  annual  rate. 


Brazilian  inflation,  in  excess  « 
1,000%  annually  as  recendy  as  199. 
has  been  all  but  eliminated.  The  larg 
banks  are  well  capitalized.  Reservi! 
are  sufficient  to  cover  the  most  immi 
diate  dollar-based  debt.  And  the  poli 
ical  will  not  to  go  bust  is  formidabl 
Notwithstanding  punishingly  hig 
interest  rates  and  a  sick  stock  marke 
presidential  incumbent  Fernand 
Henrique  Cardoso's  lead  in  the  pol 
has  increased.  Moves  by  the  centr 
bank  have  been  adroit. 

So  why  the  selling?  Pure  pani* 
There  have  been  margin  calls.  Half 
dozen  hedge  funds  investing  in  Thir 
World  debt  have  collapsed  and  othe! 
have  been  badly  impaired,  causin 
overnight  liquidations,  says  Thorn; 
Cooper  of  Grantham,  Mayo,  Va 
Otterloo,  the  Boston-based  manage 
of  the  gmo  fund. 

Big  Wall  Street  firms  have  also  bee 
dumping  Brazilian  debt  as  the 
unwind  moneylosing  gambles  i 
which  they  took  long  positions  i 
high-yield  bonds  like  Brazilian  sovei 
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Devaluations  winners 


Company 

Industry 

% 
decline 

Recent 
price 

P/E 

Aracruz  (Brazil) 

Paper 

66% 

$7.19 

13 

Companhia  Vale  do  Rio  Doce  (Brazil) 

Mining 

33 

16.75 

10 

Petroleo  Brasileiro  S.A.  (Brazil) 

Oil  &  Gas 

65 

4.75 

9 

Grupo  Vitro,  S.A.  (Mexico) 

Glass 

74 

4.25 

3 

YPF  Sociedad  Anomima  (Argentina) 

Oil  &  Gas 

34 

25.06 

10 

The  revenues  of  these  companies  are  substantially 
in  dollars,  the  costs  in  local  currencies. 


To  come:  happier  returns? 

Fund 

%  Latin 

Total 

Expense 

America 

return 

ratio 

Off itbank  Emerging  Mkts  Sel 

90% 

-29.15% 

1.29% 

Morgan  Grenfell  Emg  Debt 

67 

-42.41 

1.32 

Scudder  Emerging  Mkts  Income 

66 

-43.68 

1.49 

Morgan  Stanley  Inst  Emg  DbtA 

64 

-47.92 

1.60 

SEI  International  Emg  MktDtA 

62 

-41.09 

1.35 

GMO  Emerging  Country  Dbt  III 

57 

-42.90 

0.53 

JP  Morgan  Emerg  Mkts  Debt 

48 

-29.23 

1.25 

Sources.  Upper  Analytical  Services:  Mornlngstar,  Inc. 
These  funds  have  huge  positions  in  the  beleaguered 
Latin  American  markets.  Past  losses  mean  higher 
yields  and  possible  future  gains. 


eigns  while  going  short  on  U.S. 
Treasury's.  They  thought  that  the 
yield  spread  was  too  wide  and  bet  on 
it  narrowing.  Instead  it  got  wider.  The 
Wall  Street  guys  got  murdered. 

This  all  spells  panic — and  panic 
often  spells  opportunity. 

Brazil  is  not  Russia,  and  a  default  is 
mpst  unlikely:  It  would  sour  foreign 
investors  for  years  and  Brazil  badly 
needs  foreign  investors.  You  can  buy 
dollar-denominated  Brazilian  debt  in 
minimum  amounts  of  $200,000  par 
value  (about  S120,000,  given  current 
discounts)  from  the  larger  Wall  Street 
firms  at  spreads  as  narrow  as  a  quarter 
of  a  point — but  watch  out,  you  can 
really  be  taken.  Or  buy  one  of  the 
open-end  funds  with  Latin  American 
exposure,  shown  in  the  table  above. 

What  about  stocks?  The  Brazilian 
stock  market  is,  in  dollar  terms,  off 
47%  from  its  high  this  spring.  These 
downward  spikes,  moreover,  are  exag- 
gerated in  the  prices  of  closed-end 
funds  that  own  Latin  stocks.  The 
Brazil   Fund   (managed   by  Scudder 


Kemper)  sells  at  at  35%  discount  to 
net  asset  value,  the  Latin  American 
Small  Company  Fund  (managed  by 
American  Express'  IDS)  at  a  27%  dis- 
count. Earlier  this  year  both  of  these 
discounts  were  less  than  21%. 

Yet  a  share  of  the  Brazil  Fund,  now 
trading  at  $11,  represents  almost  the 
same  stake  in  the  same  Brazilian  busi- 
ness operations  as  in  March,  when  it 
was  trading  at  $23.  Are  those  busi- 
nesses becoming  worthless?  Doubtful. 

Consider  the  Telebras  phone 
holding  company,  which  trades  on 
the  New  York  Stock  Exchange  in  the 
form  of  an  American  Depositary 
Receipt.  At  its  recent  quote  of  $60, 
the  ADR  is  priced  at  six  times  trailing 
earnings.  Brazil  is  teetering  on  a 
recession  and  a  devaluation,  but 
people  still  make  phone  calls  even 
in  tough  times.  Up  to  10%  of  Tele- 
bras'  earnings  come  in  the  form 
of  foreign  currency  from  interna- 
tional calls,  providing  the  where- 
withal to  repay  some  of  the  compa- 
ny's dollar-denominated  debt.  Tele- 


communications remains  a  growth 
industry  in  Brazil,  just  as  it  is  in 
the  U.S. 

There  are  similar  bargains  through- 
out Latin  America.  Buying  anything  in 
Venezuela  has  particular  risks.  It  is,  in 
the  words  of  Francois  Gour  of  the 
New  York- based  hedge  fund 
Waterford  Partners,  "a  double  bank 
shot."  Consider  the  telco  cantv.  You 
are  betting  on  the  price  of  oil,  which 
underpins  Venezuela's  economy,  and 
on  the  company.  Devaluation  is  a 
higher  likelihood  than  in  Brazil  and 
that  would  trigger  inflation,  which 
could  wipe  out  profits  for  this  year  and 
affect  earnings  in  1999.  The  bedrag- 
gled stock  is  trading  at  just  over  seven 
times  its  cash  dividend  payout  and  at 
three  times  its  trailing  earnings. 

For  a  pessimist's  play  on  Latin 
America,  look  at  the  top  table  of 
companies  whose  revenues  are  most- 
ly in  dollars  with  costs  in  local  curren- 
cies. The  weaker  the  currencies,  the 
lower  the  costs  and  the  higher  the 
foreign  revenues.  ■■ 
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of  view 

By  Steve  H.  Hanke 


The  world  moves  backward 


The  Russian  fiasco,  following  so  closely  on 
the  heels  of  the  upheavals  in  Asia,  has  given 
rise  to  calls  for  exchange  controls  as  a  means 
of  cooling  hot  money  flows.  A  cottage 
industry  of  exchange  control  promoters,  led 
by  Paul  Krugman  of  MIT,  has  burgeoned  in 
recent  weeks.  Malaysia's  mercurial  prime 
minister,  Mahathir  Mohamad,  installed  dra- 
conian  controls  on  Sept.  2.  Hong  Kong  also 
has  departed  from  free-market  principles  by 
intervening  in  the  local  stock  market. 

Thus  are  many  countries  slipping  back 
into  a  discredited  way  of  doing  things. 

The  Malaysian  controls,  among  other 
things,  pegged  the  ringgit  at  3.8  to  the  U.S. 
dollar;  they  also  will  make  ringgits  worthless 
outside  Malaysia  after  Sept.  30,  require  a  one- 
year  holding  period  for  portfolio  investments 
in  Malaysia  and  prohibit  nonresidents  from 
crossing  the  border  with  more  than  1 ,000 
ringgits.  In  so  acting,  Malaysia  has  thrown 
away  the  lessons  of  the  past  half-century. 

The  idea  of  exchange  controls  can  be 
traced  back  to  Plato,  the  father  of  statism. 
Inspired  by  Sparta,  Plato  embraced  the  idea 
of  an  inconvertible  currency  as  a  means  to 
preserve  the  autonomy  of  the  state  from  out- 
side interference.  In  modern  times,  Czar 
Nicholas  II  pioneered  limitations  on  currency 
convertibility.  Hitler's  banker,  Hjalmar 
Schacht,  in  an  attempt  to  maintain  the  mark's 
exchange  rate  and  conserve  foreign  exchange 
reserves,  pushed  exchange  con- 
trols to  their  limit. 

With  that  pedigree,  it's  not 
surprising  that  Nobel  economist 
Friedrich  Hayek  blasted  the  idea 
of  such  controls.  In  his  1944 
classic,  The  Road  to  Serfdom, 
Hayek  wrote  that  exchange  con- 
trols are  a  "decisive  advance  on 
the  path  to  totalitarianism  and 
the  suppression  of  individual  lib- 
erty . . .  the  complete  delivery  of 
the  individual  to  the  tyranny  of 
the  state,  the  final  suppression  of 
all  means  of  escape — not  merely 
for  the  rich,  but  for  everybody." 

That  doesn't  bother  professor 
Krugman  or  Prime  Minister 
Mahathir.  Exchange  controls  are 
cc  within  which  govern - 


Hayek  wrote 
that  exchange 
controls  are  a 
"decisive 
advance  on  the 
path  to  totali- 
tarianism and 
the  suppres- 
sion of  indi- 
vidual liberty." 


ments  can  expropriate  their  subjects'  prop- 
erty. Open  exchange  and  capital  markets 
protect  people  from  exactions  because  gov- 
ernments must  reckon  with  the  possibility 
of  capital  flight  if  they  behave  stupidly  or 
greedily. 

From  this  it  follows  that  exchange  controls 
impoverish  a  country  even  as  they  strengthen 
the  hands  of  the  local  politicians.  Asset 
owners  attempt  to  liquidate  their  property 
and  get  out  while  the  getting  is  good. 

Restrictions  on  convertibility  promote 
other  noxious  activities,  too.  Escape  from 
controls  can  usually  be  bought  by  crony 
capitalists — for  a  price — stimulating  even 
more  corruption.  Black  markets  are  always 
part  of  the  exchange  control  scene,  too. 
Indeed,  black  marketers  are  already  flourish- 
ing on  the  outskirts  of  Singapore,  where  the 
ringgit  is  thumbing  its  nose  at  Mahathir  and 
changing  hands  at  4.25  to  the  U.S.  dollar. 

Like  all  controls,  those  on  foreign  ex- 
changes discriminate  against  particular 
groups:  What  might  prove  to  be  a  powder 
keg  in  Malaysia  is  the  fact  that  the  Malaysian 
controls  are  perceived  as  anti-Chinese  because 
that  ethnic  group  has  most  of  the  money. 

Unfortunately,  this  dumb  idea  is  spread- 
ing. The  Red-Brown  (communist-fascist) 
coalition  in  the  Russian  Duma  has  latched 
on  to  the  idea  of  exchange  controls  and  an 
inconvertible  ruble. 

Why  should  you  worry  about 
a  country  here  and  there  restrict- 
ing freedom,  reducing  its  wealth 
and  promoting  discrimination 
and  corruption?  Because  the 
damage  caused  by  controls  is  not 
restricted  to  the  countries  that 
impose  them.  Bond  and  stock 
markets  in  all  emerging  countries 
are  close  to  panic — if  not 
beyond.  Even  in  countries  that 
have  so  far  behaved  themselves,  a 
lot  of  foreigners  and  locals  are 
getting  out  while  they  can.  The 
risk  premium  in  all  emerging 
markets  has  increased  dramatical- 
ly in  recent  weeks.  Unless  this 
backsliding  from  free  markets  is 
checked,  the  whole  world  is 
going  to  be  poorer.  ■■ 


Steve  H.  Hanke  is  a  professor  of  Applied  Economics  at  The  Johns  Hopkins  University  in  Baltimore. 


56 


Forbes  ■  October  5,  1998 


■II  1 1 II       ■ 


The  cutting  edge. 


■■""""  - 


pentium  || 


.*d 
e- 
or 
r- 
[n 
le 
'g 


B> 


I. 


Portege  7000  Series 


Ultraportable  Performance 

•  Intel  Pentium  II  processor  266MHz  or  300MHz 

•  Integrated  512KB  pipeline  burst  SRAM 
L2  cache 

•  4.3  billion  byte  Ultra  DMA  hard  drive 

•  32MB  high-performance  Synchronous  DRAM 
(expandable  to  160MB) 

•  2.5+  hours  battery  life  with  standard 
Lithium  Ion  battery;  5+  hours  battery  life  with 
optional  high  capacity  battery 

•  4.1  lbs. 

Expansion 

•  Supports  two  Type  II  or  one  Type  III  PC  Cards, 
32-bit  CardBus  ready 

•  SVGA  video  port 

•  Fast  Infrared  port  (4MBps,  IrDA  V1.1  compliant) 

•  Universal  Serial  Bus  (USB)  port 

•  Optional  CD  Network  Dock  includes  1 0/1  OOBaseT 
Ethernet,  24X  CD-ROM,  floppy  diskette  drive 


Multimedia  and  Communications 

•  12.1 "  dia.  TFT  active-matrix  color  display 

•  800  x  600  resolution  at  16M  colors 

•  Built-in  K56flex  data/fax/voice  modem  with 
DSVD  (V.90  upgradeable) 

•  128-bit  NeoMagic  2160  Graphics  Controller 
with  integrated  2MB  SRAM 

•  Built-in  hardware  MPEG-2  module  for  motion 
video  playback  with  DVD  video 

•  Yamaha  3D  sound  effect-enabled,  OPL3-SA3 
and  software-enabled  Wavetable  synthesis  sound 

Complete  Business  Solution 

•  System  Management 

-  DMI  2.0  BIOS  Support  with  asset  tag  capability 

-  Intel  LANDesk®  Client  Manager  3.3 

-  Wired  for  Management  VI  .1  enabled, 
support  for  Wake-on-LAN 

•  3-year  part  and  labor  (1-year  battery)  warranty 

•  Microsoft  Windows  95  /  Wndows  NT  Workstation  4.0 
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For  more  details,  surf  www.toshiba.com  or  call  1-800-TOSHIBA. 


TOSHIBA 

The  World's  Best  Selling  Portable  Computers. 
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Have  the  courts  gone  too  far  in  protecting  debtors 
against  creditors?  In  this  case  it  sure  looks  like  it. 

Stiffing 
the  creditor 


By  Brigid  McMenamin 

jlT  happens  t\-ERV  DAY:  Business  seeks 
refuge  in  bankruptcy;  owner  and 
creditors  make  a  deal — leaving  owner 
in  charge. 

Presumably  the  creditors  are  satis- 
fied that  they  got  the  best  possible 
deal  under  the  circumstances.  But 
what  it  the  owner  tries  to  shaft  them 
by  offering  only  pennies  on  the 
dollar?  These  days,  often  as  not, 
courts  are  siding  with  the  bankrupt 
owners  and  forcing  creditors  to  accept 
almost  whatever  deal  the  bankrupt 
party  offers  them. 

In  short,  many  judges,  ever  more 
sympathetic  to  debtors,  are  allowing 
unscrupulous  business  owners  to  rob 
creditors. 

Unless  a  creditor  is  prepared  to 
>pend  years  battling  it  out  in  court,  he 
usually  caves  in.  Forget  the  old  rule 
:hat  in  bankruptcy  creditors  enjoy 
'absolute  priority"  over  debtors. 

The  U.S.  Supreme  Court  will  soon 
:est  the  limits  of  this  leniency.  It  has 
igreed  to  review  a  case  in  which  the 
Bank  of  America  National  Trust  & 
Savings  Association  claims  it  was 
stiffed  by  a  real  estate  partnership  led 
>y  Marc  Wilkow  of  M&J  Wilkow, 
Ltd.,  a  Chicago-based  manager  of 
jitrip  malls  and  offices. 
l  The  bank  is  asking  the  Court  to  nix 
i  bankruptcy  plan  under  which  it 
night  receive  as  little  as  $55  million 
or  its  $93  million  lien  against  a 
Chicago  office  building.  Under 
■Vilkow's  plan  the  bank  must  give  up 
is  much  as  40%  of  its  claim  while 
;Vilkow  and  his  partners  get  to  keep 
he  building. 

A  lot  rides  on  an  eventual  Supreme 
Court  decision.  That's  why  eight  out- 
•iders  have  filed  friend-of-the-court 
>riefs,     including     the     American 


Bankers  Association,  the  American 
Council  of  Life  Insurance,  the  Amer- 
ican College  of  Real  Estate  Lawyers 
and  the  Solicitor  General. 

The  whole  mess  started  in  1987 
when  Bank  of  America  began  lend- 
ing 203  N.  LaSalle  Street  Partner- 
ship $93  million  to  build  a  sleek 
building  in  Chicago  with  a  15-floor, 
547,000-square-foot  office  space. 
The  place  was  soon  humming,  98% 
leased  to  everything  from  Coopers 
&  Lybrand  to  the  American  Civil 
Liberties  Union. 

But  by  the  mid-1990s,  rents  were 
not  keeping  up  with  costs.  When  the 
principal  came  due  in  January  1995, 


Chicago's  203  North  LaSalle  Street 
Stiffing  the  bank  with  court  approval. 
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Wilkow  and  his  partners  pleaded 
poverty.  To  keep  the  bank  from  fore- 
closing, LaSalle  Partnership  filed  for 
bankruptcy.  Appraisals  of  the  proper- 
ty came  in  at  less  than  $60  million.  In 
theory  the  bank  was  entitled  to  the 
entire  amount.  It  suggested  selling 
the  property  to  the  highest  bidder. 
Determined  to  keep  the  building, 
LaSalle  partners  asked  the  bankrupt- 
cy court  instead  to  accept  a  plan 
under  which  the  bank  would  likely 
receive  a  fraction  of  what  it  was  owed 
while  the  partners  would  keep  the 
building.  The  bank,  not  the  equity 
holder,  would  take  the  hit. 

Yet  federal  judge  Paul  Plunkett 
blessed  LaSalle's  plan.  Bank  of  Amer- 
ica will  get  as  litde  as  $55  million  plus 
interest — and  even  that  in  monthly 
payments  over  seven  to  ten  years. 

What  happened  to  the  old 
"absolute  priority  rule"?  To  get 
around  that,  the  partners  used  a  con- 
troversial "new  value"  concept  in 
which  the  owners  agree  to  kick  in 
fresh  capital  in  return  for  equity. 

To  validate  the  concept,  the  owners 
proposed  to  put  in  $6.1  million  in 
fresh  capital,  over  five  years. 

Nice  deal — for  the  debtor.  The  bank 
takes  an  up-to-$38  million  haircut,  and 
the  owner  throws  in  just  $4.1 
million  in  present  value. 

In  September  1997  the 
federal  appeals  court  that 
heard  the  case  deferred  to  the 
lower  court's  decision.  So  the 
bank  petitioned  the  Supreme 
Court  to  step  in.  On  May  4  it 
agreed. 

Bank  of  America's  argument 
has  been  boosted  by  a  Febru- 
ary ruling  from  a  federal 
appeals  court  in  New  York 
that  found  in  favor  of  the 
creditors  in  a  similar  situation. 
With  two  such  recent  conflict- 
ing rulings  and  so  much  at 
stake,  arguments  before  the 
Supreme  Court  will  be  heard 
on  Nov.  2. 

Realizing  the  Court  could 
rule  against  the  partnership, 
Wilkow  says  he  is  willing  to 
sweeten  his  offer.  "The  time 
to  talk  settlement  is  when 
there's  a  cloud  of  uncertainty 
over  everyone's  head,"  he 
explains.  BB 
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Despite  impressive  economic  growth,  a  higher  proportion  of  the  U.S. 
25%  population  lives  in  poverty  today  than  did  three  decades  ago. 


Total 

22.4% 
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</> 


Mixed 
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Poverty  rate  is  the  percent  of  the  population  with  elow  the  off .eal  poverty  threshold.        stamps.  Medicaid  or  public  housing.  Note:  Racial  ctawf ications .change  °*f  j!™^  ■ 

put  at  $16  036  for  a  four-person  family  in  1996.  poverty  definition  Is  based  on        Census  Bureau  collects  data  on  Hispan.cs  and  Asians.  We  adjusted  the  distribution  to  | 

pretax  money  income  only  and  does  not  include  th  mcash  benefits  such  as  food        into  account  the  double  counting  among  blacks  and  Hispanics. 
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A  RISING  TIDE  LIFTS  ALL  BOATS.  Or  used  to. 
The  three -de  cade  downtrend  in  the  proportion 
of  the  U.S.  population  that  lives  in  poverty 
ended  abruptly  in  the  late  1960s — ironically, 
after  President  Lyndon  B.  Johnson  declared 
War  on  Poverty.  Since  then — and  despite  eco- 
nomic growth — the  poverty  rate  has  crept  up. 
It's  now  at  13.7%,  up  from  a  low  point  of 
11.1%  in  1973  (see  chart). 

The  Bush-Clinton  boom  did  see  some 
improvement  in  one  area  that  has  historically 
been  a  focus  of  concern.  The  proportion  of  the 
U.S.  population  that  consists  of  blacks  in 
poverty  declined,  from  3.6%  in  1992  to  3.0%  in 
1996,  but  that's  still  about  where  it  was  in 
1973.  The  proportion  of  poor  whites  in  the 
population  has  risen  from  6.7%  in  1973  to  7.6% 
in  1996.  So  where  did  the  new  poor  come 
from?  Two  other  minority  groups,  fed  by  immi- 


gration, have  contributed  to  the  poverty  ranks: 
Hispanics,  with  a  poverty  rate  of  29.4%,  and, 
surprisingly,  Asians,  with  14.5%.  (The  white 
poverty  rate:  11.2%.  The  black  rate:  28.4%.) 

Why  has  immigration — which  has  in  many 
ways  contributed  much  to  American  life — 
increased  the  poverty  rate?  Up  to  about  40%  of 
recent  immigrants  have  had  less  than  high 
school  educations.  They — unlike  the  highly 
educated  immigrants  who  flock  to  Silicon 
Valley — are  unlikely  to  do  well  in  the  knowl- 
edge economy. 

Along  with  a  lot  of  skills,  it  seems  the  U.S. 
is  importing  a  certain  amount  of  poverty.  No 
blessing  is  unmixed.  WM 

Research:  Edwin  S.  Rubenstein, 

research  director,  Hudson  Institute,  Indianapolis. 

edwinr@hii.hudson.org 
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You  could  spend  more  for 

an  equally  beautiful  piece  of  art. 


But  Rembrandts 


Michelangelo.  Cezanne.  Van  Gogh.  Mercedes.  All  certain!)  I' 


he  admired  from  afar.  But  only  one  can  truly  he  admired  I 


have  lousy  pickup. 


within.  And  once  inside,  enveloped  in  soft  leather  and  listen 
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Technology  shifts  lightning-fast  in  PC  networking. 
That  fact  has  hurt  Cabletron  in  the 
past  but  may  save  the  company  now. 

Hub  bubble 


By  Daniel  Lyons 


Cabletron  founder  Craig  Benson 

Down  $700  million.  Looking  to  sell? 


Scott  Fitzgerald  was  wrong  when 
he  said  there  are  no  second  acts  in 
American  lives.  Craig  Benson,  the  43- 
year-old  founder  of  Cabletron  Sys- 
tems Inc.,  has  returned  after  a  brief 
intermission.  In  the  second  act,  lie's 
probably  going  to  sell  the  com; 

In  August  1997,  with  Cabletron's 
fortunes  fizzling,  Benson  stepped 
aside  from  day-to-day  operations  at 
the  Rochester,  N.H. -based  company 
and  brought  in  Donald  Reed,  .1 
former  Nynex  executive,  to  turn 
things  around.  But  after  seven 
months  backstage   Benson  ousted 
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Reed  and  reinstated  himself  as  chief 
executive. 

"I  hate  to  compare  it  to  my  chil- 
dren, but  when  you  found  some- 
thing, you  want  to  see  what's  best  for 
it  in  the  long  term,"  Benson  says. 
"You  want  to  make  sure  it  grows  up 
right." 

It's  not  just  the  principle  of  the 
thing — it's  the  money.  In  die  past  1 5 
months  Cabletron's  stock  price  has 
dropped  from  $45  to  $8,  taking 
down  the  value  of  Benson's  12% 
stake  from  $855  million  to  a  mere 
$152  million.  At  its  recent  price 
( Cabletron  is  trading  just  a  little  above 
book  value  and  at  less  than  its  annual 
.s  lies.  Archrival  Cisco  Systems  trades 


at  ten  times  sales. 

In  the  first  quarter  of  fiscal  1999. 
which  ended  in  May,  Cabletron  eked 
out  a  1%  sales  gain,  to  $366  million, 
and  an  operating  profit  of  $6  mil- 
lion— before  a  one-time  charge  ol 
$164  million  associated  with  an 
acquisition.  Cisco's  sales  growth  hasi 
been  averaging  65%,  and  its  net 
margin,  22%. 

Why  is  Cisco  coining  money  and 
Cabletron  just  getting  by?  An  impor-  i 
tant  part  of  the  answer  is  that  the;| 
technology  shifted  ground.  In  its 
heyday,  Cabletron  had  a  good  busi- 
ness selling  Ethernet  hubs,  which 
connect  several  dozen  PCs  in  a  hub- 
and-spoke  arrangement  but  don't  do 
any  sophisticated  sorting  of  electron- 
ic messages.  In  recent  years  hubs  have 
been  eclipsed  by  routers,  which  do  a 
lot  of  sophisticated  message-sorting. 
Cisco  is  the  leader  in  routers. 
"[Hubs]  were  70%  of  our  business — 
we  had  number  one  market  share — 
and  now  they're  only  15%,"  Benson 
says.  "No  one  knew  how  fast  it  was 
going  to  happen." 

The  technology  shifted  in  Cisco's 
favor.  Could  it  shift  away?  It  might. 
Recently  it  has  become  apparent  that 
routers  can  be  displaced  by  so-called 
Layer  3  switches.  Unlike  a  router, 
which  sorts  snippets  of  data  one  at  a 
time,  a  switch  opens  up  the  elec- 
tronic equivalent  of  a  fire  hose 
between  two  computers  and  lets  the 
data  pour  through.  Layer  3  switches 
combine  the  speed  of  a  switch  with 
the  intelligence  of  a  router.  Cus- 
tomers need  that  higher  speed  in 
order  to  support  applications  involv- 
ing voice  and  video. 

Layer  3  switches  outperform  ordi- 
nary routers  because  they  contain 
their  intelligence  in  hardware  rather 
than  software.  Better  yet,  they  cost 
less  than  routers.  The  price/perfor- 
mance advantage  will  translate  into  a 
sales  boom  in  the  Layer  3  switch 
market,  from  $35  million  in  1997,  to 
$690  million  this  year,  to  $4.5  billion 
in  2002,  according  to  the  Dell'Oro 
Group,  a  market  researcher  in  Porto- 
la  Valley,  Calif. 

Cabletron  bought  its  way  into  the 
Layer  3  market  with  the  acquisition 
earlier  this  year  of  Yago  Systems,  a 
Sunnyvale,  Calif.-based  startup  whose 
product,  the  SmartSwitch  Router, 
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Now   available    in    extra    small. 

Your  business  grows.  Your  need  to  travel  grows.  And  at  Delta  Air  Lines,  we're  expanding  our  service  to  shrink 

the  world  accordingly.  We're  continuing  to  add  destinations  throughout  Latin  America  and  Asia,  and  we  have  more  nonstops 
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going  beyond  our  sphere,  thanks  to  our  Worldwide  Partners'  flights.  In  total,  you'll  have  the  option  of  more  than  5100  daily  flights 

to  over  355  cities  in  62  countries*  where  you  do  business.  Rest  assured,  as  your  need  to  travel  the  world  continues  to  grow, 

at  Delta  Air  Lines  it  is  a/ways  our  pleasure  to  reduce  the  lengths  to  which  you  have  to  go  to  get  there. 

Call  your  Travel  Agent  or  Delta  Air  Lines  at  1-800-221-1212,  or  visit  us  at  www.delta-air.com 
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Cabletron's  sorry  stats 

Stock  price 


'96  '97  '98 

Sources:  Marketguide  via  OneSource  Information  Services. 
Bloomberg  Financial  Markets. 
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•Indicates  one-time  charges  related  to  acquisitions. 
Sources:  Marketguide  via  OneSource  Information  Services: 
Bloomberg  Financial  Markets. 
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Sources:  Marketguide  via  OneSource  Information  Services: 
Bloomberg  Financial  Markets. 


Is  Wall  Street  overreacting?  Cabletron  sales  dropped  off  as  demand  for  Ethernet  hubs  dried  up. 
But  prospects  seem  to  be  improving,  thanks  to  new  products  and  a  smarter  distribution  strategy. 


offers  100  times  the  performance  of 
a  traditional  software -based  router  at 
one-tenth  the  price,  according  to 
Benson. 

Cabletron  doesn't  have  an  easy 
win  here:  The  three  big  networking 
companies — Cisco,  3Com  Corp.  and 
Bay  Networks — are  also  selling  Layer 
3  switches.  But  Cabletron  has  a  fight- 


ing chance.  Cisco,  though  formida- 
ble, is  spreading  itself  thin  by 
attempting  to  compete  not  only 
against  data  networking  rivals  but 
also  against  telecom  giants  such  as 
Lucent  Technologies.  3Com  is 
stronger  on  the  low  end  of  the  switch 
market,  with  boxes  that  connect  24 
PCs   and  cost  between   S500   and 


$3,000.  And  Bay,  which  so  far  leads 
the  Layer  3  market,  may  become  dis- 
tracted by  its  acquisition  by  Northern 
Telecom,  says  Benson. 

Benson  is  a  little  more  respectful  of 
his  competitors  than  he  used  to  be. 
In  the  past  he  scoffed  at  the  growth- 
through-acquisition  strategies  of 
Cisco  and  Bav.  He  also  scoffed  at 
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their  sales  channels,  which  include 
both  resellers  and  a  direct-sales  force. 
Cabletron  used  to  sell  only  through 
its  own  salesmen.  But  now  Benson  is 
embracing  both  acquisitions  and  the 
reseller  channel. 

Cabletron  has  bought  five  compa- 
nies in  the  past  year.  These  include 
Ariel  and  Flowpoint,  two  manufac- 
turers of  Digital  Subscriber  Line 
products  that  make  the  telephone 
network  into  a  high-speed  computer 
network;  NetYantage,  which  brought 
Cabletron  a  much-needed  switch  for 
100-megabit-per-second  office  net- 
works; and  the  former  networking 
division  of  Digital  Equipment  Corp., 
a  S430  million  acquisition  that 
brought  a  channel  of  distributors  and 
resellers. 

During  the  transition,  Cabletron 
has  contained  costs  by  laying  off  600 
employees  and  by  revamping  some 
manufacturing  processes.  It  is  also 
revamping  its  style  of  doing  business. 
Cabletron  has  had  a  reputation  as 
rough  around  the  edges,  thanks 
largely  to  the  antics  of  Benson's  co- 


<(I  hate  to  compare 
it  to  my  children, 
but  when  you  found 
something,  you  want 
to  see  what's  best  for 
it  in  the  long  term. 
You  want  to  make  sure 
it  grows  up  right.,, 


founder,  Robert  Levine,  an  energetic 
salesman  known  for  aggressive  moti- 
vational stunts,  such  as  appearing  at 
national  sales  meetings  dressed  in 
combat  fatigues  and  swinging  a 
machete.  Levine  left  the  company  last 
year  and  has  sold  off  4  million  shares, 
most  at  about  $30 — a  smart  move,  in 
retrospect.  New  managers  include 
one  from  Gateway,  another  who  has 
worked  at  Digital  Equipment  Corp. 
and  AT&T,  and  a  third  who  was  a 
former  Washington  D.C.  political 
campaign  strategist.  There  is  less 
machete-swinging. 


Resellers,  who  have  long  been  leery 
of  Cabletron  because  of  its  focus  on 
direct  sales,  now  seem  to  be  warming 
to  the  company.  FrontLine  Network 
Consulting,  a  $120  million  integrator 
in  Milpitas,  Calif,  booked  more  than 
$1  million  in  sales  of  Cabletron  gear 
during  its  first  three  months  as  an 
authorized  reseller,  says  Thomas 
Bernet,  vice  president  of  sales.  The 
company  hopes  to  sell  $20  million 
worth  of  Cabletron  switches  next  year. 
Cabletron  is  generating  demand  with 
aggressive  promotions,  including  one 
that  cuts  the  price  of  a  SmartSwitch 
Router  from  $27,970  to  $13,000. 

Now  what?  Telephone  equipment 
vendors  like  Ericsson,  Siemens,  Alca- 
tel and  Lucent  will  need  data  net- 
working partners  as  the  worlds  of 
voice  networking  and  data  net- 
working converge  over  the  next  few 
years.  Benson  is  willing  to  be  a  seller, 
but  a  deal  is  not  likely  unless  he  gets 
an  offer  well  above  Cabletron's  $1.3 
billion  market  value.  "Clearly  we're 
trying  to  take  advantage  of  the  situa- 
tion," Benson  says.  Hi 
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Profit  from  it 


By  James  D.  Zirin 


economy 


A  discordant  ruling 


How 

could  Igor 
Stravinsky  in 
1939  protect 
himself  against 
a  medium  that 
would  not 
exist  for 
another 
38  years? 


In  1939  the  great  composer  Igor  Stravin- 
sky received  $6,000  from  the  Walt  Disney 
Co.  This  was  for  the  foreign  rights  to  use 
his  The  Rite  of  Spring  in  the  animated  film 
Fantasia,  featuring  Mickey  Mouse,  among 
others.  Neither  the  Disney  people  nor 
Stravinsky  gave  any  thought  to  anything 
other  than  theatrical  showings.  How  could 
they?  vcrs  had  not  even  been  thought  of, 
and  TV  was  still  a  long  way  off. 

Stravinsky  granted  Disney  the  right  to 
"record  in  any  manner,  medium  or  form, 
and  to  license  the  performance  of"  The 
Rite  of  Spring  in  one  motion  picture,  pro- 
vided that  the  license  was  limited  to  the  use 
of  the  music  in  synchronization  with  the 
motion  picture. 

In  the  early  1990s  Disney  began  global 
release  of  Fantasia  in  videocassette  and  laser 
disc  format.  It  has  been  a  smash  success, 
generating  revenues  of  $360  million  for  a 
film  that  has  long  since  been  paid  for. 

Stravinsky's  assignees  thought  they  were 
entitled  to  some  piece  of  this  and  brought 
their  grievance  to  the  federal  courts,  the 
place  in  America  where  wealth  is  supposed 
to  be  reallocated.  They  claimed  that  foreign 
home  video  distribution — which  produced  a 
good  part  of  that  $360  million — was  not 
covered  by  the  1939  agreement. 

On  one  side  was  the  creator  of  an  artistic 
work  who  had  granted  a  limited  license  for 
peanuts.  On  the  other  side  was  an  innova- 
tive business  organization  wishing  to  exploit 
its  product  to  the  fullest  extent  made  possi- 
ble by  new  technologies. 

The  federal  court  of  appeals,  sitting  in 
New  York,  held  for  Disney.  It  relied  on  the 
language  of  the  contract,  which  the  court 
read  as  more  reasonably  including  rather 
than  excluding  rights  for  the  subsequently 
developed  technology.  It  then  remanded  the 
case  for  trial  on  the  issue  of  whether  another 
clause  in  the  contract — making  Disney's 
rights  conditional  upon  performance  of  the 
work  in  theaters  licensed  by  ASCAP  or  a  simi- 
lar pei  forming-rights  society — precluded 
video  distribution  directly  to  home  con- 
sumers. The  court  expressed  doubt  whether 
the  ascap  condition  clause  would  cam  the 
day  for  the  composer. 

I  believe  that  the  court's  reasoning  is 


flawed.  The  interpretation  of  contracts 
is  supposed  to  turn  on  the  intention  of 
the  parties.  Here,  both  parties  thought 
that  they  were  making  a  fair  deal  covering 
the  use  of  the  work  for  exhibition  in  the- 
aters. How  could  Igor  Stravinsky  protect 
himself  in  1939  against  a  medium  that 
would  not  exist  for  another  38  years?  How 
could  it  be  said  that  Disney  had  acquired 
rights  in  a  technology  that  had  not  yet 
been  invented?  Moreover,  this  ruling 
seems  to  be  at  odds  with  similar  rulings 
concerning  TV. 

Previous  cases  had  held  that  a  license 
of  "motion  picture  rights"  did  not  cover 
the  exhibition  of  the  motion  picture  on  TV 
and  that  a  license  to  use  a  musical  score 
in  a  television  production  did  not  extend 
to  videocassette  release.  In  one  case  a 
court  ruled  that  the  license  to  portray 
Curious  George  animations  for  "television 
viewing"  did  not  extend  to  videocassette 
release  either. 

But  in  Stravinsky  v.  Disney,  the  court  of 
appeals  rejected  such  authorities,  grounding 
its  opinion  on  the  strict  language  of  a  con- 
tract that  is  inconclusive  at  best  as  to  the 
intention  of  the  parties.  The  legal  waters  in 
this  area  are  now  quite  muddy. 

Suppose  an  author  in  the  1980s  granted 
a  publisher  the  right  to  use  his  work  in  a 
magazine.  Does  the  publisher  have  the 
right  to  market  the  work  over  the  Internet, 
a  medium  that  did  not  exist  when  the  deal 
was  written?  It  has  now  become  standard 
practice  in  contracts  between  magazines 
and  authors  to  include  language  covering 
the  Internet.  But  what  of  publication 
arrangements  that  do  not  contain  such  a 
clause?  They  may  lead  to  future  litigation 
over  the  Internet  and  over  as-yet-unborn 
technologies. 

The  court,  in  seeking  to  establish  a  level 
playing  field  between  author  and  publisher, 
placed  the  burden  on  the  author  to  make 
clear  in  the  contract  that  he  was  not  autho- 
rizing new  use  of  his  work  in  unborn  tech- 
nologies. Such  contractual  provisions  may 
now  become  standard  boilerplate.  These 
wonderful  new  technologies  are  changing  a 
lot  of  things  in  our  society,  but  they  aren't 
going  to  make  lawyers  obsolete.  ■■ 


James  D.  Ztrin  is  a  senior  partner  in  the  New  York  law  firm  of  Brown  &  Wood. 
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[ju're  where  you  are  today 
I  cause  you  took  control 
I  your  financial  future  and 
fanned  well.  Like  many 
liults,  you're  probably  selt- 
Isuring  for  the  possibility  of 
Ing-term  care.  Now  there's 
(smarter  way  to  sell-insure 
Ith  MoneyGuard. 

»'s  a  whole  different  kind 
i  insurance  that  links  the 
pnefits  of  life  and  long-term 
pre  insurance.  What  does 
lat  mean  for  you?  Your 
remium  is  not  lost  if  you 
On't  need  long-term  care — 


J01 


Make  Another 

Smart  Financial 

Decision 

Here's  how  MoneyGuard  works: 

Example  is  for  a  healthy  non-smoking  male,  age  65 

You  have:  $  150,000  in  liquid  assets  available  for 
self-insuring  long-term  care 
expenses 

You  move:     $  50,000  into  MoneyGuard  as  a  single 
premium 

You  receive:  $  97,500  in  immediate  death 

benefit  or  long-term 
care  benefit,  if  needed 

$  97,500  in  additional  long-term 
care  benefit 

$195,000  total  long-term  care 
benefit* 

You  keep:      $100,000  of  your  initial  liquid  assets 

that  may  now  be  invested  more 
aggressively  because  those  assets 
are  better  protected  against 
long-term  care  expenses 

*In  this  example,  MoneyGuard  pays  up  to  $133  a  day  for  home 

health  care,  nursing  home  care  or  assisted  living, 

or  up  to  $66  a  day  for  adult  day  care. 


MoneyGuard 


Life  Insurance  for  Living 


you  still  receive  all  the 
benefits  of  life  insurance. 

In  addition,  MoneyGuard 
works  as  an  asset  shelter — 

protecting  your  hard-earned 
funds  from  the  demands 
of  long-term  care  expenses. 

We're  sure  you'll  have 
questions,  so  please  call 
1-877-893-9990  today, 
or  contact  your  advisor. 
MoneyGuard  is  available 
through  insurance-licensed 
stockbrokers,  independent 
agents,  personal  bankers  and 
financial  representatives. 


I  FIRST  PENN-PACIFIC 
LIFE  INSURANCE  CO. 

»•  LINCOLN  NATIONAL  CORPORATION 


ww.moneyguard.com 
J-20L 


The  MoneyGuard  universal  life  insurance  policy  has  riders  that  prepay  the  death  benefit  and  more  for  long-term 
care  expenses.  It  is  underwritten  by  First  Penn-Pacific  Life  Insurance  Co.,  a  part  of  Lincoln  National  Corporation. 
The  illustration  and  outline  of  coverage  describe  the  benefits,  costs,  exclusions  and  limitations  of  MoneyGuard. 
Benefits  vary  by  age,  health  status  and  state  availability.  First  Penn  is  not  licensed  in  New  York.  ©  1998  First  Penn- 
Pacific  Life  Insurance  Co.  All  rights  reserved.  Policy  form  number:  L-2020  series.  Rider  form  numbers:  L-2800  series. 
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Rupert  Murdoch  has  big  plans  for  the  Latin  American  market. 
So  does  Venezuela's  Gustavo  Cisneros 

Gustavo  versus  Rupert 


By  Kerry  A.  Dolan 

In  the  battle  for  eye- 
balls in  Latin  America, 
News  Corp.'s  Rupert 
Murdoch  appears  to  be 
leading  the  pack:  Partner- 
ing with  TCl's  John 
Malone,  Mexico's  Grupo 
Televisa  and  Brazil's 
Organizacoes  Globo, 
Murdoch  has  pumped  $1 
billion  into  Sky  Latin 
America,  a  satellite  TV  ser- 
vice that  has  already 
signed  up  400,000  cus- 
tomers in  Brazil,  Mexico 
and  Colombia,  and  has 
just  launched  in  Chile. 
With  exclusive  rights  to  a 
dominant  number  of 
Brazilian  soccer  champi- 
onship and  Chilean 
league  games,  Murdoch 
has  a  powerful  competi- 
tive edge. 

But  News  Corp.  hardly 
has  the  Latin  market  to 
itself.  Gustavo  Cisneros, 
that  formidable  Venezue- 
lan entrepreneur,  has  a  $2 
billion  war  chest,  and  is 
giving  Murdoch  a  battle. 
The  privately  held  Cis- 
neros Group  of  Cos.,  one 
of  Latin  America's  largest 
conglomerates,  partnered 
with  Hughes  Electronics' 
DirecTV  International 
unit  as  well  as  Brazil's 
TV  Abril  and  Mexico's 
Multivision.  Together 
they  have  invested  $  1 
billion  on  a  rival  satellite 
venture — Galaxy  Latin 
America. 

Cisneros,  53,  whose  (     ban  born 
father  started  the  family-controlled 
firm  in  the  1930s,  says  Ins  Galaxy 
group  has  signed  up  550 
scribcrs  in  L 3  countries.  Wii     t  mil- 
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Cisneros  Group's  Gustavo  Cisneros 

Through  Galaxy  Latin  America,  going  mano  a  mano  with  Murdoch. 


lion,  Cisneros  says,  the  venture  can 
break  even.  To  trump  Murdoch's 
soccer  programming,  Cisneros  will 
soon  announce  that  he's  bought 
rights  to  both  Spanish  and  Italian 
1  eague  so  i  rig  whose  players 


are  many  popular  South  Americans. 
Late  last  year  Cisneros  Group 
acquired  another  valuable  partner, 
the  powerhouse  Houston-based 
buyout  firm  Hicks,  Muse,  Tate  & 
Furst  (Forbes,  June  1).  Cisneros  and 
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Hicks,  Muse  each  own  half  of  Ibero- 
America  Media  Partners,  a  S500  mil- 
lion fund  that  aims  to  buy  up  TV  and 
radio  properties  in  Latin  America, 
Spain  and  Portugal. 

For  all  its  economic  problems, 
Latin  America  is  an  irresistible  market 
for  mass  entertainment.  From 
Mexico  through  Argentina  and  Chile 
live  some  452  million  people,  with  a 
growing  minority  able  to  afford 
middle-class  comforts.  "Latin  Amer- 
ica has  already  gone  through  a  lot  of 
pain  to  squeeze  out  the  bad  parts  of 
the  economy,"  says  Cisneros  from 
across  a  finely  polished  wood  table  in 
his  plush  Manhattan  offices.  "The 
private  sector  growth  figures  in  Latin 
America  look  ten  times  better  than 
Asia  now." 

Perhaps  so,  but  Cisneros  has  some 
catching  up  to  do.  Sky,  which  manu- 
factures its  set-top  boxes  in  Brazil,  can 
sell  them  for  just  $335;  by  contrast, 
the  cost  to  Galaxy,  which  imports 
them,  is  $600  per  box.  That's  a  sig- 
nificant difference  in  a  continent 
where  the  average  GDP  per  capita  is 


For  all  its  economic 
problems,  Latin  America  is 
an  irresistible  market  for 
mass  entertainment. 


less  than  one-fifth  that  of  the  U.S. 

But  Cisneros'  Galaxy  also  has  cer- 
tain strengths.  Through  an  exclusive 
agreement,  it  can  feature  50  hours  of 
Disney  programming  from  Friday 
evening  until  Sunday  evening. 

Cisneros  also  aims  to  build  a 
broader  Latin  American  media 
empire  than  Murdoch  has  in  mind. 
With  Hicks'  fund,  Cisneros  has  a 
stake  in  a  new  TV  station  in  Colombia 
and  control  of  some  Chilean  radio 
and  TV  stations.  Cisneros  expects  the 
Hicks  partnership  fiind  to  close  four 
more  deals  by  the  end  of  the  year. 

Cisneros  has  TV  in  the  genes.  He 
grew  up  working  as  a  gofer  for  his 
father,  Diego,  at  the  family-owned 
Venevision  network,  then  at  24  took 
charge  of  the  now-$3.5  billion  (sales) 


family  conglomerate  when  his  father 
suffered  a  stroke.  In  late  1996,  con- 
vinced that  the  range  of  family  busi- 
nesses was  too  diverse — from  sports 
equipment  to  a  Coca-Cola  bottler — 
Cisneros  began  selling  off  assets  to 
concentrate  on  media.  And  lining  up 
his  impressive  array  of  partners. 

What's  next?  To  broaden  the 
market  for  its  Latin-oriented  pro- 
gramming, Cisneros  Group  intends 
to  offer  a  DirecTV  Latino  service  in 
the  U.S.,  and  DirecTV  Iberia  in  Spain 
and  Portugal,  in  partnership  with 
Hughes.  Expect  some  Internet-relat- 
ed ventures  as  well. 

In  the  long  run  the  Latin  American 
market  is  certainly  big  enough  for 
both  Murdoch  and  Cisneros.  But  for 
both  groups  the  next  few  years  are 
going  to  be  bloody.  Cisneros  promis- 
es not  to  blink.  "We  have  been  study- 
ing the  market  to  death  every  day  of 
our  lives  for  the  last  25  years,"  he 
says.  "We  probably  know  every  radio 
operator,  every  television  owner, 
every  phone  company,  anybody  who 
is  anybody  on  the  Internet."  M 


The  CFA  charter  means  the 
same  thing  around  the  globe. 
Investment  professionalism 
and  excellence. 


Standards 

t^Mte*      Over  24,000  investment  professionals  from  63  countries  have  earned  the  CFA®  designation  — 

»   Chartered  Financial  Analyst.  And  that  speaks  volumes  in  any  language.  It  says  that  the 
".  standards  represented  by  the  CFA  charter  are  a  constant  in  an  ever-changing  world  of 
_         international  investments.  That  the  designation's  stringent  Code  of  Ethics  and  advanced 
curriculum  provide  charterholders  with  the  competitive  edge  so  vital  to  their  success. 

A  universal  symbol  for  high  professional  standards  and  principles,  the  CFA  charter  is  sponsored  by  the 
Association  for  Investment  Management  and  Research.  AIMR  also  offers  other  professional  development 
programs  designed  to  achieve  higher  standards  for  CFA  charterholders,  their  employers  and  their  clients. 


For  more  information  and  a  free  brochure,  call  1-800-247-8132. 
Or  visit  our  Web  site  at  www.aimr.org. 
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An  old-line  hardware  maker,  NCR  is  hoping 

to  make  it  as  a  provider  of  data  warehousing  systems 

and  services.  Color  its  chances  dim. 

Too  little  and 
probably  too  late 


By  Bruce  Upbin 

When  at&t  spun  off  NCR  on  the  last 
day  of  1996,  NCR's  management 
didn't  feel  particularly  intimidated  at 
being  all  alone  out  there  in  shark- 
filled  waters.  They  were  the  heirs  of 
112  years  of  National  Cash  Register 
history,  and  for  generations  the  com- 
pany's machines  had 
dominated  retail 
point  of  sale  in 
mom-and-pop 
stores  and  giant 
emporia  alike. 

Of  course,  Lars 
Nyberg,  the  thin, 
deliberate  Swede 
who  is  NCR's  46- 
year-old  chief  execu- 
tive, knows  you 
can't  live  on  past 
glory.  Nyberg  joined 
NCR  in  1995  after 
21  years  at  Philips 
Electronics.  Though 
his  Dayton,  Ohio- 
headquartered  outfit 
last  year  sold  $6.6 
billion  worth  of 
computer  hardware, 
database  software, 
retail  checkout  scan- 
ners and  automated 
teller  machines,  it  no 
longer  dominates 
any  major  markets. 
In  fact,  its  revenues 
have  been  declining. 
Nearly  $8.5  billion 
in  1994,  they  were 
only  $6.6  billion  last 
year.  The  company 
had  been  in  the  red 
for  four  years  and 
just    barely    broke 


into  the  black  last  year. 

As  happened  to  Unisys  Corp., 
which  was  slowly  squeezed  out  of  its 
traditional  banking  and  airline  mar- 
kets, NCR  lost  much  of  its  traditional 
retailing  market  to  PCs  from  compa- 
nies like  Dell,  Sun  and  Compaq. 


At  Unisys,  Lawrence  Weinbach 
who  came  in  as  chief  executive  in 
mid- 1997,  is  refocusing  the  company 
away  from  selling  hardware  and 
toward  selling  services.  Even  at  IBM 
services  are  now  a  bigger  contributor 
to  profits  than  hardware. 

Nyberg  faces  the  same  chal 
lenge — and  he  has  made  some 
progress.  J.C.  Penney,  for  instance, 
has  been  an  NCR  customer  for  years, 
first  buying  its  cash  registers  in  the 
early  part  of  the  century.  What  the 
giant  retailer  needs  now  is  a  way  to 
figure  out  which  of  its  shoppers 
have  kids  so  it  can  target  them  with 
a  children's  clothing  catalog. 
Penney's  also  needed  an  automated 
software  system  for  alerting  its 
credit  card  division  to  potential 
deadbeat  customers.  NCR's  consul- 
tants designed  a  four  terabyte  data- 
base with  NCR  hardware  and  soft- 


NCR  Chic  Executiv 
He  is  ont 


•e  Lars  Nyberg 

smart  survival  tactics,  but  you  can't  fight  Gates,  Ellison  and  Big  Blue  forever. 
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I  admit  it.  I  love  the  sound  of  my  own  voice.  And  now 
when  I  say  things  like  "start  dictation','"delete  paragraph,"  "launch 
e-mail,"  my  computer  does  it.  Does  as  it's  told.  Philips  FreeSpeech'98"" 
software  makes  it  possible.  Put  your  mouth  to  work.  Call,  toll  free, 
1-877-856-4154  or  visit  www.freespeech98.com 

1998  Philips  Consumer  Electronics  Coi  pdrattan 
All  other  names  arc  cither  registered  trademarks  or  trademarks  of  their  respective  owners. 
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ware  to  find  this 
kind  of  informa- 
tion. 

Nyberg  is  bet- 
ting a  large 
chunk  of  the 
company  on 
such  business. 
The  data-ware- 
housing market 
is  expected  to 
grow  40%  annu- 
ally for  the  next 
five  years.  Right 
now,  kcr's  Tera-  k^k^H 
data  software  is 

the  market  share  leader  for  complex, 
gargantuan  databases.  Wal-Mart,  with 
a  24  terabyte  database,  the  world's 
largest  in  the  private  sector,  has  been 
a  Teradata  customer  for  ten  years. 

Nyberg's  problem  is  very  much 
the  one  described  by  Peter  Drucker 
in  this  issue's  cover  story:  In  an  era 
when  technology  is  no  longer  indus- 
try-specific, NCR  must  compete  for  its 
business  with  just  about  anyone  who 
makes  and  peddles  software.  Data- 
bases from  Oracle,  IBM  and  Micro- 
soft are  quickly  adding  all  the  fea- 
tures that  perform  sophisticated 
requests  on  multiterabyte  data  ware- 
houses. Their  systems  will  do  this 
work  along  with  payroll,  shipping 
and  accounting. 

Being  much  bigger  than  NCR, 
many  of  these  software  outfits  can 
easily  outgun  it  when  it  comes  to 
recruiting  software  talent.  Oracle,  for 
instance,  has  three  times  as 
many  software  developers 
working  on  database  tools 
as  NCR  does. 

Nor  has  it  helped  that 
NCR  's  recent  corporate  his- 
tory has  been  so  confused. 
AT&T  seized  it  in  a  hostile- 
takeover  in  1991,  messed  it 
up,  then  cast  it  adrift  again. 
Corporate  technology 
buyers  are  not  known  for 
betting  on  anything  less 
than  a  sure  thing. 

"It's  not  that  NCR  or 
Teradata  won't  be  around 
in  ten  years,  but  you're 
absolutely  sure  that  Oracle 
will,"  warns  Jon  Oltsik,  a 
software  services  analyst  at 
Forrester  Research  in  Cam- 


If  Lars  Nyberg  can  get  NCR 
in  shape,  it  might  make  an 
attractive  takeover  candidate 
as  the  database  management 
industry  consolidates. 
Otherwise,  the  company 
seems  fated  to  undergo  a 
slow  decline.  In  these  days, 
114  years  of  history  don't 
count  for  a  damn. 


bridge,  Mass. 

With  every- 
one grabbing  for 
his  bigger  cus- 
tomers, Nyberg. 
is  working  hard 
to  serve  smaller 
ones.  In  August 
he  began  ship- 
ping a  version  of 
Teradata  to  run 
on  Microsoft's 
Windows  NT 
operating  sys- 
tem. Most 
smaller  databas- 
es run  on  NT,  and  this  market  is 
growing  twice  as  fast  as  terabyte - 
plus  warehouses. 

But  NCR  faces  an  uphill  battle 
here.  It  will  have  a  heck  of  a  time 
convincing  smaller  businesses  that  a 
Teradata  system  costing  at  least 
510,000  is  five  times  better  on  NT 
than  Microsoft's  own  $2,000  SQL 
database,  which  will  perform  basi- 
cally the  same  tasks. 

To  emulate  Unisys  and  IBM  and 
establish  legitimacy  as  a  "solutions" 
seller,  Nyberg  must  shake  NCR's  rep- 
utation for  pushing  only  its  home- 
grown technologies,  operating  sys- 
tems, hardware,  software,  the  works. 
Increasingly,  customers  want  a  sendee 
provider  who  will  pick  and  choose 
among  different  suppliers  to  produce 
the  best  and  least  expensive  solution 
to  their  problems. 

In  part  to  break  NCR  from  its  man- 
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the  cash  on  NCR's  books  and  you'll  find  probably 
technology  firm  trading  at  8  times  1999  estimated 
Cheap,  yes -but  Investors  have  steered  clear. 


ufacturing  past,  Nyberg  sold  thre 
NCR  plants  in  April  1997  to  Solectroi 
Corp.,  which  now  makes  all  of  NCR 
branded  computer  and  retail  point 
of- sale  equipment — the  same  role  it 
plays  for  such  other  outfits  as  Erics 
son,  IBM  and  Mitsubishi. 

"It's  better  for  us  to  spend  tha 
capital  on  database  applications  and 
code  instead  of  making  sheet  metal," 
says  Mark  Hurd,  vice  president  o 
worldwide  marketing  for  NCR's  com-i 
puter  systems  group.  "Some  people 
would  like  to  see  us  move  faster,  but) 
we'll  take  our  shots." 

As  a  further  step  toward  becoming 
a  service  rather  than  a  hardware 
provider,  by  next  year  NCR  will  use 
Sun's  version  of  Unix  on  its  higher- 
priced  servers  and  is  already  running 
Teradata  on  lower-priced  servers  such 
as  those  from  Dell  or  Compaq. 

But  Nyberg  will  have  to  shed  more 
than  plants  to  be  truly  competitive. 
His  revenue  per  employee  is 
$188,000,  pathetic  compared  with 
IBM's  $290,000  or  Hewlett-Packard's 
$352,000.  Merrill  Lynch  analyst 
Steven  Milunovich  sees  NCR  with  a 
3%  net  margin  by  1999.  That's  more 
than  twice  what  it  is  now,  but  still  less 
than  half  IBM's  margins.  Raising  NCR's 
productivity  to  at  least  IBM's  stan- 
dards would  mean  either  cutting 
about  half  of  its  35,000-strong  work 
force  or  increasing  sales  by  40%. 

As  things  stand,  the  former  is  far 
more  likely  than  the  latter.  NCR's  data 
warehousing  business,  about  $1  bil- 
lion in  sales  and  services 
revenue,  is  growing  at  a 
healthy  clip,  but  the  rest  of 
its  lines  are  not.  Its  com- 
bined ATM  and  retail  point- 
of-sale  equipment  business- 
es, about  25%  of  total 
revenues,  can  expect  at  best 
high  single-digit  sales 
growth  over  the  next  few 
years. 

If  Nyberg  can  get  NCR  in 
shape,  it  might  make  an 
attractive  takeover  candi- 
date as  the  database  man- 
agement industry  consoli- 
dates. Otherwise,  it  seems 
fated  to  undergo  a  slow 
decline.  In  these  days,  114 
years  of  history  don't  count 
for  a  damn.  M 
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For  104  years  the  Sunkist  label  has  been  almost  synonymous  with 

citrus  fruit.  But  the  outfit  behind  it  seems  slow  to  adapt  to 3  changing  world, 

Rebellion  in  the 
orange  groves 


By  Seth  Lubove 

Sherman  Oaks,  Calif.-based  Sunkist 
Growers  Inc.,  annual  revenues  $1.1 
billion,  is  the  world's  largest  citrus 
marketing  co-op.  But  though  the 
brand  is  familiar  at  breakfast  tables 
across  the  land,  Sunkist  has  never 
succeeded  at  selling  anything  other 
than  fresh  fruit.  Nor  has  this  aging 
cooperative,  stripped  in  1994  of  its 
legal  protections,  been  able  to  func- 
tion well  in  today's  less  regulated 
society. 

Sunkist's  serious  troubles  began 
when  federal  law  dating  from  the 
New  Deal  era  of  the  1930s  was 
changed,  in  1994,  as  part  of  the 
growing  trend  away  from  regulation. 
The  agricultural  rules  imposed  artifi- 
cial quotas  on  citrus  production, 
enabling  Sunkist  to  maintain  high 
prices  and  cartel-like  market  disci- 
pline. Removal  of  these  restrictions 
hasn't  caused  the  entire  citrus  indus- 
try to  collapse,  as  Sunkist  once 
prophesied,  but  has  seriously  thrown 
the  citrus  market  into  disarray  and 
caused  some  growers  to  question  the 
value  of  the  Sunkist  label. 

Worried,  the  co-op's  directors 
recently  hired  Vincent  I.upinacci  as 
president  of  the  co-op,  the  first  per- 
son from  outside  the  citrus  business 
to  hold  that  job.  Lupinacci,  a  peri- 
patetic sales  manager,  previously 
held  jobs  at  Pepsi  and  Sara  Lee  and 
most  recently  ran  the  Six  Flags 
amusement  park  in  New  K 

Lupinacci  must  deal  with  ;    gering 
bad  blood  from  the  bank  over  quo- 
tas.   Berne    Evans,    who- 
Calif.-based   Sun    Pacific   Sin 
produces  nearly  L0%         he  nation's 
navel  orange  crop,  wa  direc- 

tor on  Sunkist's  boai  I  Ei<  '  li 
Sunkist  in    1993   after  compli 
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publicly  that  growers  were 
cheating  on  the  quotas  with 
the  tacit  approval  of  man- 
agement.  Evans  is  no  less     ■*■■ 
bitter  these  days. 

"It's  a  cancer-ridden  co-op  with 
special  interests  all  through  it," 
Evans  snaps.  "Sunkist  is  like  the  post 
office.  No  one  gives  a  s---.  They  get 
their  salaries  whether  they  have  a 
good  or  a  bad  year." 

Lupinacci's  mandate  is  to  change 
that  perception.  Citrus  from 
Argentina,  soon  to  become  the 
world's  largest  lemon  producer,  is 
just  the  latest  threat  to  Sunkist's 
market  share.  Russell  Hanlin,  retir- 
ing as  Lupinacci's  predecessor,  want- 
ed to  deal  with  the  competition  by 
recruiting  Argentinean  growers  as 
members  and  slapping  the  Sunkist 
label  on  their  lemons.  But  expanding 
the  membership  and  further  diluting 
returns  doesn't  normally  sit  well 
with  the  co-op's  6,000  existing 
growers  and  packing  houses. 

In  fact,  the  suggestion  plays  right 
into  the  hands  of  Sunkist  critics  such 
as  Evans,  who  claim  the  co-op  pur- 
sues volume  for  volume's  sake  rather 
than  building  the  brand  name  in 
order  to  obtain  premium  prices  for 
its  members.  Last  year  what  Sunkist 
calls  "payments  to  members" 
increased  12%,  to  S867  million,  but 
growers  complain  that  their  costs  are 
growing  faster  than  revenues. 

"They've  got  to  learn  to  price 
their  product  better,"  blasts  Evans. 
"Management  doesn't  have  the 
incentive  because  it  doesn't  mean 
anything  to  them.  They'll  bend  over 
more  for  supermarkets  than  for  their 
own  growers." 

Lupinacci  acknowledges  the  chal- 
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Kern  County's 
Dennis  Johnston 
Non-Sunkist 
and  proud  of  It 


lenges,  but  offers  only 
vague  remedies  such  as 
"capitalizing  on  brand 
equity."  Can  he  be  more 
specific?  "I'm  not  trying  to 
be  evasive,"  he  tells  Forbes.  "I've 
only  been  here  two  weeks." 

But  he  will  have  to  move  fast. 
There  are  more  than  43,000  acres 
of  producing  citrus  groves  in 
California's  Kern  County,  better 
known  for  its  oilfields.  The  Kern 
County  crop  has  more  than  tripled 
since  1992,  to  more  than  $300  mil- 
lion, but  few  of  the  fiercely  inde- 
pendent Kern  County  growers 
want  anything  to  do  with  Sunkist, 
whose  members  are  clustered  far- 
ther north,  in  Tulare  County  and  in 
Arizona.  Growers  such  as  Dennis 
Johnston  see  no  value  in  paying  the 
65  cent  per  carton  levy  Sunkist 
charges  for  its  stamp  on  the  fruit. 

Even  some  loyal  Sunkist  growers 
are  rebelling.  After  Riverside,  Calif. 
Royal  Citrus  founder  and  former 
Sunkist  vice  chairman  Max  Cardey 
Sr.  died  last  year,  Cardey's  sons  qui- 
etly decided  to  pull  out  of  their  old 
man's  beloved  Sunkist. 

Bruce  Newman,  33,  heads  the 
Resnick  (The  Forbes  400)  family- 
owned  Paramount  Citrus,  Sunkist's 
largest  grower.  A  Sunkist  board 
member,  Newman  has  been  agitat- 
ing to  make  Sunkist  more  capitalis- 
tic by  tying  managers'  compensa- 
tion to  performance.  No  proof  yet 
the  plan  can  more  closely  align 
Sunkist's  managers  with  its  mem- 
bers' goals. 

Over  to  you,  Vince  Lupinacci.  If 
you  don't  act  decisively,  that  famous 
brand  name  may  soon  be  squeezed 
by  competitors.  ■* 


As  you  will  see, 
2496  is  a  leap  year. 
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You  can  learn  about  the  Civil  War  from  books  and 
from  TV  documentaries,  but  Rod  Heller 
thinks  you  must  visit  the  actual  sites  to  grasp  the 
meaning  of  a  struggle  that  took  625,000  lives. 

Battle  crv 


By  Ashlea  Ebeling 


J.  Roderick  Heller  III  stands  by 
the  side  of  a  country  road  in  Spring 
Hill,  Tenn.  solemnly  admiring  a  field 
of  soybeans.  To  Heller's  guest  it's  just 
another  nice,  bucolic  scene.  But 
Heller  can  almost  hear  the  cannons 
roar,  the  whinnying  of  horses  and  the 
screams  of  wounded  men  in  both 
gray  and  blue  uniforms.  This  is  th 
site  of  a  costly  Confederate  mistake 

This  former  corporate  lawyer  and 
turnaround  specialist  from  Wasi 
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ton,  D.C.  is  the  founder  of 
the  Arlington,  Va. -based 
Civil  War  Trust,  whose 
goal  is  to  preserve  land  in 
places  like  Spring  Hill  to 
let  battlefields  tell  the  story  of  the 
Civil  War.  The  Trust  has  28,000 
members,  who  pay  annual  dues  of 
$25.  For  no  salary,  Heller  works 
bit  .is  hard  as  he  ever  did  on 
behalf  of  his  well-heeled  corporate 
clients. 


J.  Roderick  Heller  III 
His  ancestors  Identi- 
fied and  buried 
1,500  soldiers  here. 


To  Heller,  time  has  given  these 
sites  a  special  meaning.  "Buildings 
and  cannons  add  romance,  but  it's 
the  open  land  that's  truly  meaning- 
ful," says  Heller.  The  Civil  War  is 
certainly  meaningful  to  him:  He: 
counts  23  great-grandfathers  and: 
great-uncles  who  fought  in  the  war, 
only  9  of  whom  survived.  Of  pre- 
serving these  old  battlefields,  he 
says:  "It  provides  a  sense  of  how 
men  fought  and  died." 

Plenty  of  men  died  on  the  110 
acres  of  Spring  Hill.  In 
this  rolling  farmland  on 
the  night  of  Nov.  29, 
1864,  the  Confederate 
Army  of  Tennessee  let 
Union  forces  slip  past. 
The  next  day,  angry  at  his 
mistake,  Confederate 
Commander  John  Bell 
Hood  hurled  20,000  men 
at  the  Union  army,  by 
then  entrenched  in 
nearby  Franklin.  The 
second  blunder  com- 
pounded the  first.  The 
Confederates  suffered 
7,300  casualties,  includ- 
ing 15  generals.  Of  these, 
2,000  soldiers  and  6  gen- 
erals died. 

Heller's  great-great- 
grandmother  Caroline 
Winder  McGavock  tore 
up  clothing  and  linens  to 
bandage  the  wounded  at 
Carnton  Plantation,  her 
nearby  home. 

Today  the  road 
between  Spring  Hill  and 
Franklin  is  busy  Route 
31,  bordered  by  new 
housing  developments,  a 
Saturn  plant  and  strip 
malls.  It's  too  late  for  a 
park  on  the  scale  of  Get- 
tysburg or  Antietam,  but 
off  the  side  roads  impor- 
tant battlefield  fragments 
still  exist,  behind  split-rail 
fences,  amidst  cattle, 
corn  and  glistening  yellow  tobacco 
leaves. 

Buying  and  preserving  these  still- 
rural  Tennessee  acres  cost  $880,000. 
Heller's  Civil  War  Trust  contributed 
$200,000.  Maury  County  put  in 
$100,000,  and  another  preservation 
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Carnton  Plantation 
Bloodstained  floors. 


group,  the  Association  for  the  Preser- 
vation of  Civil  War  Sites,  Inc.,  put  in 
$80,000  and  guaranteed  the  mort- 
gage that  provided  the  balance. 

Heller  was  leading  a  turnaround 
of  the  National  Housing  Partner- 
ship (Forbes,  Feb.  9.  1987)  when  he 
took  up  the  cause  of  battlefield 
preservation.  Congress  had  just 
bought  the  550-acre  site  of  the 
Second  Battle  of  Bull  Run  at  Ma- 
nassas, where  the  Confederates  sent 
a  humiliated  Union  Army  streaming 
back  toward  Washington.  That  pur- 
chase rescued  the  site,  just  in  time, 
from  becoming  a  shopping  mall.  At 
a  cost  of  up  to  $250,000  an  acre,  it 
was  added  to  the  Manassas  Nation- 
al Battlefield  Park. 

At  the  time,  Congress  ordered  an 
inventory  of  battlefields.  The  Civil 
War  Advisory  Commission  identified 
384  significant  battlefields  in  25 
states  and  the  District  of  Columbia. 


In  1991  the  Secretary  of  the 
Interior,  Manuel  Lujan  Jr.,  asked 
Heller  to  create  the  private  Civil  War 
Trust  to  help  protect  them,  with  pri- 
vate money. 

Heller  knew  he  had  found  his 


cause.  As  a  child,  he  summered  at  his 
grandparents'  home  in  Columbia, 
Tenn.,  where  Hood's  army  skir- 
mished with  Union  forces  on  its  way 
to  Spring  Hill.  He  was  already  pas- 
sionate about  history,  often  reading 
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history  books  under  the  magnolia 
tree  in  front  of  Columbia's  public 
library.  "The  thinking  used  to  be  that 
battlefields  would  be  farmland  forev- 
er," says  Heller.  "Now,  with  develop- 
ment pressing  everywhere,  the  need 
for  preservation  is  dramatic." 

He  took  on  the  chair  of  the  Trust 
like  a  second  job,  spending  his  week- 
ends trampling  the  battlefields  and 
countless  hours  on  the  phone 
fundraising.  (Heller's  wife  character- 
izes it  as  "an  obsession.")  He  chose  a 
well-connected  board,  an  able  staff 
and  a  feisty  chief  executive,  Grae 
Baxter. 

The  Trust's  main  purpose  is  to 
preserve  as  much  as  possible  of  these 
battle  sites  at  a  minimal  outlay  of 
government  money.  If  possible,  it 
negotiates  easements  as  a  cheaper 
alternative  to  buying  the  properties 
outright.  Each  deal  is  different,  but 
usually  the  Trust  puts  up  some 
money  to  buy  land  and  a  local  group 
puts  up  the  rest — though  often 
using  money  from  state  and  federal 
funds.  The  local  group  then  owns 


and  manages  the  land. 

He  successfully  rescued  the  site  of 
a  battle  in  Mill  Springs,  Ky.  Here  was 
the  first  important  Union  victory  in 
the  four-year  war,  when  in  1862 
Union  forces  broke  the  Confederate 
stronghold  in  eastern  Kentucky. 
Local  residents  had  used  the  site  as  a 
garbage  dump,  piling  discarded 
debris  around  two  old  monuments. 
In  1992,  with  the  Trust's  help,  vol- 
unteers formed  the  Mill  Springs  Bat- 
tlefield Association  and  rallied  to 
reclaim  the  site.  The  Trust  donated 
S190,000  toward  a  $510,000  pack- 
age of  land  and  easements.  Today  the 
group  has  300  members,  who  have 
put  up  grave  markers  for  150  soldiers 
who  died  there  and  turned  the  prop- 
erty into  a  county  park  and  a  nation- 
al historic  landmark. 

To  conserve  the  Trust's  hard-raised 
money,  Heller  tries  to  get  free  gifts  of 
land.  John  W.  (Jack)  Creighton  Jr., 
the  former  chief  executive  of  Weyer- 
haeuser Co.,  sat  on  Heller's  board 
from  1992  to  1997.  It  turns  out  that 
Weverhaeuser  owned  timberland  in 


New  Bern,  N.C.,  where  Union  forces 
captured  9  forts  and  41  heavy  guns 
from  Confederate  defenders.  The 
company  contributed  the  24  acres  to 
the  Trust. 

So  far  the  Trust  has  helped  save 
more  than  6,500  acres  at  24  sites  in 
13  states  at  a  cost  of  $6  million  in  its 
own  funds.  But  collecting  acreage 
isn't  the  Trust's  only  goal.  Heller  is 
proud  of  the  Trust's  role  as  an  edu- 
cator. It  has  created  a  Civil  War  Dis- 
covery Trail — a  collection  of  500 
Civil  War  sites  in  28  states,  with  a 
travel  guide  and  map  to  help  people 
find  the  sites  and  learn  what  hap- 
pened there. 

The  Trust  plans  a  traveling  exhibi- 
tion in  partnership  with  the  American 
Library  Association.  It  also  holds  an 
annual  Park  Day,  when  volunteers 
scrape  and  paint  cannons  and  con- 
struct trails. 

Sheer  sentimentality?  "If  a  people 
doesn't  understand  its  history,  it  does- 
n't understand  its  soul,"  Heller  replies. 

(If  you  are  interested  in  joining,  call 
1-800-CWTRUST.)  mm 
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lunch 


On  a  store  tour— and  then  over  lunch— we  learn  about  Coca-Cola 
Enterprises'  secret  formula. 

There's  something 
about  Henry 


By  Dyan  Machan 

It  is  98  sweltering  degrees  in  Bay  Town,  Tex. 
when  I  meet  Henry  Schimberg,  chief  executive 
of  Atlanta-based  Coca-Cola  Enterprises.  He  is 
standing  in  the  middle  of  a  Kroger's  parking  lot 
with  ten  men  in  black.  Mostly  Texas  CCE  man- 
agers, the  ten  look  like  cartoon  characters  with 
the  heat  making  wavy,  radiating  lines  off  their 
wool  suits. 

Schimberg,  I've  heard  everywhere,  is  Coke's 
other  secret  formula.  This  was  a  guy  I  had  to 
meet.  He  said  okay,  but  at  a  price:  I  had  to 
accompany  him  on  one  of  the  5,000  store  visits 
he  makes  each  year. 

This  fellow  moves  lots  of  soda  water.  CCE  is 
the  company  formed  by  the  Coca-Cola  Co. 
to  own  its  principal  bottling  operations.  With 
$13  billion  in  sales,  it  distributes  through  more 
than  1  million  outlets — almost  70%  of  all  the 
Coke  sold  in  the  U.S.  and  in  Canada's  ten 
provinces,  plus  in  Belgium,  most  of  France, 
Great  Britain,  Luxembourg  and  the 
Netherlands. 

This  CCE  is  a  marketing  juggernaut,  and  Pepsi 
people  fear  it.  After  southern  California  became 
CCE  territory  six  years  ago,  a  population  that  had 
been  drinking  140  eight-ouncers  of  Coke  per 
capita  annually  stepped  up  to  210.  In  Wichita, 
Kans.,  from  134  to  195  in  two  years.  In  France, 
from  72  to  100  in  two  years.  In  every  case,  Pepsi 
lost  market  share. 

After  12  years  of  taking  this  kind  of  beating, 
Pepsi  sort  of  got  the  message.  It  is  thinking 
about  spinning  off  its  bottling  operations  into  a 
separate  entity. 

Even  if  it  does,  it  won't  have  Henry 
Schimberg,  65,  who  was  named  CCE  chief  execu- 
tive in  April. 

If  you  can  help  it,  don't  get  into  a  contest 
with  this  man.  He  was  playing  tennis  in  a  dou- 
bles match  recently  when  hi  ier  stumbled 
and  had  a  bad  fall.  Schimberg  sav  hat  his  part- 
ner was  in  pain,  but  scored  t  :  point  before 
ambling  over  to  help  his  friend  i      us  feet. 

When  I  met  Schimberg  at  11      m.,  he  had 


already  visited  15  stores.  Since  he  averages  100 
visits  a  week  and  presides  over  vast  territories,  he 
virtually  lives  on  his  Gulfstream-3. 

Perspiration  flows  off  the  faces  of  the  men  in 
black,  but  Schimberg  is  cool  and  effervescent 
in  the  parking  lot.  "This  is  blue-collar  country, 
which  has  historically  been  Pepsi's  strong- 
hold," says  Schimberg  proudly  as  he  strides 
into  the  store. 

Obviously  it's  not  Pepsi  country  anymore.  A 
floor  plan  of  the  Kroger  store  we  are  visiting  is 
thrust  into  my  hand.  It  has  red  marks  indicating 
"points  of  interruption,"  or  places  where  Coke 
products  are  displayed,  interrupting  traffic  flow. 
This  map  has  34  points  of  interruption.  By  the 
looks  of  it,  only  a  totally  blind  customer  could 
avoid  being  confronted  by  Coke.  That  is  what 
Schimberg  calls  "pervasive  presence." 

Schimberg  leads  the  way,  turning  every  point 
into  a  military  inspection.  The  black  suits  shuf- 
fle into  a  crescent  around  him  scribbling  rapidly 
into  their  notepads.  At  an  open-air  soda  cooler 
Schimberg  decrees  there  should  be  a  sign  on  top 
that  says  "ice  cold"  because  that's  an  attractive 
proposition  on  a  hot  day  like  this. 

In  the  ice  cream  aisle,  there  is  another  display 
of  Coke,  but  Schimberg  asks  for  a  sign  to  be 
added  picturing  an  ice  cream  float  so  that  con- 
sumers don't  miss  the  point  that  these  two 
products — ice  cream  and  Coke — complement 
each  other. 

Such  potential  tie-ins  to  other  foods  abound. 
Schimberg  makes  sure  every  pizza  freezer  case 
has  a  sticker  suggesting  that  "Coke  completes 
the  meal."  Ditto  the  display  cases  for  TV  din- 
ners, even  fresh  vegetables. 

"Coke  goes  with  celery?"  I  inquire  incredu- 
lously. "Yes,  fresh  vegetables — Coke  is  refresh- 
ing,'" Schimberg  explains  a  bit  impatiently.  Hey, 
is  this  lady  dumb  or  something? 

While  trying  to  absorb  the  celery  tie-in,  I  see 
Schimberg  charging  over  to  the  live  lobsters.  My 
god,  not  lobsters!  Yep — Schimberg  wants  a 
next  to  the  lobster  tank. 


82 


Forbes  ■  October  5,  1998 


Forbes  ■  October  5,  1998 


83 


Whether  Coke  goes  with  lobster 
or  not  is  open  to  argument.  There's 
no  argument  that  Schimberg  and 
his  men  have  captured  this  store 
and  the  store  has  surrendered. 
There  isn't  a  place  you  can  stand 
without  seeing  some  pitch  for  Coke 
products  and  the  cans  or  bottles 
within  easy  reach.  This  is  the  way 
Schimberg  thinks  every  retail  outlet 
should  be. 

Thirteen  years  ago  Business  Week 
magazine  pronounced  the  soft 
drink  party  over;  with  America 
aging,  soft  drinks  had  reached  their 
peak  at  an  annual  38.8  gallons  per 
capita.  Today  the  figure  is  51  gal- 
lons, according  to  Beverage  Digest, 
and  Schimberg  is  convinced  he  will 
boost  it  to  75 — just  make  that 
presence  pervasive  enough.  In 
decades  past,  soft  drink  consump- 
tion started  declining  when  people 
reached  age  30.  Thanks  to  smart 
marketing,  the  Coke  folks  have 
turned  this  around.  "Now,  as  peo- 
ple age,  they  carry  the  habit  with 
them,"  says  Schimberg. 

We  finally  settle  in  for  lunch  at  a 
downtown  Houston  restaurant.  No 
sooner  do  we  sit  down  at  our  quiet 
table  in  the  wine  cellar  than  an  eerie 
hissing  sound  emanates  from  the 
walls  and  ceiling.  It  is  raining  nox- 
ious chemicals.  We  flee.  A  Pepsi 
ambush?  No,  there  was  a  fire  next 
door,  and  it  had  set  off  the  restau- 
rant's fire  control  system.  But  you 
never  know  with  this  guy. 

As  we  sit  down  at  another  table 
upstairs,  it's  time  to  talk  about  the 
enemy.  "I  have  the  greatest  respect 
for  Pepsi's  p.r.  ability,"  Schimberg 
begins,  and  immediately  bursts  out 
laughing.  Meaning  that's  about 
the  only  thing  about  the  competi- 
tion he  does  respect.  While  Coke 
has  always  led  in  soda  fountain 
sales,  Pepsi  had  scored  better  in 
the  large  food  stores.  That  was 
pre-Schimberg.  According  to  a 
recent  Nielsen  survey,  Coca-Cola 
has  a  37.4%  share  in  larg-  food 
stores  compared  with  PepsiCo's 
30.5%. 

In  retreat  Pepsi  has  pursued  a  sort 
of  scorched-earth  policy.  To  hold 
market  share  it  has  continually 
trimmed  wholesale  prices.  Coke  has 
had  to  follow  suit,  with  the  result 


that  an  8-ounce  bottle  of  either  soft 
drink  costs  no  more  today  than  it 
did  in  1982.  Schimberg:  "They  are 
concerned  about  the  widening  mar- 
ket share  gap  in  North  America - 
because  globally  Pepsi's  becoming  a 
virtual  company." 

He's  scarcely  kidding.  Inter- 
nationally, Coke  has  wiped  the  floor 
with  Pepsi.  Coke  generates  80%  of 
its  earnings  outside  the  U.S.  Pepsi 
generates  less  than  5%  of  earnings 
outside  America. 

There's  not  much  Schimberg 
doesn't  know  about  the  botding 
business.  He  started  as  a  truck  dri- 
ver with  the  Royal  Crown  Botding 
Co.  of  Chicago  in  1958  and  worked 
his  way  up  to  president.  In  1982  he 
jumped  ship  for  the  Johnston  Coca- 
Cola  Botding  Group,  Chattanooga, 

"Coke  goes  with  celery?" 
I  inquire  incredulously. 
<fYes,  fresh  vegetables— Coke 
is  re/mMng,"  Schimberg 
explains  a  bit  impatiently. 


Tenn.  There  he  joined  Summerfield 
Johnston,  grandson  of  the  first 
licensed  Coke  bottler.  He  and 
Johnston  formed  a  team  that  took 
the  company  from  SI 00  million  to 
$1.1  billion  in  sales.  Nine  years  later 
Johnston  was  sold  to  cce. 

At  the  dme  cce  was  a  dud.  Its 
stock  came  out  at  S5.50  (adjusted 
for  splits)  in  1986  and  was  at  S5 
(adjusted)  when  Schimberg  became 
chief  operating  officer  in  1991. 

"We  found  a  completely  central- 
ized organization  where  all  deci- 
sions were  run  out  of  11  floors  in 
Adanta,"  he  says.  "All  markets  were 
treated  the  same.  One  thing  is  cer- 
tain— the  bottling  business  is 
absolutely  a  local  business."  He 
moved  a  lot  of  people  to  the  field 
and  "got  headquarters  down  to  2 
floors  pretty  quickly.'* 

Schimberg  spent  millions  to  get 
real-time  sales  informadon  and  mil- 
lions more  on  training.  "A  mantra 
to  all  our  people  is  that  their  skills 
today  arc  not  adequate  for  tomor- 
row," he  s  .  sounding  almost  like 
management        onsultant      Peter 


Drucker  (see  p.  152). 

Obviously  it  has  all  worked. 
Operating  income  has  risen  by  8% 
to  10%  each  year  since  Johnston 
and  Schimberg  took  over.  From 
1991  the  stock  climbed  tenfold, 
reaching  a  high  of  $41  early  this 
spring. 

What  the  stock  market  giveth, 
the  stock  market  taketh  away.  In 
July,  Schimberg  announced  his 
plan  to  spend  55  billion  over  the 
next  Vh  years.  The  stock  spiraled 
down  to  $32.  The  late  summer 
stock  market  nastiness  nicked  it  by 
another  nine  points.  CCE  manage- 
ment owns  15%  of  the  company's 
stock,  and  Schimberg  personally 
owns  6.3  million  shares,  almost  2%. 
On  paper  Schimberg  is  nearly  $90 
million  poorer,  and  Johnston  and 
his  other  colleagues  are  down  by 
close  to  $900  million. 

Why  was  CCE  hit  so  much  harder 
than  the  market?  Probably  because 
investors  who  had  already  had  a  big 
run  figured  it  was  a  good  excuse  to 
take  profits.  The  market  loves  free 
cash  flow,  and  that  announcement 
meant  that  there  wouldn't  be  much 
free  cash  flow  for  a  few  years. 

Though  hardly  pleased  at  the 
paper  loss,  what  really  irks 
Schimberg  is  that  the  market  has 
treated  cce  "like  we  don't  know 
what  we're  doing."  Schimberg 
believes  the  market  ought  to  have 
applauded  him  for  a  gutsy  move 
that  will  keep  the  company  in  a 
strong  lead.  "I  would — and  ought 
to  be — taken  to  task  if  I  managed 
this  business  in  one-year  windows," 
he  says,  testily. 

He  points  out  that  although  cap- 
ital spending  will  trim  earnings  in 
1999  and  2000,  it  will  produce 
favorable  results  after  that. 

Or  there  will  be  hell  to  pay. 

Eyeing  a  vending  machine  in  the 
store,  I  fed  a  dollar  into  the  soft 
drink  slot  and  waited  for  my  elixir. 
Nothing  happened.  Schimberg 
glowered.  The  ten  suits  fanned 
around  me.  I  heard  one  suit  joke,  "I 
wonder  who  gets  it  over  this  one." 

And  someone  will.  Schimberg 
revealed  to  me  the  secret  of  his  vic- 
tories over  Pepsi.  It  is  devastatingly 
simple.  In  his  words:  "attention  to 
details  and  execution."  (*■ 
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of  game  is 
your  401 00 


plan  ahead. 


Some  401(k)  providers  play 
games  with  your  expenses.  They 
hide  administrative  expenses  in 
asset  fees  or  neglect  to  explain  your 
total  costs.  Expect  better  from  the 
Principal  Financial  Group?  We  prac- 
tice full  disclosure  -  with  every  plan, 
right  from  the  start.  And  with  our 
simplified  expenses  approach,  you'll 
know  your  total  expenses  up-front, 
plus  you  choose  how  you  pay. 

Combine  this  with  our  service 
guarantee  and  local  support,  plus 
an  impressive  array  of  investment 
options  including  name-brand 
funds  and  you've  got  one  of  the 
best  total  packages  in  the  industry 
No  wonder  more 
employers  choose  us 
for  their  401  (k)  plan 
than  any  bank,  mutual 
or  insurance  company? 
This  is  the  kind  of  performance 
you  can  only  expect  from  The 
Principal'  -  a  company  with  over  a 
century  of  financial  expertise.  So 
call  1-800-255-6613.  Or  connect  to 
www.principal.com  on  the  Internet. 
As  for  your  present  provider,  call 
their  bluff. 


get  ahead. 


Plan  Ahead.  Get  Ahead." 


Financial 
Group 


l(k)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages  •  Life,  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Funds 

S1998  Principal  Life  Insurance  Company,  Des  Moines,  IA  50392.  *CFO  magazine,  April/May  1998,  Senior  Financial  Executive  Ranking. 

Products  and  services  offered  through  Principal  Life  Insurance  Company  (The  Principal),  its  subsidiaries  and  affiliates.  Mutual  funds  and  securities  distributed 

through  Princor  Financial  Services  Corporation  (member  SIPC).  Securities  and  health  care  products  not  available  in  all  states. 


to  home 

By  Jennifer  Roback  Morse 


Chopping  the  family  tree 


We  are  all  accustomed  to  the  argument 
that  welfare  weakens  the  family.  Social  Secu- 
rity, the  granddaddy  of  the  welfare  state, 
may  also  have  contributed  to  this  unfortu- 
nate development.  A  recent  study  in  the 
American  Economic  Review 
shows  that  people  in  countries 
with  generous  social  security 
systems  have  higher  divorce 
rates  and  lower  propensities  to 
get  married  in  the  first  place. 
Socialized  retirement  programs 
are  even  correlated  with  couples 
in  poorer  countries  having  fewer 
children. 

Why  should  this  be?  Econo- 
mist Isaac  Ehrlich  points  out 
that  social  insurance  reduces  the 
benefits  of  getting  and  staying  m^^^^ 

married  and  of  having  children. 
With  the  state  as  support  system,  there  is  no 
need  for  the  family  to  assure  a  secure  old 
age.  People  who  never  have  productive  chil- 
dren themselves  can  anticipate  the  collective 
support  of  other  people's  children  instead. 

Professor  Ehrlich's  analysis  is  surely  just 
the  tip  of  the  iceberg.  Social  security 
changes  people's  behavior  in  ways  even 
more  subtle  than  is  shown  by  the  raw 
demographics  of  marriage,  birth  and 
divorce.  People  who  must  rely  on  their  chil- 
dren in  their  old  age  have  a  focused  incen- 
tive to  assure  that  those  children  are  pro- 
ductively employed. 

How  many  parents  would  stand  for  their 
adult  children's  avoiding  work  or  responsi- 
bility if  those  parents  knew  they  would  have 
to  rely  on  lazy  kids  for  support  in  their 
old  age?  Parents  would  be  less  likely  to 
allow  their  offspring  to  squander  family 
resources  in  an  effort  to  "find  themselves." 
The  parents  themselves  would  be  left  high 
and  dry  if  the  adult  child  remained  perma- 
nently lost. 

That's  just  one  factor.  Families  are  less 
likely  to  care  for  their  aging  members  at 
home  once  socialized  insurance  schemes  are 
in  place.  This  removes  the  accumulated 
wisdom  of  the  elderly  from  the  home.  It 
deprives  young  mothers  of  help  in  caring  for 
children;  instead,  they  must  rely  on  child  - 
rearing  manuals  and  day  care  centers. 


When  we  keep 
old  people  at 
ami's  length, 
we  cut  our- 
selves off  from 
universal 
realities. 


These  living  arrangements  spill  over  into 
geography:  Without  Social  Security  it  is 
unthinkable  that  so  many  elderly  people 
would  be  living  in  Sunbelt  retirement  com- 
munities, so  far  from  their  children.  The 
consequences  of  Social  Security 
spill  over  into  politics:  Old 
people  have  become  a  political 
bloc  whose  aim  is  to  protect  and 
enhance  their  entitlements  at 
the  expense  of  everyone  else. 
The  elderly  are  freed  from 
dependence  on  their  children 
but  at  the  cost  of  becoming 
dependent  upon  the  govern- 
ment and  politics.  Is  this  really  a 
net  gain? 

There  is  a  terrible  human 
wm^^am      cost.  Many  lonely  old  people 

languish  in  nursing  homes, 
their  care  paid  for  by  Medicare  because  the 
government  foots  the  bill.  It  has  become 
convenient  for  those  of  us  who  are  young 
to  forget  about  old  people  because  their 
financial  needs  are  taken  care  of.  But 
money  from  the  government  does  not  take 
the  place  of  attentiveness  from  children 
and  grandchildren.  The  check  does  not 
relieve  loneliness. 

Throughout  most  of  human  history, 
households  included  more  than  two  genera- 
tions. Even  young  children  observed  old 
age  and  death  close  up.  When  we  keep  old 
people  at  arm's  length,  we  cut  ourselves  off 
from  universal  realities.  We  even  sometimes 
convince  ourselves  that  this  great  drama  of 
aging,  infirmity  and  finally  facing  death  has 
nothing  to  do  with  us. 

When  Social  Security  was  established,  it 
was  a  humane  program  to  address  the  mate- 
rial needs  of  the  elderly.  We  could  not  fully 
anticipate  that  it  would  foster  a  division 
between  generations. 

It  is  understandable  that  people  are  eager 
to  pass  on  to  the  government  the  tough 
business  of  dealing  with  aging  parents.  But 
the  convenience  of  these  arrangements 
encourages  us  to  separate  ourselves  from 
each  other. 

We  pay  a  heavy  price  for  the  govern- 
ment's relieving  us  of  these  ancient  human 
problems.  H 


Jennifer  Roback  Morse  is  a  Research  Fellow  at  the  Hoover  Institution.  E-mail:  'morseejps.net. 
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Call  1-800950-2438  or  visit  www. Chevrolet. com.  Suburban  is  a  registered  trademark  and  Chevy  is  a  trademark  oi  the  GM  Corp.  ©1998  GM  Corp.  Buckle  up,  America! 


Lotsee,  Oklahoma.  Holds  nine. 

(The  name  comes  from 

the  Indian  word  that  means, 

"Bright  Child.") 


sx 


The  Chevy  Suburban.  Holds  up  to  nine. 

(The  name  comes  from 

the  American  word  that  means, 

"Bright  Idea.") 


CHEVY     SUBURBAN 


LIKE 


ROCK 
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►  up  &  COMERS 

Carey  International  looks  as  if  it's  in  the  limousine 
business.  But  it's  really  in  the  quality-control  business. 

At  your  service 


By  Peter  Spiegel 

You're  taking  your  first  trip  to 
Moscow,  trying  to  salvage  what's  left 
of  your  company's  investment  there. 
Wouldn't  it  be  nice  if  someone  met 
you  at  the  airport  and  showed  you 
the  ropes? 

For  $45  to  $65  an  hour,  Carey 
International,  a  Washington,  D.C.- 
based  limousine  service  chain,  will 
send  a  car  along  with  a  driver  who 
can  help  you  through  customs,  pick 
up  your  bags,  offer  restaurant  recom- 
mendations, even  find  a  tailor  if  your 
suit  happened  to  rip  on  the  flight 
over.  Carey  is  passionate — even  para- 
noid— about  service.  "Our  customers 
don't  suffer  fools  lightly,"  says  Vin- 
cent Wolfington,  the  58-year-old 
chief  executive. 

Don't  all  the  local  limo  outfits 
advertise  that  they  are  passionate 
about  service?  They  do,  but  if  you  are 
traveling  to  a  new  city  you  have  no 
way  of  knowing  whether  to  believe 
them.  You  might  believe  Carey,  with 
affiliates  in  420  cities  in  65  countries. 
Wolfington  is  doing  to  chauffeuring 
what  Ray  Kroc  did  to  hamburger-sell- 
ing: give  travelers  some  reason  to 

►  start-up  clinic  /GROWING  PAINS 


believe  there  won't  be  any  unpleasant 
surprises. 

Ask  him  about  quality  control,  and 
Wolfington  bounds  across  his  office, 
gets  on  his  phone  and  calls  in  one 
minion  after  another  to  bring  in 
stacks  of  performance  reports  from 
around  the  world.  He  flips  through 
page  after  page,  looking  for  infrac- 
tions. "Here,  look,"  he  says.  "No 
self-introduction  was  made  by  the 
chauffeur."  It's  like  an  inspector  from 
the  McDonald's  headquarters  check- 
ing the  bathrooms. 

Wolfington  has  hired  Richey  Inter- 
national, which  does  quality  evalua- 
tions for  Four  Seasons  hotels,  to  do 
routine  110-point  spot  checks  of 
Carey  phone  operators  and  drivers — 
everything  from  the  tissue  box  in  the 
rear  of  a  car  (is  it  stocked?)  to  a 
chauffeur's  footwear  (is  it  shined, 
black  leather  shoes  with  black  socks?). 

All  new  employees,  including 
senior  executives,  must  attend  Carey 
University,  an  intense  training  course 
based  out  of  the  company's  head- 
quarters and  led  by  a  former  captain 
in  the  U.S.  Army's  Special  Forces. 


Managers  must  rotate  through 
every  department;  drivers  are 
drilled  on  geography,  groom- 
ing and  safety. 

The  obsession  with  quality 
and  with  employee  training 
sounds  like  vintage  McDon- 
ald's, but  the  Carey  business  is 
in  fact  a  lot  older.  In  1921  J. P. 
Carey,  once  a  barber  in  New 
York's  Grand  Central  Station, 
bought  a  six-car  chauffeur  ser- 
vice to  pick  up  passengers 
there.  "All  the  companies  in 
those  days  used  secondhand 
equipment,"  says  75 -year-old 
Paul  Carey  Jr.,  grandson  of  the 
founder.  "He  bought  30  new 
Packards." 

J. P.  Carey  and  his  sons  built 
something  of  an  auto  trans- 
portation empire  in  New  York. 
In  the  1930s  they  opened  a 
Hertz  rental  car  franchise  and 
began  a  shuttle  service  to 
Newark  Airport.  But  as  bigger 
companies  moved  onto 
Carey's  turf,  heirs  sold  off  both 
the  rental  and  airport  bus 
operations.  By  1969  all  that 
was  left  was  the  chauffeur  busi- 
ness. In  1971  Carey's  grand- 
sons merged  the  firm  with  San 
Francisco-based  National 
Executive  Service,  and  it  was 
later  bought  out  by  Wolfington  and 
nes  founder  Don  Dailey,  now  Carey's 
president. 

Wolfington — an  energetic  giant 
who  played  basketball  at  Georgetown 
University  in  the  1960s  with  NFL 


Getting  the  mousetrap 
to  market 


"I  have  a  newly  patented  product,  but  I'm 
lost  on  where  to  go  with  it  or  how  to  sell 
it,"  Forbes  reader  Dennis  Doane  informed 
us  in  a  recent  E-mail.  His  device  is 
quirky— a  patented  handle-and-catch  that 
automatically  lifts  a  toilet  seat— but  his 
dilemma  is  common.  Of  the  25,000  or  so 
patents  issued  to  independent  inventors 
in  1997,  only  5%  will  make  it  to  market. 
Fewer  still  will  make  money. 

How  to  improve  the  odds?  First,  avoid 
promoters  who  promise  to  deliver  a  prod- 
uct to  the  right  manufacturer  for  an 
upfront  fe  - .  'hey  are  almost  always 
scams.  Inst     J,  do  your  homework.  Find 
out  if  there  are  real  buyers  out  there  (in 
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Doane's  case,  are  they  germophobes  or 
people  with  handicaps?)  and  how  the 
product  will  be  used  (in  public  restrooms 
or  private  homes?).  Talk  to  distributors 
and  store  managers:  Are  they  willing  to 
carry  your  product? 

Next,  try  to  find  a  manufacturer  that  will 
license  your  product  and  pay  you  royal- 
ties— which  is  tough  because  most  of 
them  are  risk-averse  and  wary  of  new  giz- 
mos. How  to  find  one?  In  Bottineau,  N.D., 
partners  Ronald  Bergman  and  Paul  Sund 
scoured  trade  magazines,  joined  a  trade 
association  and  wrote  out  a  list  of  poten- 
tial customers  and  key  decision  makers 
who  might  handle  their  invention — a  power 
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Making  sure  the  socks  are  black  and  the 
tissue  boxes  full:  Vincent  Wolfington. 


Commissioner     Paul     Tagliabue —      of  top  competitors  in  each  market, 
expanded  quickly  across  the  nation, 
and  then  internationally,  by  licensing 


the  brand  to  franchisees.  Then  he 
bought  back  the  best-performing 
licensees  in  big  cities,  adding  a  couple 


than  5%  of  the  market. 

Wolfington  has  raised  $78 
million  in  two  public  offerings. 
(Despite  the  plunging  market, 
the  shares  are  up  60%  since  the 
initial  offering  in  May  1997.) 
With  $30  million  of  the  cash 
raised  still  on  hand  and  a  $75 
million  line  of  credit  being 
negotiated,  Robert  Marshall,  an 
analyst  at  Wheat  First  Union, 
thinks  Carey  can  triple  in  size 
within  four  years.  A  little  bit  of 
capital  goes  a  long  way,  since 
most  Carey  drivers  own  their 
cars  as  independent  contractors. 
Analysts  expect  the  company  to 
net  $8.6  million  on  revenue  of 
$124  million  this  year. 

As  in  fast  food,  in  limousines 
there  are  some  economies  of 
scale.  Carey  offices  run  through 
1 ,000  Lincoln  Town  Cars  a 
year.  That  is  enough  buying 
power  to  get  Ford  to  build  a 
special  Carey  model  6  inches 
longer  than  its  standard.  Anoth- 
er example:  After  business  trav- 
elers visiting  multiple  cities  sug- 
gested it  would  be  easier  to  deal 
with  the  same  reservation  clerk 
each  time  they  called,  Carey 
rearranged  its  toll-free  reserva- 
tion service  to  make  that  possi- 
ble. Few,  or  perhaps  none,  of 
the  other  9,000-plus  limo  companies 
Carey  is  poised  to  make  more  can  offer  such  a  perk.  A  lot  of  them 
acquisitions  in  a  $4.4  billion-a-year  must  be  looking  at  Carey's  global 
industry  ripe  for  consolidation.  There  approach  to  their  business  and  asking 
are  more  than  9,000  limo  companies  themselves,  Why  didn't  I  think  of 
in  the  U.S.,  none  controlling  more      that?  IB 


broom  to  deal  with  snow,  leaves  and  dirt. 
They  filmed  their  own  product  video  and 
sent  out  75  copies.  A  marketing  manager 
at  the  Portland,  Ore.  division  of  Japan- 
based  Shindaiwa  Inc.  saw  the  video  and 
jumped  on  it.  After  three  years,  sales 
(wholesale  value)  have  topped  $5  million; 
their  royalties  are  2%  of  that  sum. 

Many  entrepreneurs  find  it  necessary  to 
do  their  own  marketing  at  the  start.  Trade 
shows  are  essential  for  exposure  and  net- 
working; local  newspapers  and  TV  stations 
may  offer  free  promotion.  Some  Web  sites 
showcase  new  inventions — Kitty's  Garden, 
the  disposable  pet  litter  box,  got  its  start 
on  innovationmall.com.  Shop-at-home  net- 


works like  QVC  are  another  launchpad.  Fill 
out  an  application  (www.qvc.com  or  1-888- 
NEW-ITEM),  send  in  a  photo  and  you  may 
be  one  of  the  lucky  few  to  make  it  on  the 
show.  Successful  examples:  the  hookless 
shower  curtain  and  the  Bowmaster,  a  kit 
that  designs  elaborate  decorative  bows. 

Wal-Mart  Innovation  Network  (WIN)  will 
rank  your  product  idea  on  a  scale  of  1  to 
50,  based  on  marketability,  and  recom- 
mend the  next  steps — for  a  $175  fee.  Top 
scorers  get  forwarded  to  a  Wal-Mart  buyer 
for  further  evaluation.  One  or  two  products 
make  it  into  the  stores  every  year;  another 
15%  are  recommended  for  other  channels. 

The  best  advice  is  the  toughest:  Know 


when  to  call  it  quits.  If  you  get  too  many 
rejections,  be  prepared  to  pack  it  in.  "No 
one  wants  to  hear  they  have  an  ugly 
baby,"  says  Joanne  M.  Hayes-Rines, 
editor  of  Inventors'  Digest.  "But  if  enough 
people  tell  you,  you  might  want  to  start 
over  with  something  else."       -Luisa  Kroll 


If  you  have  a  problem  with  your  startup 

business— in  finance,  marketing,  sales 

or  strategic  planning — you  can  reach 

us  on-line  via  our  Growing  Pains  forum 

in  the  Forbes  Digital  Tool  at 

www.forbes.com/growing; 

or  E-mail  us  at  growing@forbes.com. 
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you@dullmeeting.com 


you@airportbar.com 


■  ■-.>;■'-.-'.-'■-■ 


you@backofcab.com 
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With  PageNet*  Two- Way,  you  can 
stay  in  touch  with  the  office  no 
matter  where  you  are.  Receive 
e-mails  in  a  cab.  Send  an  e-mail 
in  the  middle  of  a  meeting.  Get 
pages,  news  and  market  updates, 
or  any  piece  of  information  that's 
critical  to  your  business.  For  more 
information,  call  1-888-PAGENET. 
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www.pagenet.com/2way 


.  All  rights  reserved  PageNet  and  PageNet  logo  are 
trademarks  of  PageNet.  »*;,  Motorola,  and  PageWriter 
I  {Kka  or  registered  trademarks  of  Motorola,  Inc. 
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If  David  Gettman's  book  publishing  business  catches 
on,  it  will  turn  the  economics  of  a  stodgy  old  industry 
upside  down. 

Virtual  bestseller 


By  Richard  C.  Morais 


Launching  phase  two  of  the  digital  revolution:  Online  Original's  David  Gettman. 


This  year's  prestigious  British  literary 
award,  the  Booker  Prize  for  Fiction, 
could  be  awarded  ...  to  a  nonbook. 
You  won't  find  one  of  the  contenders, 
Patricia  Le  Roy's  The  Angels  of  Russia, 
in  any  bookstore.  That's  because  it's  a 
"virtual"  book,  readable  over  the 
Internet  and  available  only  from 
Web  publisher  Online  Originals  at 
www.onlineoriginals.com/. 

David  Gettman,  the  42-year-old 
cofounder  of  Online  Originals,  is  qui- 
etly shaking  up  publishing  as  we  know 
it.  He  carries  his  entire  business 
around  with  him  on  .1  5300c  Apple 
PowcrBook.  On  the  hard  drive  arc  35 
books  and  plays  plus  reviews  ,\\\d 
author  bios.  Revenues  so  far  are  tiny, 


only  recently  coming  in  at  the  rate  of 
about  $60,000  a  year.  But  annual 
operating  costs  are  only  $3,500,  and 
sales  are  doubling  every  three  months. 
Don't  underestimate  the  guy. 
Gettman,  a  London-based  American 
author,  is  in  the  vanguard  of  what 
Peter  Drucker  predicts  will  be  the 
second  phase  of  the  digital  revolu- 
tion—providing content  to  the  tech- 
nology innovators,  just  as  authors  and 
publishers  did  after  Gutenberg  invent- 
ed movable  type  in  the  15th  century. 
A  former  EPA  speechwriter,  Montessori 
school  director  and  technology  con- 
sultant, Gettman  1  ippalled  by  the 
extravagant  costs  1  traditional  pub- 
lishing: outlandish     Ivances  for  iffy 


titles,  hefty  warehousing  and  advertis- 
ing expenses,  generous  return  policies 
for  retail  chains.  "It's  a  crazy  way  to 
run  a  business,"  he  says. 

So  he  and  partner  Christopher 
Macann,  a  philosophy  professor  at  the 
University  of  Bordeaux,  searched  for  a 
better  way.  In  late  1995  they  invested 
less  than  $10,000  in  software  and 
equipment,  enlisted  a  graphics  design- 
er and  set  about  publishing  virtual 
books  by  quality  writers  rejected  by 
the  mainstream  houses.  They  figured 
they  could  make  money  by  charging  I 
readers  $7  for  E-mailing  a  condensed  ! 
file  of  a  book.  (Using  compression 
software,  it  would  take  about  10  min- 
utes to  send  the  fattest  Dickens  novel 
on  a  28,000-bit-per-second  modem.) 
Online  Originals  debuted  on  the  Web 
in  January  1997  with  16  original 
books,  and  has  since  been  adding  one 
title  a  month. 

"The  hardest  part  was  convincing 
authors  to  give  us  their  manuscripts 
exclusively,"  says  Gettman.  But  he 
made  it  financially  attractive,  passing 
on  50%  of  the  book's  $7  "cover"  price 
to  the  writer.  That  $3.50-a-copy  roy- 
alty is  competitive  with  what  first-time 
writers  get  from  hardcover  publishers, 
assuming  they  can  get  published  at  all. 

Dorothy  Fraser,  a  respected  micro- 
biologist at  Cold  Spring  Harbor,  even- 
tually overcame  her  skepticism.  She 
had  written  Green  Grass  &  Stones,  a 
personal  and  scientific  account  of 
dowsing  on  a  remote  Canadian  island. 
No  mainstream  publisher  would  touch 
the  offbeat  subject.  Online  Originals 
has  sold  a  few  hundred  copies  of 
Fraser's  book,  earning  her,  according 
to  Forbes'  estimates,  about  $1,000  in 
royalties. 

Potential  readers  were  hesitant  at 
first,  too.  To  earn  Web  credibility 
Gettman  gave  away  a  new  book  every 
month  to  anyone  who  asked  for  it. 
Word  spread,  traffic  rose  and  soon 
browsers  were  completing  credit  card 
transactions  for  Online's  backlist. 
Most  buyers  read  the  books  on  their 
PCs  or  request  a  file  suitable  for 
3Com's  popular  PalmPilot,  which  can 
store  three  virtual  books  at  a  time. 
Gettman  is  also  adapting  his  files  for 
the  book-like  "reading  tablets"  that 
will  be  hitting  the  U.S.  market  later 
this  year. 

Most  people  still  prefer  to  read  a 
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OH  YEAH.  LIKE  THAT'LL  EVER  HAPPEN 


Space  ships.  Laser  beams.  Personal  computers. 

•Fifty  years  ago,  they  were  the  stuff  of  science  fiction.  Yet  today,  they're  as  commonplace  as,  well . .  .  personal  computers. 

At  United  HealthCare,  we  believe  successful  companies  are  those  with  a  clear  vision  for  the  future.  Those  that  anticipate 
tomorrow's  needs  and  create  products  and  services  to  satisfy  them. 

We've  spent  the  past  20  years  building  a  FORTUNE  500'*  company  with  imaginative  health  care  solutions.  We  were 
one  of  the  first  to  pioneer  the  open  access  concept,  a  no-referral  HMO.  Today,  we're  still  introducing  innovative  ideas  like 
multi-site  capabilities  and  portable  coverage  for  seniors.  Ideas  that  will  set  industry  standards  for  years  to  come. 

United  HealthCare  was  recently  named  the  most  admired  company  in  the  health  care  industry  in  FORTUNE  magazine's 
annual  corporate  reputation  survey.  We  serve  more  than  100,000  employer  groups  of  all  sizes  including  45  of  the  top  100 
FORTUNE  500"  companies,  representing  over  13  million  people. 

Let  us  help  your  company  and  your  employees,  in  every  stage  of  their  lives,  today  and  in  the  future.  For  more 
information,  call  1-800-662-1264. 


UNiTEDhealthcare* 


www.  unitedhealthcare.com 
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hard  copy  of  a  book,  and  Gettman  is 
working  on  a  solution.  He  is  in  early 
discussions  with  Xerox  and  its  recent- 
ly launched  Book  In  Time,  a  world- 
wide book  publishing  service  that  will 
print  a  single,  near-offset-quality  book 
for  90  cents  a  cover  plus  2  cents  a 
page.  Potentially,  a  high-quality  250- 
page  Online  Originals  book  could 
retail  for  only  $13,  well  under  the 
average  $24  price  for  most  hardbacks. 
You'd  pick  up  the  book  at  the  chain 
of  Xerox  printing  stores  planned  for 
sites  across  the  globe. 

Online  Originals  is  attracting  a  lot 


of  notice  in  Britain.  Last  year  the 
Times  Literary  Supplement  gave  glow- 
ing reviews  of  three  novels — the 
reviewer  recommending  The  Angels  of 
Russia  be  submitted  for  the  Booker. 
Prize.  The  Booker  committee  balked 
at  first,  claiming  The  Angels  of  Russia 
was  not  a  real  book.  But  it  relented 
under  Gettman's  feisty  argument: 
"Is  this  a  prize  for  writing  or  for 
printing?" 

Recently  the  on-line  magazine 
Salon  ran  an  article  about  Online 
Originals — resulting  in  100,000  hits 
to  the  company's  Web  site  in  one  day 


and  giving  Gettman  700  E-mail  book| 
orders  and  manuscript  submissions. 
He  and  his  readers  are  poring  overl 
the  works  for  anything  that  could  bej 
considered  first-rate. 

The  sad  truth  of  publishing  is  thatl 
for  every  Angels  of  Russia  there  are] 
ten  Great  American  Novels  suitable] 
only  for  a  vanity  press.  By  so  lowering] 
the  costs  of  publishing,  the  Web  also] 
invites  reams  of  unreadable  prose.  In 
that  brave  new  world  of  cyber-pub- 
lishing,  the  Web  brand  Online  Orig- 
inals is  trying  to  stand  as  a  gateway  to 
excellent  writing.  I 


Would  you  like  those  frames 
with  sapphires  or  gold  alligators? 

Vanity  fare 


Once  upon  a  time  people  bought  eyeglasses  to  help 
them  see  better.  How  naive.  Everyone  now  knows  they're 
an  essential  fashion  statement.  Which  is  why  Larry  $ands 
can  sell  more  than  $30  million  a  year  of  high-end  optical 
wear,  priced  from  $335  for  a  basic  pair  of  Matsuda  frames 
to  $18,000  for  a  handmade,  solid  gold,  diamond  and 
ruby  creation  by  designer  Barry  Kieselstein-Cord. 

This  is  one  weird  business.  $ands,  the  mid-50ish 
founder  and  chief  executive  of  Optical  $hop  of  Aspen 
(based  in  Aliso  Viajo,  Calif),  relies  on  the  kind  of  people 
"who  buy  Bentleys  and  Rolls-Royces  without  being  afflict- 
ed by  a  bad  conscience."  That  would  include  some  of  the 
usual  suspects  from  Hollywood,  rock  musicians  and  char- 
acters like  the  Saudi  prince 
who  recently  spent  $30,000 
on  11  pairs  of  glasses. 

The  topper  was  the  guy 
who  ordered  18kt  gold 
frames  in  the  shape  of  Texas, 
with  an  ivory  bridge  carved 
to  look  like  a  longhorn — a 
$12,000  item  for  his  ex- wife. 
("The  ugliest  thing  we've 
ever  made,"  Sands  admits.) 

Sands  ground  his  first  lenses 
at  age   15,  working  for  an 
optometrist  in  Farmington, 
Mo.  "It  got  me  out  of  school 
at  noon,"  he  recalls.  In  1970 
he  opened  his  first  shop,  in 
Kansas  City,  with  a  $2,500 
investment  and  sold  a  lot  of  John  Lennon-like  wire  rims.  He 
found  his  niche  two  years  later  when  he  opened  .      ere  in 
Aspen — and  rode  a  spectacular  wave  ofnouveau  WC 
making  custom  frames  long  before  anyone  else. 


"If  they  see  it  in  my  store,  they  have  to  have  it":  Larry  Sands. 

Today  he  owns  ten  stores 
in  five  states,  most  of  them 
in  tony  western  vacation 
spots.  To  snare  the  well 
padded,  Sands  lavishes 
money  on  the  look  of  his 
stores.  Construction  costs 
on  the  latest  shop,  in  New- 
port Beach,  Calif.:  more 
than  $400  per  square  foot — 
not  including  the  handmade 
suede  display  pads  for  his 
spectacles.  He  also  spends 
about  $800,000  a  year 
on  four-color  ads  in  glossy 
magazines. 

Give  the  guy  credit:  He  is 

lext  year  Sands  plans  to  unveil  glasses  with 

detachable  art — stuff  that  comes  off  the  frame  and  turns 

into  pendants  and  lockets.  It's  enough  to  make  you  see 

double.  -T.P.     ■ 
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You  deserve  a  lender  who  gives  ft 
to  you  straight.  Heller  Financial  will. 
Then  we'll  find  the  right  solutions 
for  your  small  or  mid-sized  company. 
888.774.6511  www.hellerfin.com 

j  Heller  Financial 

hf  '""  ~"  Straight  talk.  Smart  deals: 

NYSE 

jfM  to  Haaan  •  Real  estate  financing  •  fojuipmetrt  financing  4  leasing  •  Asset  based  financing  •  Vendor  sates  financing  •  Small  business  financing  •  International  financing  ♦  Factoring  I  working  capital  loans 
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In  a  software  market  potentially  worth  $5  billion, 
what  counts  more— substance  or  exposure? 


The 

other 

woman 


Applications  integra- 
tion software:  the  last 
place  you'd  expect  to 
find  the  battle  of  per- 
sonalities. It's  a  mar- 
ket dominated  by 
large  consulting  firms 
that  figure  out  how  to 
get  the  computer  sys- 
tem in  your  finance 
department,  say,  to 
talk  to  the  system  in 
personnel.  "After  the 
year  2000  problem, 
this  is  the  biggest 
headache  facing  cor- 
porate IT  depart- 
ments," says  Charles 
Phillips,  a  software 
analyst  at  Morgan 
Stanley  Dean  Witter. 

Two  entrepreneurial 
upstarts  are  vying  for  a 
piece  of  the  action. 
Katrina  Garnett  of 
Burlingame,  Calif,  has 
shouted  the  loudest. 
Who  hasn't  seen  her  in 
that  ad  wearing  a 
skimpy  black  dress, 
photographed  by 
Richard  Avedon?  By 
contrast,  JoMei  ('hang 
of  Mountain  View, 
Calif,  has  quietly  built  a 
reputation  for  her  com- 
pany's expertise — on 
the  apparent  conviction 
that  advertising  is  an 
unnecessary  evil.  Fact 
is,  both  these  outfits 
(each  expecting 
between  $14  million 
and  $20  million  in  sales 
this  year)  could  learn 
from  the  other.  May 
the  best  software  win. 


KATRINA  GARNETT 

History:  Founded  CrossWorlds  Software  in 
1996.  Most  recent  job — VP  and  general  man- 
ager of  Sybase. 

Personal:  37  years  old;  B.S.  in  industrial 
engineering  from  the  State  University  of  New 
York;  M.B.A.  from  Webster  University  in 
Switzerland.  Stepdaughter  of  a  computer 
salesman.  Husband,  Terence  Garnett,  moon- 
lights as  chairman  of  board;  by  day,  he's  a 
partner  at  Venrock  Associates,  VCs  to 
Rockefellers. 

Financing:  Invested  $5.5  million  of  her  own 
(and  her  husband's)  money;  raised  $46  mil- 
lion from  what  she  calls  a  "dream  team"  of 
angels  and  corporate  investors  that  included 
Michael  Dell.  Company  rumored  to  be  valued 
at  $200  million.  Knows  how  to  spend  it:  $22 
million  in  R&D;  $1  million  on  ad  campaign; 
$1,000  a  month  on  junk  food  for  her  troops. 
Plans  to  go  public  next  year. 
Business  strategy:  Focus  on  linking  disparate 
systems  that  clients  have  purchased  from 
vendors  like  SAP,  Clarify  and  PeopleSoft. 
Customers:  Garnett  claims  25  accounts 
spending  an  average  $600,000.  Showcase 
account  is  US  West,  where  CrossWorlds  has 
linked  three  different  programs:  an  in-house 
customer  data  base,  an  accounting  system 
made  by  Oracle  and  a  customer  service  man- 
agement system  by  Clarify— enabling  US 
West  to  process  a  few  hundred  "business 
events"  per  day. 

The  Rap:  Guilty  of  overhyping.  Touted 
SAP's  investment  in  CrossWorlds  as  a 
technological  endorsement  when  selling  to 
Whirlpool  months  ago;  SAP  says  she 
received  its  formal  stamp  of  ar»oioval  only 
in  late  August. 


JOMEI  CHANG 

History:  Founded  Vitria  Technology  in  1994. 
Previously  cofounded  Teknekron  Software  Systems 
to  develop  trader  workstations  for  Wall  Street;  sold 
to  Reuters  for  $125  million. 
Personal:  45  years  old;  B.S.  in  computer  science 
from  Chiao-tung  University  in  Taiwan;  Ph.D.  in  data- 
base management  systems  from  Purdue.  Daughter 
of  a  Taiwanese  bureaucrat;  married  to  Dale  Skeen, 
a  former  computer  science  prof,  who  serves  as 
Vitria's  chief  technology  officer  and  cofounder. 
Financing:  Invested  $1  million  of  her  own  (and 
husband's)  money;  raised  $9.5  million  from 
California-based  Sutter  Hill  and  Brentwood  Venture 
Capital.  Company  valued  at  $45  million.  Known  as 
a  tightwad,  Chang  gives  her  techies  milk  and  cook- 
ies on  Fridays.  Plans  one  more  round  of  venture 
capital  before  going  public  next  year. 
Business  strategy:  Focus  on  linking  disparate 
computer  programs  that  clients  have  had  custom- 
designed  or  written  in-house. 
Customers:  Chang  claims  25  accounts  spending 
an  average  $500,000.  Showcase  account  is 
Federal  Express,  which  sorts  3  million  packages  a 
day  at  its  Memphis  hub.  Vitria's  system  connects 
the  sorting  system  to  the  operations  computer 
system  so  that  managers  can  discover  right  away, 
say,  that  a  greater-than-normal  volume  of  pack- 
ages is  headed  to  New  York — and  add  another 
plane  to  the  runway  and  call  in  more  people  to 
load  the  cargo  bays.  This  gives  FedEx  the  ability  to 
process  10  million  business  events  per  day. 
The  Rap:  A  relative  unknown.  Hasn't  she  ever 
heard  of  image?  Says  James  Gosling,  Java  creator 
and  a  member  of  Vitria's  technology  advisory 
board:  "JoMei  is  very  much  a  content  person.  She 
couldn't  do  vaporware."  Right,  but  a  little  promo- 
tion probably  wouldn't  hurt  the  business. 

— Mary  Beth  Grover 
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he  need  to  travel  farther,  faster  and  more  fre- 
quently has  come  at  a  time  when  businesses  world- 

— I  wide  are  seeking  new  levels  of  efficiency.  Compa- 
nies must  do  more  with  less,  and  time  has  become  invaluable. 
"Time  is  the  currency  of  the  nineties,"  says  Jim  McCann, 
CEO  of  1-800-FLOWERS,  and  one  of  the  most  successful 
entrepreneurs  of  the  decade. 

Business  aviation  is  a  powerful  tool  for  enabling  a  company 
to  make  the  most  effective  use  of  time,  says  Jack  Olcott,  presi- 
dent of  the  National  Business  Aviation  Association,  a  51 -year- 
old  organization  representing  more  than  5,500  companies  that 
operate  business  aircraft.  NBAA  member  companies  have  some 
of  the  most  prolific  business  travelers.  They  know  that  business 
aircraft  provide  powerful  benefits  when  they  need  them  most  — 
when  time  is  precious,  timing  is  essential  and  mobility  is  vital. 

More  than  10,000  companies  in  the  U.S.  and  thousands  more 
around  the  world  have  chosen  business  aircraft  as  an  essential 
form  of  transportation  in  an  era  driven  by  business  efficiency. 
"These  are  companies  that  seek  the  most  cost-effective  way  to 


by  Mark  Patiky 


do  business,"  says  Olcott.  "A  business  aircraft  provides  the  abil- 
ity to  be  more  successful  by  extending  overall  market  reach  and 
expanding  a  company's  ability  to  be  increasingly  profitable." 

It  is  no  surprise  that  business  aircraft  sales  are  at  an  all-time 
high,  that  demand  for  charter  is  setting  new  records  and  that 
new  ideas  like  fractional  ownership  have  come  about  to  make 
business  aircraft  practical  and  affordable  for  thousands  of 
growing  companies. 

The  tidal  wave  of  interest  in  business  aircraft  is  propelled  by 
the  need  to  be  more  efficient  and  more  productive,  says  Ed  Bolen, 
president  of  the  General  Aviation  Manufacturers  Association. 
Competitive  pressures  of  an  expanding  economy  have  created  an 
overwhelming  need  to  travel.  Time  is  precious,  safety  and  secu- 
rity are  of  increasing  concern  and  the  ability  to  control  one's 
schedule  is  vital.  At  the  same  time,  commercial  air  services  have 
become  more  frustrating,  less  convenient  and  more  expensive. 

Although  some  form  of  airline  service  is  available  to  about 
500  U.S.  cities,  most  traffic  flows  through  about  75  hub  air- 
ports. Business  aircraft,  on  the  other  hand,  fly  direct  to  more 
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than  5,000  cities  and  towns  throughout 
the  nation,  and  thousands  more  across 
the  globe.  This  means  that  business 
travelers  don't  have  to  spend  time  in  air- 
ports waiting  for  flights  and  living  with 
commercial  schedules,"  says  Bolen.  A 
business  aircraft  departs  the  moment  you 
board.  En  route,  travel  time  is  productive 
time.  You  can  phone,  fax,  discuss  sensi- 
tive company  business  and  work  private- 
ly from  takeoff  to  touchdown.  "It's  a  fo- 
cused and  secure  environment  free  of 
interruptions,"  he  says.  "It's  a  conference- 
table  environment  that  moves  with  you 
as  you  travel."  Upon  landing,  there  is  no 
wait  for  baggage  or  transportation.  You 
can  be  on  your  way  to  a  destination 
within  moments  of  arrival. 

And  business  aviation  isn't  merely 
about  transportation,  Bolen  points  out. 
It's  about  communication.  "It  has  long 
been  said  that  information  is  power.  I 
think  in  a  business  environment,  timely 
information  is  power,"  he  says.  "Being 
able  to  keep  the  passenger  informed  en 
route  is  really  one  of  the  great  advances 
going  on."  With  satellite  telephones  and 


data/fax  communica- 
tions, real-time  news, 
weather  and  financial 
information  plus  live 
TV  available  24  hours  a 
day  as  you  fly,  business 
aircraft  travelers  can  be 
the  most  enlightened. 

Companies  large  and 
small  across  the  nation 
and  around  the  world 
have  discovered  valuable 
business  aircraft  benefits. 
"Business  aircraft  are 
helping  these  companies 
obtain  greater  produc- 
tivity from  their  two 
most  important  assets  — 
people  and  time,"  says 
Olcott.  Read  on  and  find 
out  how  you,  too,  can 
take  advantage  of  one  of 
the  most  powerful,  cost- 
effective  business  tools 
available  in  today's  fast- 
paced  world  of  global 
commerce. 


Company  Profile 


Enron 


ouston,  Texas-based  Enron  Corp.  is  the  world's  leading 
global  energy  company.  "Our  executives  have  to  be  in  close 
touch  at  all  times  with  our  customers  and  our  business  inter- 
ests across  America  and  around  the  world,"  says  Gary  Fitch, 
director  of  flight  operations.  Although  Enron  is  a  major  airline 
user,  the  timesaving  and  productivity  increases  from  its  busi- 
ness aircraft  play  a  vital  role  in  the  company's  success. 

Last  year,  Enron's  five  aircraft  —  two  intercontinental-range 
Dassault  Falcon  900s,  a  Falcon  50  and  two  transcontinental- 
range  Raytheon  Hawker  800  XPs  —  flew  an  astounding  total 
of  3,900  hours  and  nearly  2  million  miles.  Thirty  percent  of 
those  hours  were  international.  "Our  aircraft  provide  the  abil- 
ity to  leverage  time,  to  be  where  we  have  to  be  quickly  and  ef- 
ficiently," Fitch  says,  "and  they  allow  our  passengers  to  be  in- 
finitely more  effective  and  more  flexible." 

The  airplanes  are  not  just  t<  p-managee  ent  rools.  "When 
you  can  take  lawyers,  accountants,  executives  and  engineers  to 
meet  face-to-face,"  says  Fitch,  "that's  the  way  contracts  are 
awarded.  You  can't  put  a  price  on  that." 

Every  business  aircraft  has  individual  merits.  Enron's  choic- 
es provide  the  flexibility  and  performance  accessor)  I  job. 
The  Hawkers  carry  up  to  eight  passengers  comfortabl. 
large  Falcons  can  seat  as  many  as  1 3.  On  any  particulat  da 


aircraft  could  be  flying  on  short  hops  around  the  western  states, 
or  long,  transoceanic  flights  to  the  Middle  East  or  India. 

"We  may  fly  to  Bombay  or  New  Delhi,  and  after  that  we  may 
go  to  perhaps  five  other  airports  in  India  that  most  people  have 
never  heard  of,"  says  Fitch.  "Some  of  the  places  that  we  go  to  in 
South  America  are  nearly  impossible  to  reach  via  commercial 
means.  If  you  tried  to,  it  would  take  days  just  getting  in  and 
out."  He  adds,  "We  go  to  La  Paz,  Bolivia,  five  to  six  times  a  year. 
You  need  to  have  an  aircraft  that  can  perform  in  high-elevation 
locations  like  that,  particularly  in  hot  weather."  The  Falcons  are 
especially  adept  in  these  extreme  conditions,  combining  the  abil- 
ity to  carry  large  passenger  loads  and  fly  long,  nonstop  distances. 

The  aircraft  provide  more  than  transportation.  "You  hear  a 
lot  from  our  executives  regarding  the  work  they  can  accomplish 
on  our  airplane  versus  what  happens  on  commercial  flights  or 
even  in  their  own  offices  with  phones  and  interruptions,"  says 
Fitch.  "The  discussions  aboard  the  aircraft  regarding  critical  ne- 
gotiations and  sensitive  issues  would  not  occur  on  an  airline 
flight.  And  if  a  meeting  extends  longer  than  expected,  there  is 
no  pressure  to  end  it  to  make  an  airline  flight. 

"The  benefits  are  clear,"  Fitch  emphasizes.  "Time  is  critical  in 
these  changing  world  markets,  and  the  time  saved  and  the  effi- 
ciency gained  using  our  own  aircraft  add  unquestionable  value." 
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Very  simply,  the  Citation  X  will  put  you  face  to  face  with  opportunities  faster  than 
any  other  means  of  business  transportation  on  Earth. 

Saving  time  -  no,  make  that  mastering  time  -  is  why  airplanes  were  invented  in 
the  first  place.  At  over  600  mph,  the  Citation  X  takes  that  sound  reasoning  to  the 
very  edge  of  the  sound  barrier. 

But  the  X  is  much  more  than  a  speed  machine.  It's  also  remarkably  efficient  and 
versatile,  making  the  fastest  aircraft  in  the  business  world  among  the  most  practical. 

Long  missions,  relatively  short  missions,  and  everything  in  between,  the  Citation  X 
gives  you  the  power  you  need  to  fully  use  all  the  powers  you  have. 

To  put  this  power  in  your  own  hands,  contact  Roger  Whyte,  Senior  Vice  President, 
Sales  and  Marketing,  at  1-800 -4 -CESSNA. 
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"Business  aviation  is  not  a  luxury. 

It's  a  necessity  for  doing  business 

and  remaining  competitive." 

Clay  Lacy,  Founder  and  CEO, 
Clay  Lacy  Aviation 


CONQUERING  THE  GLOBAL 
BUSINESS  FRONTIER 

magine  a  business  aircraft  that  could 

remain  aloft  for  14  hours  and  fly  any- 
where on  the  planet  with  no  more  than 
a  single  refueling  stop.  Three  years  ago  it 
was  but  a  dream.  Now  there  are  four 
major  manufacturers  in  this  rapidly  ex- 
panding global  arena. 

What's  driving  the  need  for  ultra-long- 
range  transportation?  Rapidly  emerging 
markets  throughout  Asia,  Eastern  Europe 
and  South  America  have  attracted  global 
attention.  The  need  has  never  been 
greater  to  travel  farther,  faster  and  more 
frequently. 

The  Gulfstream  GV,  the  largest,  high- 
est-flying Gulfstream  to  date,  was  the 
first  in  this  globe-girdling  market.  The 
GV  set  the  definition  for  the  "airborne 
global  office."  This  July,  deliveries  of  the 
$38  million-plus  GV  exceeded  100,  and 
new  orders  for  this  aircraft  continue  sky- 
ward. Delivering  solidly  on  its  promise, 
the  GV  can  span  7,400  sm  (statute 
miles)  in  a  single  bound,  reaching  deep 
into  the  emerging  commercial  byways  of 
the  Pacific  Rim,  China,  India  and  Russia. 

Bombardier  customers  are  now  taking 
to  the  skies  in  the  new  Global  Express, 
which  affords  7,400  sm,  nonstop  capa- 
bility to  the  extreme  reaches  of  the 
world.  Interest  in  the  Global  Express  is 
robust,  and  further  deliveries  are  sched- 
uled beyond  the  year  2000. 

With  this  unprecedented  focus  on 
global  flight,  Boeing  made  a  surprise 
announcement  early  in  1997  For  the 
first  time  in  its  history,  this  airliner 
manufacturing  giant  banked  toward  the 
corporate  market  with  a  brand-new, 
global  business-liner.  First  deliveries  of 
the  Boeing  Business  Jet  —  a  variant  of 
the  highly  refined,  latest-generation 
Boeing  737  airliner  series  —  are  c\ 
pected  in  1999. 


JOINING  THE 
RACE  FOR  GLOBAL 
MARKETS 

ith  market  enthusi- 
asm soaring  for 
world-spanning  business 
aircraft,  international 
airliner  manufacturer 
Airbus  Industrie  joined 
the  intercontinental  air 
race.  Airbus  adds  strong 
validation  to  the  out- 
look that  global  business 
requires  new,  fast  and 
efficient  business  tools. 
"Airbus  looked  at  the 
current  business  avia- 
tion marketplace  and  re- 
alized that  we  could 
modify  an  existing  air- 
liner for  corporate  use," 
says  John  Leahy,  Airbus 
senior  vice  president, 
commercial.  "With  the 
A3 19  Corporate  Jetlin- 
er," he  says,  "we  could 
compete  favorably  on 
price  and  offer  consider- 
able cabin  volume  that 
could  include  work 
space,  sleeping  accom- 
modations and  dining 
areas."  First  customer 
deliveries  are  expected 
in  1999.  The  corporate  Airbus  will  in- 
clude all  the  conveniences  of  ah  office 
and  hotel  combined  with  the  ability  to 
fly  anywhere  in  the  world  with  no  more 
than  a  single  stop.  The  aircraft  will  be 
lis  -quipped  to  land  at  remote  air- 
porti  with  unimproved  runways. 

rhe  Airbus  Corporate  Jetliner's  78- 
foot  cabi  i  >flfers  remarkable  flexibility  for 
combinin  andprivi  e  seat- 

ing, sleeping      i  ommodations,  executive 
office  and  dining  areas.  Satellite  com- 


munications plus  Airshow's  real-time  Ks 
news,  weather,  sports  and  market  up- 
dates will  be  but  a  few  of  the  high-tech 
features  aboard.  Interiors  can  vary  from 
a  1 0-passenger  flying  boardroom  to  a  40- 
passenger  corporate  shuttle.  A  big  feature 
of  the  1 2-foot-wide  cabin  is  space  for  a 
separate  sidewall  corridor  that  allows  pas- 
sengers to  move  throughout  the  aircraft 
without  disturbing  anyone  else. 

Although  this  Airbus  is  modified  for 
corporate  use,  its  airframe  never  loses  its 


Introducing  an  idea  so  big, 

it  took  three  companies 

to  get  it  offthe  ground. 
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the  world's  first  fractional  ownership  program  for  Boeing  Business  Jets. 


Boeing  Busing 

These  three  industry  leaders  have  joined 
forces  to  offer  both  companies  and  individuals 
a  way  to  expand  their  business  horizons.  The 
Boeing  Business  Jet,  the  finest  large  cabin 
long-range  business  jet  in  the  world,  is  now 
available  in  affordable  fractional  shares. 

Whatever  your  travel  destinations,  New 
York  to  Riyadh,  Los  Angeles  to  London, 
London  to  Beijing,  the  Boeing  Business  Jet 


will  get  you  there  feeling  refreshed  and  ready. 
Amenities  such  as  two  private  bedrooms,  three 
baths,  two  showers,  a  conference  room  and 
the  latest  in  satellite  communications  allow 
you  to  arrive  rested  and  ready  to  do  business 
anywhere  in  the  world  -  and  all  at  a  fraction  of 
the  cost  of  a  whole  airplane. 

*  No  matter  what  your  travel  mission,  your 
interest  in  the  Netjets'  Boeing  Business  Jet 


Executivelet 
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fractional  ownership  program  guarantees 
you  access  to  Executive  Jet's  entire  fleet  of 
business  jets. 

Boeing,  General  Electric  and  Executive  Jet. 
Three  industry  leaders,  one  outstanding 
opportunity...one  outstanding  plane.  Call  us 
today  and  find  out  how  far  one  telephone  call 
can  take  you  and  your  company.. .far  beyond 
your  competition.  1-800-821-2299. 


Judge  a  company  by  the  customers  it  keeps.       EXGCUtlV&jj&t 


Netjets'-  and  Netjets1  Europe  are  products  of  Executive  Jet,  Inc.  Fractional  aircraft  shares  are  available  in  small,  mid-size  and  large  cabin  business  jets 
induding  the  Citation  S/II,  Citation  V  Ultra,  Citation  VII,  Hawker  800XP,  Citation  X,  Falcon  2000,  Gulfstream  IV-SP*-  and  Boeing  Business  let. 


WHAT    IF   YOU    NEEDED 

A   FINANCIAL   RESOURCE 

WHO   KNOWS   WHAT   THIS 

CORPORATE   JET    IS   DOING? 
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While  the  demands  oj  competition  have  never  been  higher,  the  rewards  for  competing  well  have  never  been  so 
great.    Those  who  can  deliver  unrelenting  quality   with  increasing  efficiency  stand  to  achieve  record  returns. 

The  CIT  Group  can  help.  Since  1 90S.  we  have  immersed  ourselves  in  the  workings  of  each  of  the  industries 
we  serve.  Armed  with  this  knowledge  we  provide  financing  which  helps  thousands  of  companies  reach  their  full  potential. 
In  the  process,  we  have  grown  into  a  $23  billion  corporation  serving  industries  ranging  from  business  aircraft  to  mining 
to  intermodal  transportation. 

Just  ask  any  of  our  corporate  aircraft  clients.  They  could  tell  you  that  all  of  our  financial  specialists  in  that 
area  are  also  pilots  -  people  who  would  know  that  this  jet  is  taking  off  because  the  engines  are  at  take-off  power,  the 
airspeed  indicator  is  accelerating  through  130  knots  and  the  flight  director  is  commanding  nose  up.  To  see  how  we 
can  address  your  needs,  visit  www.citgroup.com  or  call  1-800-CIT-1908. 


Money    well    lent 


airliner  certification.  Therefore,  it  is 
easily  convertible  back  to  airline  service. 
This  means  high  resale  value,  consider- 
ing the  wide  customer  base  and  large 
market  for  pre-owned  airliners.  Since  an 
Airbus  airliner  lands  or  takes  off  every 
1 5  seconds  somewhere  in  the  world,  ser- 
vice and  support  will  never  be  far  away. 

LEASING  AND  FINANCE 
OPPORTUNITIES 

nn/7  hat's  propelling  the  market  for  busi- 
uu  ness  aircraft?  Certainly  the  economy 
is  doing  well  and  companies  have  supe- 
rior financial  wherewithal,  but  the  great- 
est thrust  is  competitive  advantage,  says 
Richard  Crofton,  senior  vice  president  of 
The  CIT  Group  Equipment  Financing 
based  in  Tempe,  Ariz.  Crofton  specializes 
in  business  aircraft  financing  and  leasing 
for  the  $23  billion  CIT  Group.  He  cites 
the  desire  to  open  new  markets,  compete 
more  aggressively  and  develop  global 
business  relationships.  As  worldwide 
comperition  heats  up,  there  is  a  growing 
demand  for  flexible,  reliable  air  travel 
and  an  increasing  premium  on  manage- 
ment time. 

According  to  CIT's  recently  published 
Third  Annual  Corporate  Aircraft  Outlook, 
new  jet  and  turboprop  business  aircraft 


sales  in  the  U.S.  during 
1997  soared  27%  over 
sales  in  1996.  Blue  skies 
are  projected  throughout 
the  decade. 

"It's  a  very  strong 
market  in  terms  of  new 
aircraft  sales  but  also  in 
terms  of  the  values  we  are 
seeing  for  used  aircraft," 
says  Crofton.  Residual 
values  are  significantly 
higher  than  18  or  24 
months  ago.  "That  is 
good  news  for  the  buyer. 
Higher  residuals  are  a 
factor  in  more  favorable 
lease  teims,"  he  adds. 

Attractive  Terms 

&&(c&  hanges  in  tax  laws 
VH?  and  increased  com- 
petition among  leasing 
companies  have  also 
made  leasing  more  attrac- 
tive than  ever  before," 
says  Crofton.  "Hot  com- 
petition in  the  financial 
markets  has  also  resulted  in  more  entic- 
ing finance  options.  Lenders  are  much 
more  willing  to  extend  terms,  resulting 


Rubbermaid 


here  probably  isn't  a  home  across  America  that  doesn't 
contain  at  least  one  Rubbermaid  product.  One  reason 
for  the  company's  success  is  its  business  aircraft  fleet.  For  the 
past  25  years,  business  aircraft  have  played  an  essential  role  for 
Rubbermaid  in  saving  time  and  enhancing  productivity. 

Currently  rwo  Cessna  Citations  ■ —  a  Citation  V  and  a  mid- 
size Citation  VII  —  are  available  to  anyone  in  the  company 
with  a  need  to  travel.  In  1997  the  Citations  flew  an  astonish- 
ing half  a  million  miles  throughout  the  U.S.,  Canada  and 
Mexico,  carrying  customers  and  Rubbermaid  associates  be- 
tween distribution  centers,  customer  locations  and  Rubber- 
maid's  30  North  American  manufacturing  facilities. 

Like  all  well-managed  companies,  Rubbermaid  aims  at  cut- 
ting costs,  but  it  also  focuses  on  value.  "Last  year,  we  accrued 
an  astounding  $3  million  net  benefit  attributable  to  our  busi- 
ness aircraft,"  says  George  Hunyadi,  Rubbermaid's  chief  pilot. 
In  addition  to  preserving  more  than  13.^00  hours  of  vd  time 
the  company  also  saved  more  than  $600,000  on  direct-trip 
costs,  he  adds.  With  just  three  aboard,  Hunyadi  saj       e  com 


pany  flights  are  competitive  with  airline  fares. 

A  typical  trip  from  Rubbermaid's  Wooster,  Ohio,  head- 
quarters to  a  frequent  destination  in  Winfield,  Kan.,  takes 
seven  hours  each  way  commercially.  The  company  Citation 
slices  door-to-door  trip  time  to  two  hours.  With  four  aboard, 
the  round-trip  time  savings  equal  a  week's  worth  of  work 
time.  The  company  flight  also  eliminates  costly  hotels,  meals 
and  car  rentals. 

There  are  many  other  savings  that  cannot  be  easily  quantified. 
Hunyadi  asks,  for  instance,  what  value  do  you  place  on  work 
completed  en  route?  What  value  do  you  place  on  negotiations 
that  were  successfully  concluded  because  of  the  timesaving  ad- 
vantages of  the  company  airplanes?  What  is  the  value  of  elimi- 
nating the  wear  and  tear  inherent  in  commercial  air  travel?  What 
value  do  you  place  on  improving  an  employee's  family  life  by 
eliminating  unnecessary  overnighrs? 

Although  the  answers  are  hard  to  quantify,  Rubbermaid's  man- 
agement is  certain  that  its  aircraft  are  performing  an  essential  role 
in  Rubbermaid's  cost-saving  strategy  for  its  global  future. 
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You  built  a  business  on  a 
and  speed.  So  did  we. 
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always  plan  for  the  mission. 

How  far  does  your  business  jet  need  to  go?  Flow  many 
people  will  you  carry?  How  short  are  the  landing  strips?  This 
mission-centered  approach  has  bred  a  family  of  four  la  Icons. 

Find  out  why  Falcons  are  called  the  best  designed,  best 
built,  best  flying  business  jets  at  the  top  of  the  market. 

For  information,  contact  John  Kosanvallnn  in  the  U.S.  at 
(201)  541-4600  or  Jean-Claude  Bouxin  in  Paris  at  (331)40-83-93-08. 


MEN 


finance  an  aircraft  involves  many  inter- 
nal factors  and  external  considerations. 
That's  where  Crofton  comes  in.  "Our 
group  specializes  in  nothing  but  aircraft, 
so  we  can  design  products  that  are  right 
for  a  company  considering  an  aircraft  ac- 
quisition," he  says.  "Our  strengths  are  in 
market  knowledge  and  lending  experi- 
ence. We  like  to  work  closely  with  our 
clients,  and  we  have  the  ability  to  react, 
process  and  close  transactions  quickly.  In 
the  new  and  used  aircraft  market,  that's 
critical." 

INFORMATION  IS  POWER 

board  a  business  aircraft,  you  can 
hold  confidential  discussions,  create, 
present,  practice,  think  and  expand  the 
mind.  You  can  reach  out  to  anywhere  by 
phone,  fax  or  data  transmission,  and 
now,  thanks  to  Tustin,  Calif.-based  Air- 
show,  the  world's  latest  news  and  infor- 
mation can  come  directly  to  you. 

In  a  major  technological  breakthrough, 
Airshow  made  live  TV  available  to  busi- 


ness aircraft  for  the  first  time  ever. 
Airshow  TV™  is  the  world's  only 
system  to  provide  continuous  TV 
reception  across  the  continental 
U.S.  This  complements  Airshow 
Network™,  the  company's  globally 
available,  text-based  news  and  in- 
formation product.  Future  TV  cov- 
erage is  planned  for  Canada, 
Mexico,  South  America,  Europe, 
the  Middle  East  and  Japan. 

Live  TV  at  500  MPH 

ow  as  you  taxi  for  takeoff  or 
cruise  eight  miles  above  the 
planet,  Airshow  TV  brings  you 
breaking  news,  weather,  sports  as 
it  happens  plus  movies  and  other 
TV  programming  provided  by 
DirecTV™  Airborne. 

Airshow  Network  independent- 
ly provides  24-hour,  up-to-the- 
minute  news  and  information 
from  top  data  sources  such  as 
Dow  Jones,  Bloomberg  Financial, 


S,  M,  L,  XL,  XXL 


Selecting  the  aircraft  charter  service  or  management  solution 

that  fits  you  to  a  "'I' "often  requires  some  personal  assistance.  With  that 

in  mind,  let  us  provide  a  free  transportation  needs  analysis.  In  fact, 

Mayo  Aviation  has  been  helping  customers,  like  you,  find 
the  right  sized  aircraft  charter  ^management  solution  for  20  years. 
To  make  sure  even  ,  lerfect  fit,  call  Gil  Wolin 

.8(^525:0194. 


SportsTicker®,  CNN,  CNN/SI 
and  WSI  Intellicast®  weather.  An 
on-screen  menu  allows  the  viewer 
to  select  the  desired  information, 
which  is  uplinked  directly  to  the 
aircraft  via  the  onboard  communi- 
cations system. 

Another  popular  Airshow  feature 
is  the  moving  map  display  showing 
a  constant  update  of  the  exact  air- 
craft position.  The  latest  version  in- 
cludes super-high-resolution  and 
3D  perspective  maps  that  can  be 
shown  on  the  cabin  monitor 
throughout  the  flight.  In  addition, 
passengers  can  view  current  flight 
information  including  speed,  alti- 
tude and  time  to  destination. 

Improving  Safety  and 
Efficiency  on  the 
Flight  Deck 

(71  irshow  has  also  enhanced  safety 
Lru  and  efficiency  in  the  cockpit 
with  a  comprehensive,  real-time 
weather  perspective  never  before 
available  in  flight.  Live  Doppler 
radar  maps,  text-based  weather 
reports  and  worldwide  satellite 
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images  can  be  received  through  the  Air- 
show  Network  and  displayed  on  small 
flight-deck  monitors.  The  new  graphic 
information  allows  pilots  to  make  timely, 
better-informed  decisions.  It  is  of  partic- 
ular value  for  the  new-generation,  long- 
range  aircraft  that  may  remain  aloft  for 
10  to  14  hours. 

The  Airshow  system  is  another  giant 
leap  forward  in  transforming  the  busi- 
ness aircraft  into  the  ultimate  airborne 
office.  And  there  is  a  lot  more  still  to 
come,  says  Airshow  President  Dennis 
Ferguson. 

PUT  THE  WORLD  IN  YOUR 
POCKET:  ONE  PHONE,  ONE 
NUMBER,  80  COUNTRIES 

/7ii  ell  phones  have  become  ubiquitous, 
ly  but  take  yours  outside  the  U.S.  and 
you  are  likely  to  have  something  less  useful 
than  a  paperweight.  WorldCell®  interna- 
tional cellular  service  changes  all  that.  Now 
being  away  from  the  U.S.  no  longer  means 
being  out  of  easy  reach.  A  pocket-size 
Nokia  or  Mororola  cellular  phone  available 
from  Bethesda,  Md.-based  International 
Mobile  Communications  allows  you  to 
keep  in  touch  in  80  countries  around  the 
world  using  a  single  number. 

You  can  reach  out  at  anytime,  and 
anyone  can  easily  reach  you  using  a 
single  number.  No  one  has  to  know 
where  you  are.  And  because  the  service  is 
digital,  calls  are  highly  secure. 

Never  Miss  a  Call 

n  f  you  are  en  route,  out  of  the  service  area 
U  or  your  phone  is  off,  the  inbound  call 
transfers  to  international  voice  mail.  As 
soon  as  the  phone  is  on  again,  voila!  Your 
message  is  waiting.  Faxes  sent  to  you  are 
stored,  announced  on  voice  mail  and  can 
be  downloaded  directly  to  your  portable 
computer  or  forwarded  to  a  fax  machine 
nearby.  Other  features  include  24-hour 
customer  service,  automatic  redial,  call 
waiting,  conference  calling,  speed  dialing 
and  message  forwarding. 

Users  can  rent  the  phone  by  the  week 
or  by  the  month  for  about  $6.50  per 
day.  Frequent  international  travelers  can 
purchase  their  own  phone  and  subscribe 
for  annual,  one-number  service.  Call 
rates  are  similar  to  domestic  cellular 


roaming  rates.  New  countries  are  added 
monthly  and  by  the  end  of  this  year,  the 
same  international  phone  will  also  be 
usable  in  the  U.S. 

When  traveling  to  remote  locations, 
portable  satellite  phones  may  be  the  only 
choice,  but  for  most  business  users,  the 
WorldCell     service     is 
more  reliable,  consistent 
and  less  costly.  With  the 
world  in  your  pocket, 
you'll  never  have  to  miss 
a  call  again. 

CREATING  A  NEW 
WAY  TO  FLY 

H\  decade  ago,  Richard 
ls\\  Santulli  pioneered  a 
business  aircraft-acquisi- 
tion plan  by  offering 
fractional  aircraft  inter- 
ests. He  called  this  frac- 
tional-ownership pro- 
gram Netjets®  because 
he  envisioned  a  network 
of  business  jets  covering 
first  the  U.S.  and  then 
the  rest  of  the  world.  The 
Netjets  program  com- 
bines the  economic  ben- 
efits of  time-share  with 
guaranteed  business 
aircraft  availability  365 
days  a  year.  Few  believed 
it  would  fly. 

Santulli  defied  all  ex- 
pectations. His  Mont- 
vale,  N.J. -based  Execu- 
tive Jet  Inc.  is  now  the  largest  purchaser 
and  operator  of  business  jets  in  the 
world.  Over  the  last  three  years  he  has 
purchased  nearly  one-third  of  the  worlds 
new  business  jets  for  his  Netjets  frac- 
tional-ownership program,  and  more 
than  1,000  individuals  and  corporations 
own  a  piece  of  the  ultimate  productivity 
tool.  Netjets  has  made  business  aviation 
benefits  affordable  for  a  broader  market 
than  anyone  ever  dreamed  po  sible.  Frac- 
tional ownership  i  the  most  effective, 
timesaving  business- 1 ravel  solution  when 
a  company  has  neither  th  usa 
quirements  nor  the  resources  i  ire 

and  operate  an  aircraft  on  its 

Executive  Jet's  skyrocketing  g.owth 


piqued  the  curiosity  of  multibillionairej 
invesror  Warren  Buffett.  Three  years  ago, 
he  purchased  a  fractional  interest  in  the 
Netjets  program  and  in  July  1998,  he 
purchased  Executive  Jet.  Buffett  s  invest- 
ment adds  strong  confirmation  of  the 
substantial  value  that  Executive  Jet's  frac- 


tional ownership  provides. 

For  a  fraction  of  the  cost  of  a  wholly 
owned  aircraft,  a  company  receives  all  the 
full-ownership  benefits,  including  tax  ad- 
vantages. Operadonal  concerns,  overheads 
or  inconveniences  vanish.  Pick  up  the 
phone  wherever  you  happen  to  be  at  that 
moment  and  your  airplane,  or  one  exacdy 
like  it,  is  at  your  disposal  ar  any  of  nearly 
5,000  airports  in  the  U.S.  or  Europe. 

Netjets  quarter-share  interests  receive 
a  200-hour  annual  flight-time  allowance. 
An  eighth-share  generates  100  annual 
hours.  In  turn,  with  a  minimum  four-  to 
six-hour  notice,  owners  are  guaranteed 
an  aircraft  anywhere  in  the  U.S.  or 
Europe  anytime.  Each  owner  also  pays 


The  advantages  of  aircraft  ownership- 
at  a  fraction  of  the  cost- 


Raytheon  Aircraft,  the  world's  leading 
business  aircraft  manufacturer,  has 
your  complete  transportation  solution. 


You've  always  known  traveling  by  private  plane  would  be  more 
comfortable,  not  to  mention  more  efficient.  It's  time  you  knew 
how  easy  it  is  to  own  one  with  Raytheon's  nationwide  Travel  Air 
fractional  ownership  program.  Imagine:  Your  own  brand  new  aircraft  to  take  you  anywhere  from  anywhere,  any  time- with 
only  one  call.  All  at  a  fraction  of  the  cost  of  a  new  plane.  For  maximum  mission  flexibility-  and  added  savings-  we  offer  a 
full  range  of  aircraft,  including  the  best-selling  midsize  jet  ever,  the  best- and  biggest- cabin  of  any  light  jet  in  the  sky, 
and  the  best  turboprop  for  25  years  running.  All  that,  plus  the  largest  service  base  in  the  industry.  To  find  out  more, 
call  1-888-TA  GO  FLY  (888-824-6359). 


A  Wholly  Owned  Subsidiary  of  Raytheon  Aircraft 


Raytheon  Aircraft 
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an  apportioned  monthly  management 
fee  plus  direct  operating  costs  for  each 
occupied  flight-hour. 

An  interest  in  any  of  the  nine  different 
Netjets  aircraft  types  provides  access  to 
the  entire  fleet.  When  the  trip  length  or 
passenger  load  suggests  a  larger  or  small- 
er aircraft,  fractional  owners  can  trade 
hours  for  an  aircraft  better  matched  to 
their  needs.  The  result  is  even  more  ben- 
efits and  greater  flexibility  than  with  a 
wholly  owned  aircraft. 

Netjets  aircraft  range  from  superlight 
jets  like  the  Cessna  Citation  SII,  Citation 
V-Ultra  and  the  new  Citation  Excel  to 
the  midsize  Citation  VII,  Hawker 
800XP  and  Hawker  1000.  The  newest 
additions  are  the  super-midsize  Dassault 
Falcon  2000,  the  Citation  X,  which  is 
the  world's  fastest  business  jet,  and  the 
Boeing  Business  Jet. 

Executive  Jet,  in  a  joint  marketing 
agreement  with  Gulfstream  called  Gulf- 
stream  Shares™,  affords  fractional  own- 
ership in  the  long-range  Gulfstream 
GIV-SP.  The   intercontinental   Gulf- 


streams  represent  the  ul- 
timate in  airborne  office 
functionality.  They  offer 
satellite  phone,  fax  and 
data-link  capability  plus 
access  to  the  latest 
worldwide  news,  weath- 
er, sports  and  market  up- 
dates through  Airshow. 

The  Executive  Jet/ 
Gulfstream  Shares  pro- 
gram is  the  perfect 
answer  for  buyers  who 
require  this  kind  of  busi- 
ness-travel capability  but 
need  it  on  a  part-time 
basis  only.  It  is  a  perfect 
complement  to  an  exist- 
ing corporate  flight  de- 
partment that  may  or 
may  not  have  interconti- 
nental aircraft  in  its  fleet. 

In  another  recent  an- 
nouncement, Boeing  and 
General  Electric  chose 
Executive  Jet  as  a  joint- 


1-800-FLOWERS 


n  less  than  a  decade,  Jim  McCann  took  1-800-FLOWERS 

from  the  verge  of  bankruptcy  to  a  $300  million  business  that 
ranks  as  the  world's  largest  florist.  Although  McCann  attribut- 
es much  of  his  achievement  to  the  close  personal  relationships 
he  built  with  his  people  and  customers,  his  mastery  of  time 
played  a  vital  role  in  this  amazing  success. 

Two  years  ago  1-800-FLOWERS  purchased  a  quarter-share 
interest  in  a  Cessna  Citation  V  Ultra  through  Executive  Jet's 
Netjets  program.  "We  are  still  a  relatively  small  company,  so 
the  idea  of  us  having  an  airplane  was  something  we  really  didn't 
consider  until  we  learned  about  Netjets  fractional  ownership," 
says  McCann.  "I  never  believed  that  business  aviation  would 
be  practical  or  affordable." 

Maximizing  his  time  was  the  key  issue,  although  McCann's  up- 
coming nationwide  tour  for  his  new  book,  Stop  and  Sell  the  Roses, 
was  a  catalyst.  McCann  had  four  competing  goals:  ia  omplish  rhe 
12-week  book  tour,  promote  1-800-FLOWERS,  run  he  compa- 
ny and  be  home  with  his  family  as  regularly  as  possible 

The  grueling  book  tour  began  with  nighttime  travel  i  'lowed 
by  a  4:30  a.m.  wake-up  call,  half  a  dozen  media  appearances,  a 
visit  to  three  or  four  bookstores  and  three  or  four  florists,  dinnej 
with  more  florists  and  media  and  then  a  10  p.m.  dec  r  ''  tor  the 
next  city,  where  it  would  start  all  over.  "Without  our  own  ;  plane, 
that  would  not  have  been  possible,"  says  McCann.  "We  L 


the  heck  out  of  that  airplane." 

For  McCann,  the  business  aircraft  is  as  much  about  relationship 
building  as  it  is  about  time.  Not  a  single  moment  was  wasted.  "I 
would  take  four  or  five  different  people  from  all  areas  of  the  com- 
pany on  each  flight,"  he  says.  He  had  the  opportunity  to  share 
ideas,  discuss  plans,  implement  strategies  and  learn  more  about  his 
people.  "I  can't  overstate  the  value  of  that,"  McCann  adds. 

He  uses  the  Netjets  Citation  judiciously.  "We  still  spend  a 
fortune  on  commercial  travel,  but  when  we  are  going  to  sever- 
al different  markets,  and  we  want  to  cram  a  bunch  of  different 
things  in  a  few  days,  then  we  use  the  airplane  to  really  maximize 
those  days,"  says  McCann.  Are  several  people  going?  Should 
there  be  several  people  going?  Are  you  going  to  really  optimize 
your  time  on  the  trip?  "If  not,"  he  says,  "we  go  commercial. 

"We  are  the  ultimate  'high-touch'  company,"  he  says.  "As 
florists  we  are  involved  in  people's  lives  in  a  very  special  way, 
every  day."  1-800-FLOWERS  is  embracing  business  aviation 
in  much  the  same  way.  For  McCann,  business  aviation  creates 
time  —  time  to  retain  the  essential  face-to-face  contact  with 
customers,  vendors,  suppliers  and  a  growing  company. 

"Fractional  ownership  was  the  best  step  for  us,"  he  says.  "We 
are  nor  i  oncerned  with  the  operation  of  the  aircraft  because  Net- 
Jets  takes  care  of  everything.  The  service  is  great.  You  pick  up  the 
phone  and  the  plane  is  there.  They  deliver  on  their  promise." 
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the  world's  most 
individuals  and  governments  now  agree  -  the 
Gulfstream  Vv  is  the  business  jet  of  choice 
in  the  high  technology,  ultra-long  range, 
large  cabin  class. 

Day  in  and  day  out,  the  Gulfstream  V 
is  consistently  exceeding  expectations  for 
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companies  trying  to  fo 
their  programs  are  not 
once  airborne,  they'll 
over  time. 


liability  and  comfort. 
^^Hghed,  day  and 


So,  if  you're  considering  buying  an  airplane  in 
this  class,  studv  the  numbers.  100  Gulfstream  V 
orders.  100  clear  endorsements.  And  BOO  more 
reasons  you  belong  in  a  Gulf  stream. 

To  find  out  more  about  this  amazing  airplane 
and  our  family  of  transportation  products  and 
services,  call  Bill  Boisture  ai  "555 

or  visit  us  at  www.gulfstream, 


Giilfetreamf 


venture  partner  for  marketing  fractional 
interests  in  the  new  Boeing  Business  Jet. 
The  Boeing  can  span  one-quarter  of  the 
globe  nonstop.  Its  cavernous  cabin  lends 
itself  well  to  multiple  cabin  environments 
suitable  for  working,  meeting,  commu- 
nicating, dining  and  sleeping  on  long, 
1 4-hour  flights.  This  aircraft  will  come 
equipped  to  do  business  from  takeoff  to 
touchdown  around  the  world.  It  will  be 
an  airborne  corporate  command  post  fea- 
turing multiple  digital  satellite  commu- 
nications systems. 

Two  years  ago,  Netjets  Europe  was  es- 
tablished, offering  exactly  the  same  busi- 
ness aircraft  flexibility,  accessibility  and 
convenience  on  both  sides  of  the  At- 
lantic. U.S.  customers  fly  via  Netjets  or 
commercial  airlines  to  Europe  and  then 
use  Netjets  Europe  aircraft  to  reach 
thousands  of  business  airports  on  the 
Continent.  European  owners  have  the 
same  benefits  in  the  U.S. 

Based  on  the  tremendous  popularity  of 
the  Falcon  2000  in  the  U.S.,  Executive  Jet 


and  Dassault  Falcon  Jet 
plan  on  introducing  the 
Falcon  2000  into  the  Eu- 
ropean program  this 
autumn.  In  addition,  Ex- 
ecutive Jet  has  ordered  30 
new  Hawker  800XPs  for 
the  Netjets  Europe  pro- 
gram. 

All  Netjets  owners  will 
have  even  greater  global 
accessibility  with  the 
launch  of  Netjets's 
Middle  East  program 
during  the  first  quarter  of 
1999.  This  fractional- 
share  program  will  feature 
the  long-range  Gulf- 
stream  GIV-SP.  Addition- 
al Netjets  programs  are 
currently  planned  or 
under  review  for  South 
America,  the  Pacific  Rim 
and  India. 

Fractional  ownership 


Time  flies 
and  so 
should  you. 
With  The 
Air  Group. 

You  only  get  24  hours  a  day, 
so  don't  let  commercial  air- 
lines waste  them.  Our 
Gulfstreams,  Challengers, 
Hawkers,  Learjets,  Citations, 
Westwinds,  King  Air's  and 
others  are  ready  to  take  you 
anywhere  in  the  world,  when- 
ever you  say.  Like  right  now. 
Make  the  call.  Because  time 
is  money.  Yours. 


Headquarters: 

7426  Hayvenhurst  Avenue 

Van  Nuys,  California  91406 

Fax  818.781.8951 

FAA  Authorized  Maintenance 

Facility  #ACNR029C 


#!*>  The  Air  Group,  Inc. 
jm   Mr  Charter  4.  •  ;e//ence  Since  19B0 

^fr  800.233.8890 

Los  Angeles,  Dei         ^t.  Louis  and  New  York 
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may  not  be  for  everyone,  so  Exec- 
utive Jet  has  yet  another  way  to  ful- 
fill its  customers'  needs.  Through 
Cincinnati,  Ohio-based  Executive 
Jet  Management,  customers  can 
take  advantage  of  full  charter  and 
aircraft-management  services.  Ex- 
ecutive Jet  Management  currently 
manages  more  than  40  aircraft  for 
individuals  and  companies  that 
own  an  aircraft  outright. 

ADDING  FLEXIBILITY  TO 
BUSINESS  TRAVEL 

hether  you  are  considering 
_  u  charter,  fractional  ownership,  a 
complete  aircraft  purchase  or  air- 
craft management,  Dallas-based 
Business  Jet  Solutions  offers  one- 
stop  shopping.  The  company  has  a 
complete  range  of  options  and 
choices  available,  tailored  specifi- 
cally to  your  needs. 

The  Alliance  charter  program 
provides  top-quality  charter  air- 
craft located  throughout  the 
country.  Wherever  you  happen  to 
be,  the  most  suitable  aircraft  can 
quickly  and  easily  be  arranged. 
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business  Jet  Solutions  also  makes  the 
;nefits  of  business-jet  ownership  more 
iffordable  through  its  Flexjet™  frac- 
ional-ownership  program.  At  a  portion 
)f  the  full-ownership  cost,  a  company 
:an  purchase  shares  in  Bombardier 
.earjet  31a,  Learjet  45  and  midsize, 
transcontinental  Learjet  60  aircraft, 
-lexjet  owners  can  also  gain  global 
light  capability  with  shares  in  a  wide- 
>ody  Challenger  604.  The  new,  world- 
spanning  Bombardier  Global  Express 
Iwill  be  an  additional  Flexjet  option 
shortly. 

One-eighth  and  one-quarter  shares  can 
be  purchased,  which  entitle  the  owner  to 
100  and  200  occupied  hours,  respectively, 
ich  year  over  a  five-year  contract  period. 
Incremental  one-sixteenth  shares  can  also 
be  purchased. 

Unique  Advantages 

fractional  ownership  offers  many 
.  unique  advantages  over  full  owner- 
ship. Aircraft  availability  is  guaranteed 
at  anv  time  with  as  little  as  four 
hours  notice,  and  all  aspects  of 
the  aircraft's  operation  are  man- 
aged tor  you.  That  means  you  can 
focus  on  business  instead  of  trans- 
portation. 

Whether  you're  in  Pittsburgh, 
Peoria  or  any  of  5,000  other  loca- 
tions across  the  nation,  you  can 
have  an  aircraft  wherever  you  need 
it.  You  pay  only  when  you  are 
aboard;  there  are  no  empty  leg  or 
positioning  charges.  One-way  trips 
are,  therefore,  totally  practical. 

Another  advantage  is  the  avail- 
ability of  more  than  one  aircraft  at 
a  time  —  a  particular  bonus  when 
multiple  urgent  needs  demand  im- 
mediate attention.  You  may  need  a 
Challenger  for  a  long  trip  with  10 
aboard  or  an  economical  Learjet 
31a  when  only  two  are  flying  a 
short  distance.  Flexjet  allows  you  to 
occasionally  trade  hours  for  these 
larger  or  smaller  Flexjet  aircraft. 

As  your  requirements  continue  to 
grow,  Business  Jet  Solutions  will 
assist  you  in  transferring  your  frac- 
tional ownership  to  a  different  type 
of  aircraft.  There  are  also  euaran- 


"Our  aircraft  provide  the  ability  to  leverage  time." 

Gary  Fitch,  Director  of  Flight  Operations,  Enron  Corp. 


teed  buyback  provisions,  so  your  invest- 
ment is  a  sound  one. 

How  does  one  decide  which  solution 
is  best?  "Typically,"  says  company  Presi- 
dent Dennis  Keith,  "we  do  a  needs 
analysis  and  offer  a  number  of  options. 
Then  we  can  help  a  company  figure  out 
what  combinations  of  services  are  most 
effective  for  them."  Charter?  Fractional 
ownership?  Outright  ownership?  "The 
solution  may  be  one  or  all  of  the  above," 
says  Keith. 

It's  All  About  Business 
Travel  Service 

urrently,  250  owners  have  Flexjet 
shares  in  the  complete  range  of  Bom- 
bardier  aircraft.   About   80%   of  the 
owners  are  new  to  business  aviation, 


Keith  confirms.  "Many  could  see  the 
value  of  having  a  business  aircraft,  but 
didn't  feel  the  economics  worked  for 
them,"  he  says.  "Fractional  ownership 
provides  the  solutions.  At  the  end  of  the 
day,  what  we  are  selling  is  not  only  good 
aircraft  with  excellent  performance,  it's 
really  the  service." 

Fractional  ownership  can  also  provide 
a  supplementary  advantage  to  companies 
that  already  have  business  aircraft.  A 
company  with  one  or  more  small  or 
midsize  aircraft,  for  example,  might  take 
advantage  of  a  fractional  share  of  an  in- 
tercontinental aircraft  such  as  a  Chal- 
lenger 604  or  Global  Express  as  a  perfect 
fleet  complement.  This  can  provide  the 
access  to  global  markets  as  needs  arise. 

As  the  owners  use  these  airplanes  they 
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begin  to  realize  how  productive  they 
really  can  be,  says  Keith.  "They'll  do  in 
two  or  three  days  what  previously  re- 
quired a  couple  of  weeks.  This  is  a  big 
eye-opener."  Business  aircraft  are  chang- 
ing the  way  they  do  business  and  chang- 
ing the  business  that  they  do,  he  says. 

A  FRESH  APPROACH  TO 
FRACTIONAL  OWNERSHIP 

T?he  notion  of  retaining  all  of  the  busi- 
U  ness  travel  benefits  that  a  business  air- 
craft offers,  at  a  fraction  of  the  cost,  has 
developed  into  a  remarkably  popular 
idea.  Last  year  Raytheon  Travel  Air 
became  the  third  major  organization  to 
bring  important  fractional-ownership  ad- 
vantages to  the  marketplace. 

"We  saw  the  explosive  growth  in  frac- 
tional ownership  and  realized  that  we 
could  bring  something  new  to  it,"  says 
Tony  Marlow,  Raytheon  Travel  Air's  di- 
rector of  marketing.  The  immense 
demand  for  this  kind  of  business  travel 
service  is  driven  by  economics,  he  says. 
Fractional  ownership  makes  the  benefits 
of  business  aircraft  affordable  for  thou- 
sands of  companies  that  never  thought  it 
possible,  says  Marlow,  and  those  benefits 


are  available  without  the 
overhead  or  concerns  of 
an  in-house  flight  de- 
partment. 

Full  Range  of 
Choices 

[d)  aytheon  Travel  Air  is 
Uu  unique  in  that  it  is  the 
only  fractional-ownership 
program  offering  shares 
of  a  turboprop  aircraft  in 
addition  to  a  complete 
line  of  business  jets.  Cur- 
rently, the  turboprop 
Raytheon  King  Air,  the 
Raytheon  Beechjet  and 
the  midsize,  transconti- 
nental Hawker  800  XP 
are  available.  The  all-new 
Raytheon  Premier  will 
join  the  program  in  the 
year  2000  and  fractional 
shares  of  the  new  Hawker 
Horizon  will  be  available 
in  2001. 

Marlow  underscores,  however,  that  the 
airplane  is  only  a  part  of  the  Travel  Air 
package.  Fractional  ownership  is  really 


about  door-to-door,  not  airport-to-air- 
port, travel.  There  is  no  point  cruising 
across  the  nation  at  500  mph  only  to  be 
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t's  an  amazing  fact:  More  than  seven  billion  bags  of  Frito- 
Lay  snacks  are  consumed  in  the  U.S.  annually.  Frito-Lay, 
headquartered  in  Piano,  Texas,  produces  eight  out  of  10  of 
America's  top-selling  snack  brands,  has  more  than  100  prod- 
uct lines,  operates  41  manufacturing  plants  in  26  states,  has 
the  highest  operating  margins  in  the  food-products  industry 
and  has  been  successfully  employing  business  aircraft  for  over 
41  years. 

Last  year,  a  total  of  2,328  passengers  flew  aboard  the  com- 
pany's two  Bombardier  Challengers  and  Raytheon  Hawker 
800.  On  a  daily  basis,  the  planes  fly  people  from  manufactur- 
ing, marketing,  research  and  development,  purchasing  and 
senior  management  and  staff  to  every  corner  of;  he  nation,  savs 
Mack  Angel,  the  company's  director  of  avian 

Whistle-Stops  Through  Rural  America 

Although  the  Challengers  have  in  -     <  Iran 

fly  mostly  in  the  U.S.  One  important  .;•  I  (  large, 

wide-body  cabin  that  can  seat  as  many  as  10  comfi  Mul- 

tiple stops  and  difficult-to-reach  destinations  dist 


majority  of  flights.  "On  a  recent  eight-day  trip  we  had  22 
stops,"  says  Angel.  "You  couldn't  do  that  by  airline  if  you  had 
three  weeks.  Our  passengers  can  operate  on  their  schedule.  If 
a  meeting  runs  longer,  we  can  accommodate  that." 

The  aircraft  are  also  used  to  bring  customers  in  for  corporate 
presentations  and  plant  visits.  "They  probably  wouldn't  con- 
sider taking  the  time  to  get  here  if  they  had  to  come  any  other 
way,"  Angel  points  out. 

"If  we  have  a  plant  problem,  we  fly  specialists,  technicians 
and  parts  directly  to  the  location,"  he  says.  A  production  line 
shutdown-can  have  sweeping  financial  consequences,  so  the 
ability  to  respond  quickly  has  tremendous  value. 

"Its  an  efficient  use  of  time,"  Angel  comments.  Not  only  can 
the  aircraft  bring  passengers  very  close  to  their  destination,  the 
flight  time  is  used  productively.  The  Challengers  are  often  used 
as  flying  conference  rooms  where  strategy  sessions  and  dry-run 
presentations  are  conducted. 

"We  couldn't  do  business  without  these  aircraft,"  says  Angel. 
For  Frito-Lay,  the  value  of  time  saved  and  productivity  gained 
is  as  distinct  as  the  snap  of  a  Doritos  chip  fresh  out  of  the  bag. 


YOU  GET  MORE 
OFFICE  SPACE 


N  THIS  SKYSCRAPER 


Gone  are  the  days  when  a  corporate  jet  was  little  more  than  a  company  perk.  An  airborne 

luxury  limo  for  the  chairman.  Today,  if  the  CEO  is  awake,  he's  at  work.  He  needs,  literally, 
a  flying  office.  In  other  words  an  Airbus  Corporate  Jet.  It  boasts  by  far  the  largest  cabin 

in  its  class.  Seating  anything  from  8  to  -50.  There's  enough  space  for  a  meeting;  room. 
A  communications  centre  with  faxes,  internet  facilities  and  phones.  Even  an  executive  .bedroom    ; 

complete  with  shower.  High  flyers  plfease  take  note..  If  you're  looking  for.  the  boss;  of  a  truly 


multinational  company,  you'll  find  him  in  the  big  office.  At  35,00.0  feet. 


AIRBUS 


%  SETTING  THE.  STANDARDS 


http://www.airbus.com- 


'1  watch  my  pennies  and  I'm  careful 

about  every  expenditure,  but  you  have  to 

look  at  the  value  of  time  versus  the  cost." 

Matt  Butler,  CEO,  Butler  Machinery  Company 


unnecessarily  delayed  on  the  ground. 
Fundamental  to  Travel  Air's  success, 
therefore,  has  been  the  intense  focus  on 
travel  service.  "This  is  one  of  the  most  es- 
sential components  in  our  program," 
says  Marlow.  "We  consider  every  detail, 
from  transportation  to  the  aircraft,  cater- 
ing en  route  and  a  rapid  transition  to  the 
ultimate  destination  after  landing." 

Travel  Air's  wide  range  of  aircraft 
choices  allows  customers  to  select  the 
best  aircraft  for  the  majority  of  their 
travel  requirements  and  still  have  the 
flexibility  to  migrate  up  or  down  in  the 
program  when  specific  needs  arise.  For 
example,  a  Hawker  800  XP  owner  could 
fly  from  Los  Angeles  to  Knoxville  and 


transfer  to  a  King  Air  to 
make  visits  throughout 
the  Appalachian  region. 
A  King  Air  owner  with  a 
business  focus  across 
Southern  California 
might  need  a  Beechjet 
for  the  occasional  trip  to 
Omaha. 

Currently  there  are 
more  than  100  share- 
owners  in  the  program, 
which  is  growing  vigor- 
ously. Several  of  Travel 
Air's  owners  have  shares 
in  two  or  three  of  the 
aircraft,    and    Marlow 


Company  Profile 


Air  Liquide 


ir  Liquide,  headquartered  in  Houston,  Texas,  is  a  subsidiary 
of  the  French  multinational  Air  Liquide  Group  —  the 
world's  largest  industrial  gas  organization. 

"My  prime  objective  is  to  create  shareholder  value,"  says 
Patrick  Verschelde,  chairman  and  CEO  of  Air  Liquide  Amer- 
ica. Last  year  Verschelde  decided  to  get  rid  of  the  company  jet. 
Rather  than  invest  in  another  airplane,  he  said,  "Let's  consid- 
er something  else." 

Verschelde  consulted  with  Raytheon  Travel  Air  and  purchased 
fractional  interests  in  a  Raytheon  King  Air  turboprop,  an  eight- 
passenger  Raytheon  Beechjet  and  a  midsize  Raytheon  Hawker  800 
XP  "For  roughly  the  same  operating  cost  that  we  had  with  one  air- 
craft, we  can  access  three  planes,  and  without  anything  near  the 
same  capital  investment,"  says  Verschelde.  And  with  each  airplane 
offering  different  capabilities,  he  says,  we  are  able  to  tailor  the  air- 
craft to  our  specific  needs  based  on  where  we  must  go  and  how 
many  people  are  involved."  The  one-eighth-share  interests  provide 
100  occupied  hours  annually  in  each  of  the  aircraft. 

Adding  Flexibility  to  the  Travel  Equation 

With  only  one  aircraft,  top  management  would  have  p 
ity.  "Now  we  have  added  amazing  flexibility,"  Vcrs<    i  Ide  says. 
"Different  groups  within  a  company  can  use  the  aircr..      or  dif- 
ferent purposes.  Many  times  three  planes  have  been  u    d  in  a 


single  day.  We  see  that  many  more  people  are  using  the  aircraft 
more  efficiently." 

The  company  also  eliminated  another  significant  expense 
factor  in  its  own  flight  operations:  the  cost  of  empty  flights  to 
pick  up  customers  for  plant  visits.  With  fractional  ownership, 
you  pay  only  when  someone  is  aboard.  "This  is  an  important 
benefit,"  says  Verschelde,  "because  we  bring  customers  to  plant 
facilities  all  over  the  country." 

For  Verschelde  the  quiet,  uninterrupted  flight  environment 
is  perfect  for  working  alone  or  with  a  management  team  in 
preparation  for  a  meeting.  "These  are  things  that  cannot  be 
done  on  a  commercial  flight,"  he  says.  "If  we  are  trying  to  sell 
a  big  plant,  for  example,  we  can  pick  the  customer  up  and  dis- 
cuss the  proposal  while  we  travel  in  complete  privacy.  You  can 
show  him-the  plant,  do  what  you  have  to  and  even  finalize  the 
negotiation  on  the  plane." 

In  addition,  the  three  aircraft  have  increased  the  ability  to  re- 
spond to  emergency  requirements.  The  company  has  2,000 
miles  of  pipeline  along  the  Gulf  Coast,  fed  by  more  than  30 
air-separation  plants  that  service  more  than  130  petrochemi- 
cal and  refinery  customers.  Having  a  plane  available  to  trans- 
port technicians  to  a  site  is  critical,  says  Verschelde.  "Now  we 
can  react  very  quickly,  and  I  can  remain  in  control  of  my  time 
and  my  agenda  the  way  I  really  want.  The  service  is  a  winner!" 


bechjet  The  undisputed  leader  in  its  class  for 
|ssenger  room  and  comfort.  A  spacious  cabin 

atures  a  flat  floor,  swivel  seats,  and  interior 
hnishings  of  the  highest  quality.  A  high-speed 
isiness  environment  with  an  ergonomically 
[signed  cabin  featuring  the  head  and  shoulder 

)m  you'd  expect  in  a  midsize  jet.  Experience  the 
[paralleled  quality,  performance,  and  economy 
I  the  Beechjet. 

|.r  more  information  call  316-676-2987 
visit  our  website  at  www.raytheon.com/rac 
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reports  that  many  who  started  with  a 
one-eighth  share  have  already  upgraded 
to  larger  share  levels  after  discovering  the 
substantial  benefits. 

NEW-GENERATION  AIRLINER: 
A  SPACIOUS  AND  PRODUCTIVE 
CORPORATE-TRAVEL 
ENVIRONMENT 

fter  a  stunning  success  in  the  airline 
market,  Fairchild  Dornier  trans- 
formed its  328  regional  jet  into  the 
Envoy  3,  designed  specifically  for  the 
corporate  market.  The  large  cabin  and 
other  airline  features  translate  into  spa- 
ciousness, economy,  comfort  and  relia- 
bility for  corporate  buyers. 

"The  Envoy  3  is  a  business  tool  that's 
a  good  mix  between  an  airliner  and  the 
traditional  business  aircraft,"  says  James 
A.  Robinson,  Fairchild  Dornier's  presi- 
dent. "It  offers  utility  for  a  diversity  of 
missions  and  brings  a  remarkable  level  of 
flexibility  to  the  market." 

This  new  corporate  liner  is  ideally 


suited  for  a  cost-conscious  busi- 
ness market  that  demands  mobil- 
ity for  broad-based  management 
levels.  Frequent  two-  to  three- 
hour  flights  carrying  large  num- 
bers of  passengers  are  the  Envoy 
3's  strength.  With  a  range  of 
1,300  sm  to  2,300  sm  (depending 
on  passenger  load),  the  Envoy  3  is 
priced  like  a  midsize  business  air- 
craft but  with  a  cabin  the  size  of  a 
large  intercontinental  jet. 

Design  flexibility  is  inherent  in 
the  long,  wide  cabin.  For  exam- 
ple, the  aircraft  can  be  configured 
as  a  32-passenger  corporate  shut- 
tle or  arranged  with  three  sepa- 
rate seating,  meeting  and  work- 
ing areas  for  eight  to  20 
passengers. 

The  aircraft  is  also  intended  to 
be  convertible.  It  can  be  trans- 
formed overnight  from  a  10- 
passenger  executive  configuration 
to  a  1 9-passenger  transport. 


Internatiqnal 

busin: 

CQ 


S 


ORT 


zzszs&^h 


bur  web  site 
.worldcell.com 
our  new  kiosk  at 
■ingron  Duties  Airport. 


Over  70  Countries,  1 1 


When  traveling  internationally, 
you're  always  in  contact  through 

WorldCell.  Enhance  your 

productivity  with  our  lightweight, 

easy-to-use  pocket  phone 

featuring  a  single  number  that 

works  in  more  than  70  countries. 

Built-in  voice  messaging,  digital 

clarity,  reliability,  security  and  a 

24-hour  service  hotline  make  this 

a  great  traveling  companion  for 

U.S.  travelers  going  abroad.  It's 

affordable,  simple,  convenient 

and  hassle  tree.  Rent  for  as  litde 

as  $6.50  a  day.  Now  out  of  the 

U.S.  doesn't  have  to  mean  out 

of  touch.  Call  us  today  at 

i-888-WorldCell 

(1-888-967-5323). 
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IN  -;iONAL       CELLULAR  SERVICE 

I 
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High  Tech  Throughout 

n  important  aspect  of  this  busi-l 
ness  aircraft  is  the  high-tech 
flight  deck  with  electronic  flight  in- 
strumentation and  the  latest  weath- 
er, terrain  and  traffic-avoidance  de- 
vices. The  cabin  will  also  have 
advanced-technology  features.  "We  i 
like  to  think  of  this  as  an  airborne  ! 
office,"  says  Robinson.  With  the 
focus  on  technology,  he  expects 
most  customers  will  opt  for  the 
latest  satellite  communications  sys- 
tems, with  highly  reliable  voice, 
data  and  fax  connections,  and  the 
newest-generation  Airshow  TV. 

The  Envoy  3  is  a  testament  to 
the  trend  toward  maximizing  pro- 
ductivity en  route  and  moving 
more  people  to  a  variety  of  loca- 
tions that  would  be  excessively 
time-consuming  to  reach  by  com- 
mercial means. 

GREAT  VALUE  IN 
PRE-OWNED  AIRCRAFT 

fphe  demand  for  new  and  used 
u  business  aircraft  has  never  been 
stronger.  Although  many  companies 
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Corning  Inc. 


E      M      E      N 


p  lmira.  N.Y.,  is  hard  to  reach  by  airline, 
\h  and  to  fly  from  Elmira  to  virtually  any- 
here  else  requires  at  least  one  change  of 
planes,  making  travel  a  costly,  daylong 
affair.  That's  a  major  reason  why  Corning, 
Inc.,  located  near  Elmira,  has  been  making 
good  use  of  business  aircraft  for  the  past 
52  years.  The  current  fleet  comprises  two 
Fairchild  Dornier  328  turboprop  aircraft 
and  three  Dassault  Falcon  2000  transcon- 
tinental jets  that  save  valuable  employee 
time  and  eliminate  needless  nights  away 
from  home.  Corning  management  takes 
an  egalitarian  approach  to  use  of  the  air- 
M planes,  and  any  employee  with  a  legitimate 
requirement  can  fly. 


The  Fairchild  Dorniers,  used  primarily 
on  scheduled  shuttle  runs,  were  original- 
ly 33-seat  regional  airliners  converted  to 
carry  19  Corning  passengers  in  comfort. 
One  aircraft  makes  two  round-trips  each 
workday  between  Elmira  and  Newark, 
N.J.  In  Newark,  a  van  meets  the  aircraft 
and  takes  passengers  to  Manhattan.  An 
evening  flight  brings  passengers  home. 

Although  there  is  airline  service  to  New 
York's  LaGuardia  Airport,  explains  Bill 
Schultz,  Coming's  manager  of  aircraft  op- 
erations, the  Corning  airplanes  are  more 
reliable  and  cost-effective.  Each  aircraft  is 
equipped  with  the  latest  head-up  guidance 
system  that  allows  precise,  safe,  low-visi- 
bility landings  that  airliners  are  precluded 
from  when  fog  enshrouds  the  local  valley. 

Coming's  Wilmington,  N.C.,  shuttle 
takes  an  hour  and  40  minutes  each  way, 


allows  a  full  day's  work  and  brings  pas- 
sengers back  the  same  evening.  A  similar 
trip  via  airlines  would  take  six  hours,  two 
plane  changes  and  at  least  one  overnight, 
if  not  two,  before  the  return  flight.  "The 
shuttle  saves  a  tremendous  amount  of 
time,  and  it  allows  our  employees  to 
maintain  their  family  life,"  says  Schultz. 

Amazing  Savings 

"Last  year,  the  combined  shuttle  opera- 
tions transported  16,000  passengers  and 
saved  a  colossal  300,000  man-hours," 
Schultz  reports.  "The  time  saved  is  making 
an  enormous  impact  on  company  prof- 
itability. After  operating  the  system,  in- 
cluding the  aircraft  costs,  we  also 
have  a  net  savings  of  $2.8  million 
annually  over  airline  fares." 

With  plant  facilities,  sales  of- 
fices, joint-venture  partners  and 
customers  across  the  nation,  each 
of  Coming's  Falcon  2000s  flies  an 
extraordinary  800  hours  annual- 
ly and  is  called  upon  for  a  wide 
variety  of  missions.  "We  might 
depart  in  the  morning  and  be 
back  by  noon,  or  we  might  take 
six  people  and  visit  two  or  three 
locations  each  day  for  two  or 
three  days,"  says  Schultz.  "With  the  Fal- 
cons, we  can  reach  the  West  Coast  non- 
stop from  Elmira,  and  the  runway  perfor- 
mance allows  us  to  get  in  and  out  of 
airports  that  we  might  not  be  able  to 
with  other  aircraft.  That  means  we  can 
operate  very  comfortably  to  some  of  the 
more  inaccessible  locations  and  get  our 
people  closer  to  where  they  want  to  be." 
Time  saved  and  inherent  flexibility  are 
key  ingredients  to  Coming's  in-house 
travel  service.  "Our  people  can  be  elastic 
with  their  time  schedules,  which  takes  the 
pressure  off  their  meetings,"  says  Schultz. 
"They  can  work  on  the  airplane  in  a  com- 
fortable, secure  environment  and  not 
worry  about  other  people  overhearing 
conversations.  These  may  be  hard  to 
quantify,  but  they  are  definite  benefits  to 
the  company." 


Aircraft  management 
you  would  expect 
from  a  Rockefeller 
company. 

Over  40  years,  we've  learned  that 
aircraft  management  must  be  uniquely 
tailored  to  each  of  the  clients  whose 
aircraft  we  manage.  At  Wayfarer 
Aviation,  our  high  quality,  high  touch 
concept  for  service  is  complemented 
by  our  commitment  to  cost  benefits 
for  our  clients-proven  through  indepen 
dent  benchmarking.  We  act  as  our 
client's  advocate  in  every  decision  we 
make.  This  service  philosophy  is 
reflected  in  everything  from  crew 
selection  to  international  flight  planning, 
to  maintenance  programs  and  services. 
It  is  without  compromise  to  the  highest 
levels  of  safety,  technical  expertise 
and  personal  service.  It's  the  Wayfarer 
way  of  doing  things. 

We  manage  dozens  of  aircraft  at 
several  airports  and  we  operate 
around  the  world,  nearly  every  day. 
For  a  full  array  of  aircraft  services 
including  sales/brokerage,  charter, 
maintenance  and  consultation, 
all  provided  with  the  Rockefeller 
philosophy,  call  914-949-4424  or  visit 
www.  wayf  areraviation .  com . 

Go  the  Wayfarer  way 


WAYFARER 

Integrity     ExtlBatee.     Servkt     Experience 


consider  charter  or  fractional  ownership, 
others  have  realized  that  the  company- 
owned  plane  is  a  great  choice,  says  Don 
Richards,  vice  president  of  Atlanta-based 
Allied  Jet  International.  The  company 
specializes  in  pre-owned  aircraft  with  a 
focus  on  turboprops  and  small  to  mid- 
size jets. 

"Good  pre-owned  airplanes  represent 
substantial  value,"  Richards  says.  Pre- 
owned  aircraft  account  for  85%  of  all 
corporate  aircraft  sold  in  the  U.S.  They 
are  forecast  to  reach  record  sales  levels 
over  the  next  two  years. 

You  can  buy  a  five-year-old  aircraft,  says 
Richards,  reconfigure  the  interior  for  your 
specific  requirements,  upgrade  the  avion- 
ics with  the  latest  safety  enhancements 
and  have  the  equivalent  of  a  brand-new 
airplane  at  a  fraction  of  the  cost. 

Good  Buys 

ot  only  can  you  buy  a  used  aircraft 
for  less,  your  financial  exposure  is 
minimal  because  historically,  these  air- 
craft hold  their  values  over  time,"  he  says. 


"It's  a  very  liquid  asset." 
A  five-year-old  airplane 
can  retain  80%  to  90% 
of  its  original  value,  and 
many  aircraft,  such  as 
King  Airs,  have  actually 
appreciated  beyond  their 
original  cost. 

Collectively,  Richards 
and  partners  Charlie 
Belcher  and  George 
Owen  represent  about 
100  years  of  aviation 
experience  buying,  sell- 
ing, flying  and  main- 
taining business  air- 
craft. Their  expertise 
lies  in  helping  buyers 
choose  the  correct  air- 
plane for  their  needs 
and  making  sure  the 
specific  aircraft  repre- 
sents top  investment 
value.  After  the  sale, 
they  help  buyers  with 
operational  guidance  or 
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Robert  Mondavi  Winery 


fk\  lthough  Robert  Mondavi  Winery  is  headquartered  in 
uu  Oakville,  two  hours  north  of  San  Francisco  in  the  heart  of 
California's  Napa  Valley,  its  vineyards  dot  the  state.  The  dis- 
tances to  reach  these  properties  by  road  are  substantial,  and  be- 
cause the  vineyards  are  far  from  major  airports,  the  airline  trips 
take  nearly  as  long,  says  President  and  Co-founder  Michael 
Mondavi. 

Several  years  ago  Mondavi  took  to  the  air  in  a  company 
plane.  The  two-hour  trip  to  the  Woodbridge  Winery  in  Lodi 
was  reduced  to  20  minutes,  and  the  five-  to  seven-hour  trek  to 
Santa  Maria  was  slashed  to  an  hour  and  a  half.  "It  saved  us  a 
tremendous  amount  of  time,"  says  Mondavi,  "but  we  also 
found  that  we  could  finish  our  meetings  without  the  concerns 
about  catching  a  scheduled  flight." 

The  winery  currently  uses  a  company-owned  Raytheon  King 
Air  200  to  handle  the  short,  in-state  trips.  'It's  been  very  valu- 
able for  our  vineyard  people,"  Mondavi  points  out. 

Reaching  Customers  Across  the  Nation 

That  was  business  aviation,  phase  one     We  then  said 
works  here,  what  about  when  we  travel  around  to  se<  our  main 
customers  throughout  the  United  States?'"  Mondavi  i  i  ,11s.  Ex- 
ecutive Jet  with  its  Net  lets  program  had  the  answer. 


purchased  a  fractional-share  interest  in  a  Cessna  Citation  V  Ultra. 

"It  is  such  a  vital  tool,"  says  Mondavi.  "The  most  valuable 
thing  that  we  have  in  this  business  is  time."  After  a  weeklong 
sales  trip  to  eight  East  Coast  cities,  he  was  delighted.  "We  had 
meetings  with  our  major  customers,  and  we  jammed  one  heck 
of  a  lot  of  business  in  that  week,"  says  Mondavi. 

On  another  trip,  six  managers  flew  direct  to  a  sales  meeting 
in  Denver.  "It  was  not  only  more  cost-efficient  than  commer- 
cial because  there  were  six  aboard,  but  it  cut  travel  time  in  half," 
he  says.  "We  can  be  airborne  within  10  minutes  of  leaving  the 
office,  and  we  have  privacy  and  an  opportunity  to  carry  on 
business  discussions  and  meetings  on  the  flight." 

Business  relationships  are  more  important  today  than  ever 
before,  he.emphasizes.  "You  build  personal  relationships  by 
being  with  the  people."  Now  he  can  meet  face-to-face  with  dis- 
tributors, retailers,  restaurateurs  and  the  media  much  more  fre- 
quently. "The  aircraft  and  the  Netjets  program  gives  us  that 
opportunity,"  says  Mondavi.  "We  are  a  stronger  and  more  ef- 
fective company  because  of  it." 

\  i  ndavi  adds,  "Fractional  ownership  gives  us  the  competi- 
tive (..Ige  that  larger  companies  have  when  they  own  their  air- 
uitright.  This  is  a  powerful  tool  and  we  realize  tremen- 
dous value  from  it." 
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^    ,nd  weather 
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live  television 

direct  to  your  aircraft 
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E  Pacific 
SYSTEMS 


joins  Airshow  to  prov|de; 
Integrated  Cabin  Sysfejns 

Airshow,  the  first  to  provide  live  news  and  information  to  the  cabin/Via  theV 

Airshow  Network,  and  the  first  to  offer  live  satellite  television  ,difecf  to  your 

aircraft,  introduces  the  addition  of  Pacific  Systems  to  its  corporate  product 

line.  Combined  with  Airshow  TV  and  the  new  Network  '99  they  are 

defining  the  future  of  cabin  integration 

See  us  at  NBAA  booth  #  6576  for  more  information,  or  call  1  -888-AIRSHOW 

Airshow  Inc.  '2742  Dow  Ave  •  Tustin,  CA  92780  USA  •  Tel  (714)  669-1300  Fax  (71 4)  730-169S  •  www.airshowinc.com 
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"Fractional  ownership  gives  us  the 

competitive  edge  that  larger  companies  have 

when  they  own  their  aircraft  outright." 

Michael  Mondavi,  President  and  Co-founder, 
Robert  Mondavi  Winery 


selection  of  a  management  firm. 

Currently,  about  20%  of  Allied  Jet's 
customers  are  first-time  aircraft  buyers. 
They  don't  all  start  with  a  smaller  air- 
craft, either,  Richards  says.  "Many  are 
opting  for  larger  aircraft  such  as  Hawk- 
ers, Falcons  and  larger  Citations  with 
greater  range  and  international  capabili- 
ty." This  underscores  the  dawning  of  the 
global  marketplace. 

TRANSFORMING  THE  OLD  TO 
VIRTUALLY  NEW 

can  take  a  used  aircraft  and  make  it 
like  brand  new,  at  a  fraction  of  the 
cost,"  says  Jim  Harrison,  Jet  Aviation's  air- 


craft completion  manager.  Older 
aircraft  represent  tremendous 
value,  he  says.  With  interior  up- 
grades, new  flight-deck  avionics 
and  exterior  paint,  an  older  air- 
plane can  be  completely  trans- 
formed. In  addition,  you  can  cus- 
tomize the  cabin  for  your  specific 
needs  and  increase  functionality  at 
the  same  time,  stresses  Harrison. 
Hundreds  of  options  are  possible. 
"When  it's  all  done,"  he  says,  "it 
will  amaze  you." 

Satellite  communications  are  in 
high  demand  and  the  hottest  item 
of  all  is  Airshow,  Harrison  notes. 


World  Wide  Executive  Jet  Charter 
Executive  Aircraft  Management 
Turbine  Maintenance     ' 
Aircraft  Interiors  and  Ciforppletions^ 


"The  company  I  chose 
to  manage,  charter  and 
maintain  my  Gulfitream 
IV  and  Gulfitream  V  is 

Clay  Lacy  Aviation. " 

Allen  E.  Paulson, 

former  CEO  and 

owner  Gulfstream 

Aerospace. 


Los  Angeles    V,  Seattle 


800-423-29 

Outside  the  U.S.  818-989-2901 


www.claylacy.com 


"We  don't  complete  an  aircraft 
without  it,"  he  says.  "Business 
people  want  to  tap  into  the  world 
markets  at  any  time  of  day  or 
night.  These  aircraft  are  being  de- 
signed to  do  business  from  the  sky," 
he  says.  "A  lot  can  happen  when 
you're  aloft  for  eight  or  10  hours." 

AIR-TRAVEL  FLEXIBILITY 
BY  THE  HOUR 

harter  offers  the  ultimate  in 
air-travel  flexibility,"  com- 
ments Fred  Gevault,  publisher  of 
The  Air  Charter  Guide.  "You  can 
choose  the  most  suitable  aircraft  at 
any  time  —  you  don't  have  to  own 
one.  You  purchase  the  amount  of 
charter  you  need,  when  you  need 
it,  and  there  is  no  long-term  com- 
mitment." 

One  of  the  most  comprehensive 
resources  available  for  charter  cus- 
tomers is  The  Air  Charter  Guide  — 
a  compendium  of  every  charter 
firm  and  aircraft  on  the  planet. 
Available  in  print  edition  or  on 
CD-ROM,  the  guide  lists  approx- 
imately 3,000  charter  operators 
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Butler  Machinery  Company 


ore  than  35  years  ago,  CEO  Matt  Butler  discovered  the 
value  of  business  aviation.  Butler  is  the  Caterpillar  dealer 
lof  the  Dakotas.  Headquartered  in  Fargo,  N.D.,  his  company 
currentlv  has  seven  full-line  Caterpillar  "stores"  throughout 
[North  and  South  Dakota.  It  can  take  five  hours  to  drive  to 
Minot,  N.D.,  he  says.  Now  he  flies  there  in  less  than  an  hour 
i  in  his  Pilatus  PC- 12  turboprop.  Without  an  airplane,  Butler  is 
[certain  he  would  not  have  been  able  to  open  as  many  stores. 

'We  use  technology  a  lot  in  this  business,  but  there  is  noth- 
ing that  will  ever  replace  direct  customer  contact,"  says  Butler, 
"particular!)  when  you're  dealing  with  heavy  equipment."  A  cus- 
tomer in  the  Minot  store  can  view  an  asphalt  paver  in  Sioux 
Falls  via  a  real-time  TV  network.  "Then  we  fly  the  customer 
out  to  see  the  equipment  at  a  site  and  close  the  sale,"  says  Butler. 
The  advantage  of  the  company  airplane  has  been  enormous  for 
I  Butler,  whose  heavy  equipment  sells  for  as  much  as  $2  million. 
Typically  Butler's  sales  staff  logs  the  lion's  share  of  flight  time 


in  pursuit  of  competitive  advantage.  The  Pilatus  might  depart 
Fargo,  pick  up  a  group  of  six  customers  in  Bismarck,  N.D.,  fly 
them  for  a  Caterpillar  plant  tour  in  Aurora,  111.,  and  then  move 
on  to  a  work  site  in  Pikesville,  Ky.  The  prospects  would  be  back 
in  Bismarck  the  following  day.  The  airplane  allows  Butler  to 
do  business  that  would  be  impossible  using  commercial  flights. 

Butler  knows  heavy  equipment.  He  selected  the  jet-powered 
Pilatus  because  of  its  safety  and  reliability  plus  its  range  and 
carrying  capacity.  Although  his  aircraft  is  configured  for  nine 
passengers,  he  can  convert  it  to  a  freight-hauler  in  half  an  hour. 
"We've  flown  to  Aurora  and  picked  up  1,500  pounds  of  hy- 
draulic lines  on  occasion,"  he  says.  That  type  of  customer  re- 
sponse is  vital  in  the  construction  industry,  where  equipment 
breakdowns  can  result  in  catastrophic  losses. 

"I  watch  my  pennies  and  I'm  careful  about  every  expendi- 
ture," says  Butler,  "but  you  have  to  look  at  the  value  of  time 
versus  the  cost.  I  understand  the  value  of  time." 


worldwide  —   1,800   in   the  U.S.  — 
indexed  by  location  and  aircraft 

When  it  comes  to  selecting  a  charter 
company,  however,  ( ievault  cautions 
that  all  charter  is  not  equal.  "Ask 
questions,"  he  says.  "How  long  have 
they  been  in  business1  What  is  their 
safety  record?  How  about  crew  ex- 
perience and  training,  as  well  as 
safety  equipment?" 

Rather  than  asking  about  a  spe- 
cific aircraft,  Gevault  suggests  start- 
ing by  outlining  exactly  where  you 
need  to  go  and  how  many  are  trav- 
eling. The  charter  operator  may 
have  an  aircraft  better  suited  to  your 
needs  —  one  with  longer  nonstop 
range  or  one  that's  more  comfort- 
able on  a  long  trip.  Don't  make  a 
decision  based  on  per-hour  cost 
alone.  Look  at  the  entire  trip  cost  as 
well  as  the  time  required.  One  air- 
craft may  have  the  range  but  not 
the  airfield  performance  necessary 
to  land  at  the  closest  possible  air- 
port. Landing  farther  away  may  di- 
minish the  timesaving  advantages. 

Remaining  productive  en  route  is 
another  essential.  What  seating  con- 
figurations does  the  aircraft  have? 
What  other  amenities  are  available 
such  as  in-flight  telephones,  a  VCR, 
fax  capability  and  laptop  computers? 


1  or  international  flights,  ask  about  satellite      not  airplanes,"  says  Jerry  Keating,  vice 

communications.  president  and  general  manager  of  Jet 

"Ultimately,  charter  is  about  service,      Aviation's  North  American  aircraft-man- 


Quality  Pre-Owned  Jets 


Quality  •  Value  •  Affordability 

Considering  a  business  aircraft? 
Call  us  now  for  tremendous  savings! 


LLIED 


JET  INTERNATIONAL 


Experience  Combined  With  Integrity 
770-963-9888 


Atlanta,  GA  •  E-mail:  alliedit@bellsouth.net 
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"We  would  need  more  top  management 

personnel  than  we  currently  have 

if  we  didn't  have  the  airplanes." 

Harvey  Gainey,  Chairman  and  CEO,  Gainey  Corporation 


agement  and  charter  division  based  in 
Teterboro,  N.J.  "When  timing  is  critical, 
charter  operators  must  be  flexible  — 
depart  sooner,  leave  later  and  perhaps 
even  make  changes  en  route.  Respon- 
siveness is  crucial  in  this  business." 

OUTSOURCING  AIRCRAFT 
OPERATIONS 

V  lthough  many  companies  recognize 
Lru  business  aircraft  benefits,  a  number 
of  them  stop  short  of  purchasing  be- 
cause it  involves  a  shift  of  focus  to 
flight  personnel,  maintenance,  support 
equipment  and  administration  among 
myriad  other  operational  details.  So 
what  is  the  answer  for  companies  that 
do  not  have  business  aviation  expertise 
in-house? 

"Learning  to  manage  and  operate  a 
business  aircraft  is  not  a  core  competen- 
cy for  most  companies,"  says  Jim  Chris- 
tiansen, president  of  Wayfarer  Aviation 
in  White  Plains,  N.Y.,  "but  you  can  out- 
source those  requirements  to  profession- 
al aircraft-management  firms.  These  or- 
ganizations are  skilled  in  business  aircraft 
operations.  They  allow  aircraft  owners  to 
focus  on  their  business,  not  airplanes." 

John  Winthrop,  president  of  The  Air 
Group,  agrees.  "Specialists  in  aircraft 
management  offer  operational  expertise, 
a  scheduling  and  dispatching  infrastruc- 
ture, maintenance  capability,  tools  and 
equipment  and  bulk  buying  power. 
Many  companies  that  purchase  aircraft 
lack  some  or  all  of  those  ingredients,"  he 
says.  "We  can  buy  gas  at  airline  rates.  We 
buy  training  and  insurance  in  volume, 
and  we  can  negotiate  lower  costs  on  just 
about  everything." 

In  addition,  management  companies 
can  generate  revenue  for  the  owner  by 
placing  the  aircraft  in  their  charter  fleet  at 
times  when  the  plane  would  be  idle.  "( )f- 
fering  the  aircraft  for  charter  can  offset 
some  of  the  cost  of  ownership,"  C  Ihris- 


tiansen  points  out.  Some 
owners  have  seen  as 
much  as  a  50%  reduc- 
tion in  overall  costs  this 
way,  and  in  certain  cases, 
an  aircraft  under  a  char- 
ter certificate  may  be 
exempt  from  the  state 
sales  tax. 

ROCKY  MOUNTAIN 
CHARTER  COMPANY 
SERVES  THE  NATION 

IT1  or  more  than  20 
LT  years,  Denver-based 
Mayo  Aviation  has  been 
bringing  nationwide  ac- 
cessibility to  the  Rocky 
Mountains.  The  compa- 
ny is  the  oldest  aircraft- 
charter  and  aircraft-man- 
agement organization  in 
the  area. 

Like  all  of  the  top  char- 
ter companies,  Mayo  sub- 
scribes to  rigid  safety  and 
training  standards.  This  is 
vital  for  any  professional 
flight  organization  and 
particularly  important  in 
the  unforgiving  Rockies, 
says  Mayo  President  Gil 
Wolin.  The  Mayo  fleet  of 
King  Air  turboprops, 
Learjets  and  midsize 
Hawker  aircraft  log  about  9,000  safe 
flight-hours  annually. 

"The  unprecedented  charter  growth 
that  we  are  seeing  is  being  driven  by 
high  energy  people  with  a  need  to  max- 
imize time.  They  also  have  a  commit- 
ment to  family  as  well  as  career,"  says 
Wolin.  "Interestingly,  airlines  are  driving 
charter  growth  as  well." 

Airlines,  particularly  in  the  West,  are 
flying  to  fewer  places.  Nonstop  com- 
mercial flights  from  Denvei  serve  only 


50  U.S.  cities.  Fly  anywhere  else  and  you 
can  count  on  a  plane  change  and  plenty 
of  wasted  time.  "Fewer  seats  are  available, 
comfort  levels  are  low  and  routes  and 
times  are  convenient  for  the  airlines,  not 
the  traveler,"  says  Wolin.  He  emphasizes 
that  Mayo  aircraft  offer  direct,  nonstop 
flights  to  several  thousand  more  locations 
across  the  nation,  and  you  control  your 
own  schedule. 

"We  are  flying  people  to  Charlotte, 
N.C.,  who  are  returning  late  the  same 


Lose  some  wait. 


Carpe  Schedulum:  A  short 
course  on  the  subject  of 
time  (yours),  and  jet 
aircraft  (in  this  case,  ours). 


Our  FlexJet  Fractional 
Ownership  program 
puts  control  of  your  schedule 
back  where  it  belongs:  with  you. 
Now  you  can  own  as  much  of 
a  Learjet  or  Challenger  business 
jet  as  you  need;  for  extremely 
busy  people  (that's  you), 
direct  from  the  manufacturer 
(that's  us).  For  as  little  as 
$175,000  per  year!  To  learn 
more,  give  us  a  toll-free  call 
at  1-800-590-JETS  No  need 
to  wait  any  longer.  As  we  like  to 
say,  we're  ready  when  you  are. 


AEROSPACE 


'Estimated  annual  after-tax  cost  of  ownership  (500  occupied  hours  over  five  years)  in  a  Learjet  31A  Conditions  apply. 
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day,"  Wolin  says.  "They  can't  wait  until 
tomorrow  for  a  return  airline  flight. 
That's  productive  time  lost."  A  major 
retail  chain  is  a  regular  Mayo  charter  cus- 
tomer. Six  of  the  company's  people  can 
visit  a  half-dozen  cities  across  the  North- 
west in  four  days  or  less. 

Forget  Beijing,  I  Need  to 
Get  to  Billings 

hile  companies  are  focused  on  global 
expansion  in  Asia  or  South  America, 
reaching  domestic  markets  like  Casper, 
Helena,  Billings  and  Grand  Junction  is 
more  complicated.  The  direct  airline 
flight  from  Denver  to  Billings,  Mont.,  for 
example,  takes  just  over  an  hour,  but 
don't  count  on  coming  home  the  same 
day.  With  a  Mayo  charter,  customers  can 
be  there  for  a  breakfast  meeting  and  be 
back  in  the  office  before  noon. 

The  time  and  cost-saving  benefits  are 
so  great  that  Mayo,  using  its  Raytheon 
King  Airs,  made  a  Denver  hospital  out- 
reach program  possible.  Several  doctors 
make  weekly  round-robin  visits  to  Rocky 
Mountain  communities  that  are  severely 
lacking  in  specialist  healthcare. 

Wolin  believes  that  when  charter  ex- 
ceeds 1 50  hours  per  year,  it  may  be  time 
to  buy  your  own  aircraft.  "We  can  place 
a  considerable  amount  of  charter  hours 
on  the  airplane  and  return  as  much  as 
half  of  the  total  operating  cost  to  the 
owner,"  he  says.  With  the  resale  market 
as  it's  been  over  the  past  decade,  the 
return  of  capital  will  be  excellent,  making 
business  aviation  one  of  the  best  invest- 
ments one  can  make. 

TRIUMPH  OF  THE 
HUMAN  SPIRIT 

t's  been  a  miracle  and  a  lifesaver," 
says  Melissa  Henne,  referring  to 
AlliedSignal's  corporate  shuttle  flight 
that  enables  her  to  travel  from  Rich- 
mond, Va.,  to  a  cancer  treatment  center 
in  New  Jersey. 

Henne,  mother  of  two  small  children, 
was  diagnosed  with  cancer  six  and  a  half 
years  ago.  Last  year  she  was  selected  to 
participate  in  a  new,  experimental  treat- 
ment. The  closest  cancer  center  was  in 
Hackensack,  N.J.,  which  would  take 
seven  hours  to  reach  by  car  and  would  be 


costly  by  airline,  consid- 
ering the  need  for  weekly 
visits.  "I  was  very  sick 
and  I  couldn't  imagine 
how  I  would  cope  with 
the  travel,"  says  Henne. 

Corporate  Angel  Net- 
work (CAN)  and  Al- 
liedSignal  Corporation 
came  to  her  rescue. 
CAN  arranges  for  pa- 
tients to  use  empty  seats 
on  corporate  aircraft  op- 
erating on  business 
flights. 

AlliedSignal,  a  partici- 
pating company,  oper- 
ates a  14-seat  employee 
shuttle  regularly  between 
the  company's  Morris- 
town,  N.J.,  headquarters 
and  Richmond.  The 
company  offers  CAN 
seats  on  the  flight  when 
they  are  available. 

On  Wednesdays,  Henne 
takes  the  shuttle  to  Mor- 
ristown,  rents  a  car  for  the 
30-minute  drive  to  her  treatment  and 
returns  for  the  late-afternoon  flight  home. 

"I'm  the  luckiest  person  on  the 
planet,"  she  says.  "Without  this  flight,  I 
don't  think  I  would  be  here  now.  It  is 
such  a  great  feeling  to  know  how  much 
these  people  care." 

Recently,  Henne  rode  with  Safe  Flight 
Instrument  Corporation,  marking 
CAN's  ten-thousandth  flight.  Safe  Flight 
President  Dr.  Leonard  Greene,  one  of 
CAN's  founders,  piloted  the  plane. 
Greene  also  piloted  the  first  CAN  flight 
in  1982.  Currently,  550  companies  par- 
ticipate in  this  worthy  program.  Com- 
panies interested  in  helping  someone  at 
no  cost  can  call  Jay  Weinberg,-  CAN 
president,  at  914-328-1313. 

SERVING  THE  WORLD  FROM 
BOTH  SIDES  OF  THE  NATION 

nnfi  hen  the  Aii  Group  swung  its  doors 
UU  open  in  Van  Nuys,  Calif.,  in  1980, 
the  era  of  outsourcing  had  come  of  age, 
says  President  John  Winthrop.  The  ma- 
jority of  hi  msiness  comes  from  com- 
panies that  an,    tew  to  business  aviation 


and  require  particular  expertise  in  oper- 
ating the  aircraft. 

In  1996,  The  Air  Group  set  up  a 
second  hub  operation  at  Teterboro  Air- 
port in  the  New  York  area.  With  addi- 
tional satellite  bases  in  Denver,  St.  Louis, 
Atlanta  and  Stewart,  N.Y.,  the  company 
offers  24-hour  service  in  every  time  zone 
from  New  York  to  Hawaii.  Currently, 
The  Air  Group  operates  a  charter  and 
managed-aircraft  fleet  of  3 1  planes  rang- 
ing from  Raytheon  King  Air  turboprops 
to  a  Boeing  757. 

"Charter  and  management  customers 
are  using  the  aircraft  more  than  ever 
before,"  says  Winthrop.  "Our  airplanes 
are  flying  50%  more  than  they  were  two 
years  ago."  Last  year  the  company  logged 
a  staggering  14,500  flight-hours. 

So  what's  propelling  the  interest?  "This 
is  a  global  market.  People  want  to  access 
the  situation  firsthand,  and  the  airlines 
don't  make  it  easy  for  them,"  he  says. 
"We  regularly  have  at  least  a  couple  of 
airplanes  overseas." 

Winthrop  mentions  a  recent  charter  to 
Beijing  and  six  other  cities  in  China.  "An 


Jet  Aviation 
Our  World  Revolves  Around  You 


During  the  past  four  decades.  Jet  Aviation 
and  its  2  "50  employees  at  over  30  locations 
worldwide  have  been  dedicated  to  providing 
its  clientele  with  uncompromised  global 
aviation  services. 

Whether  your  needs  are  for  dedicated  air 
charter  or  complete  aircraft  management,  our 
people  provide  you  with  the  turnkey  solution 
and  service  to  maximize  vour  aircraft  investment. 


Because  we  operate  the  world's  largest  charter  fleet  of  corporate 
and  private  jets,  we  can  take  you  anywhere  you  want  to  go.  Around 
the  globe.  Jet  Aviation's  staff  is  at  your  disposal  24  hours  a  day. 
Just  give  us  a  call  and  we  will  take  care  of  all  your  planning  and 


reservation  needs  immediately.  Within  hours  the 
aircraft  which  suits  your  travel  itinerary  best 
will  be  at  your  disposal  at  the  airport  of  your 
choice.  Enjoy  the  state-of-the-art  interior  of 
the  aircraft  and  let  your  crew  fly  you  in 
complete  comfort  and  safety. 

If  you  already  operate  an  aircraft,  consider 
Jet  Aviation  as  your  management  company  of 
choice.  Since  1972,  Jet  Aviation's  professional  flight 
management  has  helped  many  owners  enjoy  the  comfort  and 
convenience  expected  from  aircraft  ownership.  No  wonder,  more 
than  150  corporations  and  individuals  entrust  their  aircraft  and  all 
operational  details  to  Jet  Aviation.  We  focus  on  your  travel  needs, 
which  allows  you  to  focus  on  your  business. 


JET  HVIRTMOIU 

THE  ONLY  GLOBAL  BUSINESS  AVIATION  SERVICE  COMPANY 

Headquarters  North  &  South  America: 

West  Palm  Beach,  Florida  /  USA  /Terrance  P  Kelley  /  President  /  (1-561)  233-7242  /  Fax:  (1-561)  686-7553 

Headquarters  Europe,  Middle  &  Far  East 

Zurich  /  Switzenand  /  Heinz  Kohli  /  President  /  (41-1)  382  22  02  /  Fax:  (41-1)  382  20  41 
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important  consideration  is  safety  and  se- 
curity abroad,"  he  emphasizes.  "Flying  to 
four  Asian  cities  on  Aeroflot  is  not  an  at- 
tractive prospect." 

Mark  Shea,  vice  president  of  flight  op- 
erations and  The  Air  Group's  chief  pilot, 
concurs.  "Business  is  operating  at  a  fre- 
netic pace  and  trips  are  intensive.  Cus- 
tomers are  using  the  airplane  to  its  fullest 
advantage,"  he  says.  "It's  not  unusual  to 
have  flights  that  go  to  four  cities  in  a  day." 

Not  only  is  charter  up  but  there  is  a 
marked  increase  in  the  number  of  people 
traveling,  Shea  reports.  "We  are  filling 
seats  regularly,  and  these  people  are  not 
wasting  a  moment  on  board,  "  he  says. 
"You  see  laptops  out  and  discussions 
going  on  throughout  the  flight.  This  is 
serious  business." 

RAPIDLY  GROWING  NEW  YORK 
COMPANY  OFFERS  WORLDWIDE 
OPPORTUNITY 

flflro)eople  who  make  things  happen 

i_T  just  don't  have  time,"  says  Jim 
Christensen,  president  of  White  Plains, 
N.Y.-based  Wayfarer  Aviation.  "Man- 
agers need  to  travel  to  take  advantage  of 
growing  business  opportunities,  and 
global  markets  have  generated  a  tremen- 
dous need  to  travel."  As  a  result,  Wayfar- 
er has  had  a  significant  increase  in  char- 
ter and  about  a  third  of  its  business  is 
international. 

Wayfarer  was  established  43  years  ago 
to  operate  the  Rockefeller  family's  air- 
craft. Today,  the  company  provides  char- 
ter, aircraft  management,  maintenance 
and  purchase/sales  consulting  services  to 
a  wide  range  of  New  York- area  customers 
seeking  footholds  in  emerging  domestic 
and  global  markets. 

Wayfarer's  principal  managed-aircraft 
customers  are  first-time  buyers  who 
recently  discovered  the  benefits  of  a  busi- 
ness aircraft,  says  Christensen.  "They 
view  the  aircraft  as  a  business  tool.  We 
offer  them  an  instant  flight  department," 
he  says.  "They  want  to  operate  their 
business,  not  an  airplane."  Many  owners 
offer  their  aircraft  for  charter  to  supple- 
ment their  own  use. 

The  Wayfarer  charter  fleet,  consisting 
of  26  aircraft,  is  unusually  broad.  Twin- 
jet  helicopters,  turboprops,  small-  and 


medium-cabin  jets  plus 
several  international, 
long-range  Dassault 
Falcon  900s,  Bombardier 
Challengers  and  Gulf- 
streams  are  available  for 
charter,  24  hours  a  day. 

With  the  current 
focus  on  global  business, 
Wayfarer  is  adding  a 
Gulfstream  GV  and  a 
Bombardier  Global  Ex- 
press to  its  charter  fleet. 
These  will  be  great  char- 
ter aircraft,  Christensen 
believes,  because  the 
demand  for  nonstop 
flights  from  New  York 
to  the  Far  East  is  high. 
The  owners  will  have 
their  aircraft  when 
needed,  but  they  will 
also  offset  operating 
costs  through  charter. 

Christensen  stresses 
that  international  busi- 
ness aircraft  flights  save 
tremendous  amounts  of 
time.  You  arrive  for  the 
flight  and  taxi  out  within 
minutes.  There  is  no  two- 
hour-in-advance-of-flight 
requirement.  "Prior  to 
landing,  we  prearrange 
for  customs  inspectors  to 
come  directly  to  the 
plane,"  says  Christensen. 

Helicopters  Vault 
Metro  Traffic 
Snarls 

nstrument-capable 

helicopters  are  used  daily  in  the  New 
York  area,  often  as  complements  to  jet  ar- 
rivals at  Westchester  County  Airport. 
"Anything  you  can  do  to  save  time  is  a 
winner,"  says  Christensen.  From  the 
Wayfarer  tarmac  to  midtown  Manhattan 
or  any  New  York-area  airport  takes  15 
minutes.  Manhattan-bound  passengers 
on  a  morning  jet  arrival  planning  to 
return  i!'  ening  can  save  an  hour  and 
a  hall  by  avoiding  rush-hour 

traffic.  1  I  elicopter  gives  new  mean- 
ing to  door  to-door  delivery. 
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GLOBAL  CHARTER  BOUTIQUE 

TP  hirty  years  ago,  Clay  Lacy  founded 
U  Clay  Lacy  Aviation  at  Van  Nuys  Air- 
port in  the  Los  Angeles  Basin.  Original- 
ly, domestic  Learjet  charter  was  Lacy's 
focus,  but  that  has  changed  dramatically 
in  recent  years.  "Our  largest  growth,"  he 
says,  "has  been  in  aircraft  with  intercon- 
tinental capability."  Charter  customers 
are  traveling  globally  with  unprecedent- 
ed frequency,  he  says.  Today,  with  six 
Gulfstreams  in  his  fleet,  and  half  their 
hours  logged  on  international  flights,  his 
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1-800-950  4853 

Telefax  912-965-3800 
www.gulfstreamaircraft.  com 


See  how  far 
Executive  Jet  and 
Gulfstream  can 
take  your  company. 


If  your  horizons  are  expanding,  perhaps  now 
is  the  perfect  time  to  own  a  share  of  a  Gulfstream 
from  Gulfstream  &  Executive  Jet.  The  effect  it 
can  have  on  your  business  is  extraordinary.  With 
Gulfstream  Shares®  you  can  enjoy  all  the  comfort, 
performance,  productivity,  reliability  and  safety 
of  the  legendary  Gulfstream  IV-SP®  while  relying 
on  Executive  jet,  founder  of  the  Netjetsfe  program, 
and  their  thirty  years  of  unparalleled  experience 
and  world-class  service.  New  markets.  New 
relationships.  New  opportunities.  See  how  far 
Gulfstream  &  Executive  Jet  can  take  you. 
Call  1-800-950-4853. 


Gulfstream  Shares- 
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Executive  let  &  Gtilfstream 


Citation  X,  Falcon  2000  and  Gulfstream  IV-SP? 


business  is  unquestionably  global,  too. 

The  frequency  with  which  the  trips  take 
place,  the  number  of  places  passengers 
visit  and  the  pace  at  which  they  move  is  a 
commentary  on  the  speed  of  worldwide 
business.  Tools  that  increase  productivity 
and  save  time  are  unquestionably  com- 
petitive essentials  for  the  next  millennium. 

To  meet  increasing  international-travel 
demand,  Lacy  is  adding  a  new  ultra- 
long-range  Gulfstream  GV  shortly  and 
he's  expecting  a  globe-spanning  Boeing 
Business  Jet  in  the  fleet  by  next  year. 

Business  Necessities 

(rti  lay  Lacy  Aviation  is  a  good  deal  more 
Vi9  than  charter  and  aircraft  management. 
The  company  has  satellite  operations  in 
Seattle,  Santa  Ana  and  Atlanta.  Lacy's  in- 
house  maintenance  facility  at  its  executive 
terminal  in  Van  Nuys  not  only  services 
the  19  aircraft  in  the  fleet  but  also  many 
of  the  aircraft  owned  by  major  corpora- 
tions in  the  local  area.  In  addition,  he  has 
an  upholstery  shop  that  keeps  his  aircraft 


interiors  in  top  shape. 

Lacy,  a  40-year  veteran 
of  United  Airlines,  has  a 
vast  amount  of  interna- 
tional flight  experience. 
He  trains  his  pilots  using 
rigorous  airline  regimens 
and  flies  with  them  regu- 
larly to  ensure  the  high- 
est standards  of  profes- 
sionalism and  safety. 

He  recognizes  that  in 
the  aviation  business  ex- 
cellent flight  training  and 
top-notch  maintenance 
are  just  half  of  the  story. 
"I  built  my  whole  busi- 
ness around  people,"  he 
stresses.  "This  business  is 
about  sincerity,  integrity 
and  customer  service." 

Three  of  Lacy's  newest 
management  customers 
had  been  flying  by  airline 
before   they  purchased 


Company  Proflte 


Bentley  Health  Care,  Inc. 


W7ou  have  to  move  at  500  mph  to  keep  up  with  Dr.  Bernard 
u  Salick,  a  physician,  entrepreneur,  horse  breeder  and  real 
estate  developer.  Three  years  ago,  Salick  turned  his  focus  to  cre- 
ating a  nationwide  series  of  cancer  and  AIDS  centers.  His  com- 
pany, Bentley  Health  Care,  Inc.,  opened  its  first  center  in  the 
New  York  area  recently. 

Regularly  crisscrossing  the  U.S.,  negotiating  deals  in  half  a 
dozen  cities  and  making  trips  to  Europe  to  satisfy  his  horse- 
breeding  interests,  Salick  is  a  man  constantly  on  the  go. 

He  used  to  fly  by  airline,  but  last  year  Salick  discovered  the 
benefits  of  business  aviation  and  bought  his  own  airplane  —  a 
Gulfstream  GUI. 

"The  Bentley  management  team  flew  to  New  York  and  back 
24  times  in  the  past  year,"  he  says.  "Usually  five  or  six  of  us  are 
on  the  plane,  and  we  are  able  to  accomplish  an  enormous 
amount.  To  be  able  to  fly  across  the  country  discussing  the 
terms  of  a  deal  and  bring  all  our  top  people  together  is  ab- 
solutely critical  to  me." 

"When  I  considered  buying  the  plane,  everybody  gave  me  all 
sorts  of  advice  —  'hire  your  own  fligl  re  this,  hire 

that.'  I  could  never  have  done  any  of  this  >>  thout  a  m.< 
ment  group,"  says  Salick.  He  selected  (  Aviation  in 

Van  Nuys,  Calif,  to  handle  the  entire  aircraft  o.  oration.  'It's 
been  a  great  thing,"  he  says.  "Clay  Lacy  does  everything  for  i  e. 
The  people  are  absolutely  spectacular,  the  plane  is  alw      ini 


maculate  and  the  pilots  are  the  best." 

For  Salick,  the  Gulfstream  is  as  important  as  an  airborne 
office  as  it  is  in  saving  precious  time.  "I  recently  put  in  a  satel- 
lite communications  system  and  Airshow  TV.  Everyone  is  on 
the  phone  all  of  the  time,  and  the  plane  is  big  enough  so  that 
you  can  be  in  separate  areas,"  he  says.  "One  group  in  front 
could  be  talking  about  a  deal  that  we  are  negotiating.  Someone 
else  in  the  back  could  be  preparing  documents.  Somebody 
could  be  on  the  phone  talking  with  the  lawyers,  getting  every- 
thing in  shape.  And  in  front  of  you  [via  Airshow  TV  and  Air- 
show  Network] ,  you  have  the  stock  market,  the  price  of  the 
yen,  what  the  Hang  Seng  index  is  doing  and  what  the  Nikkei 
index  is  doing!  Travel  time  is  totally  productive.  You  can  stay 
in  touch  with  your  other  businesses  from  anywhere  in  the 
world,  anytime  you're  on  the  plane  —  you  can't  possibly  do 
that  any  other  way. 

"The  Gulfstream  has  allowed  me  unbelievable  access.  We  could 
never  have  accomplished  the  deals  that  I've  been  able  to  pull  off" 
in  the  past  year  without  this  plane.  To  mobilize  that  many  people 
traveling  back  and  forth,  have  that  many  high-powered  executives 
all  together  at  one  time,  travel  to  different  cities  on  one  trip,  allow 
the  meeting  to  run  late  and  then  take  off  at  10  o'clock  at  night, 
and  maintain  my  family  life  —  which  is  the  most  important  thing 
for  me  —  that  is  what  having  a  plane  is  all  about.  I  don't  see  how 
anybovl^  could  do  all  that  without  one." 


l_ 


a  small  jet 
is  really 
NO  BIG 
THING 


BOB  EDWARDS  President  of  Road  Trailer  Rentals  Inc. 


St.  Petersburg 


Pilatus  PC  12 


Cessna  CitationJet 

PC  12 I  CitationJet 

tiME    3  nr.  S3  mitt.  3  hr.  45  min. 
fuei     211  gal        333  gal 
doc    S1083  S 1603 

A  necessary  fuel 
stop  of  45  minutes 
in  Winston-Salem 
is  included  in 
the  CitationJet 
trip  time. 
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"I  CAME  VERY 
CLOSE  TO  BUYING 
55      A  SMALL  JET," 


says  PC-12  owner  Bob  Edwards,  President  of 
Road  I  r.nler  Rentals  Inc.,  in  Ontario.  But  that  was 
before  he  realized  how  much  more  airplane  he 
could  get  m  a  Pilatus  PC-12. 
Like  over  75%  more 
pressurized  i  abin 
volume,  for  example. 
A  huge  cargo  door. 
And  dramatically  higher 
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100™ 


DELIVERED 

APRIL 

1998 


operating  efficiency.  All  for  hundreds  of  thousands 
of  dollars  less  m  acquisition  costs. 

"I  thought  I  needed  the  speed  of  a  jet,"  says  Bob, 
whose  airplane  happens  to  mark  the 
100th  PC-12  delivery  worldwide. 
"But  flying  the  PC-12  down  to  our 
home  m  Florida,  with  5  or  6  of  our 
friends,  we  would  all  have  more  room, 
we'd  spend  a  lot  less  money  getting 
there,  and  we'd  arrive  only  minutes  later  than  the  jet.* 
That's  because  the  jet  has  to  stop  for  fuel,  and 
we  don't,  since  the  PC-12  delivers  far  more  range." 
In  fact,  up  to  79%  more  with  six  passengers. 

Like  many  other  PC-12  owners,  Bob  remains 
successful  by  getting  more  mileage  out  of  each 
dollar  invested. 

-==  PILATUS  =■ 

Business  Aircraft 

For  more  information,  please  call  1  800  Pilatus  (745-2887) 
or  visit  us  on  the  web  at  www.pilatus-aircraft.com 

'Scenario  compares  PC-12  and  CitationJet  on  956  nm  trip  from  Toronto  to  St.  Petersburg, 
each  with  6  passengers  plus  pilot  and  IFR  tuel  reserve  with  100  nm  alternate 


ADJUST  ATTITUDES. 

MOTIVATE 
THE  TROOPS. 

CHARGE  THEIR 

ENTREPRENEURIAL 

SPIRIT. 


Here's  a  tip  to  keep  your  employees 
in  top  form:  More  than  10,000 
companies  in  the  United  States  have 
discovered  that  professionally  flown, 
turbine-powered  business  aircraft 
actually  can  change  the  way 
employees  think  and  act. 

Suddenly  markets  once  thought 
distant  and  difficult  to  reach 
are  open  and  accessible. 

I  he  inexpensive  land  and  reliable 
labor  of  Rural  America  becomes  just 
a  short  hop  away,  cutting  production 
and  transportation  costs. 


And  travel  time,  once  chalked  up 
by  companies  as  necessarily  lost 
in  the  ordinary  course  of  business, 
now  ranks  among  the  most 
productive  of  the  day,  a  benefit 
of  the  uninterrupted  (and 
confidential)  conference  or  study 
time  available  enroute  on  business 
aircraft  -  an  office  that  moves. 

Customer  service,  even  emergency 
customer  service,  takes  on  an  easy, 
instantaneous  quality.  Customers 
really  notice  and  appreciate  your 
commitment,  which  shows  up  on 
your  next  quarterly  report. 


I  v 


CHANGE 

YOUR 

CORPORATE 

CULTURE 


And  whether  old  or  new,  customers 
practically  leap  at  the  chance  to  visit 
when  yon  offer  to  pick  them  up 
in  the  morning  and  return  them 
home  the  same  day. 

Of  course,  employee  time  saved  hy 
flying  nonstop  often  fully  offsets  the 
cost  of  getting  there  vis-a-vis  less 
efficient  ways  of  travel.  And  when 
you  add  the  value  of  employee  time 
saved,  productivity  gains  enroute, 
overnight  stays  eliminated,  and  family 
time  restored,  you'll  discover  that 
travel  by  business  aircraft  often  is  less 
expensive  than  the  alternatives. 
Yes,  less  expensive. 


For  all  these  routine  reasons  and 
more,  business  aircraft  have  been 
energizing  corporate  cultures  and 
bottom  lines  for  more  than  70  years. 

In  fact,  today  the  vast  majority  of  the 
most  productive  and  profitable  com- 
panies see  business  aircraft  as  simply 
an  ordinary  business  travel  option 
useful  to  maximize  their  two  most 
important  assets  -  people  and  time. 

You  can  too.  To  find  out  how,  just 
call  (800)  9-AVIATE  or  visit  us 
on  the  Web  at  www.nbaa.org/why. 
After  all,  attitude  adjustment  has  to 
start  with  someone.  Why  not  you? 


TTif^TT 


NO  GAIN 


R      T      I 


Gulfstreams.  "These  smaller  companies 
are  realizing  the  time-saving  advantages 
that  major  corporations  have  known 
about  for  years,"  says  Lacy.  "They  now 
realize  that  business  aviation  is  not  a 
luxury.  It's  a  necessity  for  doing  business 
and  remaining  competitive." 

BUSINESS  AVIATION  SERVICE 
ON  FOUR  CONTINENTS 

nn/]  ith  locations  around  the  world,  in- 
J  j  eluding  the  U.S.,  Europe,  Asia  and 
the  Middle  East,  Jet  Aviation  ranks  as  the 
largest  global  provider  of  business-jet 
charter  and  business  aviation  services. 
Two  international  coordination  centers 
—  one  in  Zurich,  Switzerland,  and  an- 
other in  Teterboro,  N.J.  —  arrange  all 
planning  and  reservation  needs  24  hours 
a  day.  With  an  additional  base  in  Singa- 
pore, the  company  manages  more  than 
145  aircraft  worldwide. 

"Charter  is  the  strongest  growth  seg- 
ment of  our  business,"  says  Jerry  Keat- 
ing, vice  president  and  general  manager 
of  Jet  Aviation's  North  American  aircraft 
management  and  charter  division  based 


in  Teterboro,  N.J.  Pro- 
pelled by  mega-mergers, 
acquisitions,  joint  ven- 
tures and  public  offer- 
ings, Wall  Street  bankers 
and  investors  are  con- 
stantly on  the  move. 
These  trips  generally  in- 
volve three  or  four  stops 
a  day  over  a  five-  or  six- 
day  period,  according  to 
Keating.  Business  aircraft 
make  this  kind  of  gruel- 
ing schedule  possible. 

Many  Jet  Aviation  cus- 
tomers fly  the  Concorde 
to  Europe,  cutting  the 
flight  time  in  half,  and 
then  arrange  for  a  local 
Jet  Aviation  charter  that 
is  coordinated  through 
the  company's  base  in 
Zurich.  The  same  benefit 
is  available  to  customers 
flying  to  the  Middle  East 
or  Singapore. 

Besides  operating  the 


Company  Profile 


Gainey  Corporation 


f<  u  etting  to  and  from  the  company  headquarters  in  Grand 
3j  Rapids,  Mich.,  isn't  easy.  So  when  you  have  your  finger  on 
the  pulse  of  seven  subsidiaries  scattered  across  the  nation  —  five 
motor  carriers,  a  freight  brokerage  firm  and  a  trailer-equipment- 
leasing  company  —  as  Harvey  Gainey  does,  and  you  need  to 
maximize  time,  business  aviation  provides  the  best  solution. 

Gainey  Corporation  operates  a  Raytheon  Beechjet  400,  soon 
to  be  replaced  with  a  new  Raytheon  Hawker  800  XP.  In  addi- 
tion, the  company's  Somerset,  Ky,  motor  carrier  subsidiary  op- 
erates a  Cessna  Citation  Jet.  Each  aircraft  logs  nearly  400  hours 
per  year. 

"Time  is  the  most  valuable  resource  I  have,"  says  Gainey.  "We 
would  need  more  top  management  personnel  than  we  current- 
ly have  if  we  didn't  have  the  airplanes."  He  generally  takes  his 
head  financial  people  and  works  in  others  who  can  benefit  from 
the  trip.  "We  usually  have  two  to  five  passengers,"  he  says. 

Gainey  and  his  management  team  make  a  monthly  visit  to 
each  subsidiary  and  regularly  call  upon  30  company  locations. 
Places  like  Somerset,  Ky,  Leesburg,  Fla.,  and  Hanover,  Pa.,  are 
not  easily  accessible.  The  commercial  trip  from  Grand  Rapids 
to  Somerset,  for  example,  requires  a  plane  change  ii  '  incin- 
nati  and  a  75-mile  drive  from  Lexington,  Kv.  Ii 
trip,"  says  Gainey.  "We  can  fly  there  in  SS  minutes  -    die  ad- 


vantage is  extraordinary."  He  emphasizes,  "We  needed  the  ul- 
timate in  flexibility.  If  I  get  to  the  office  and  find  I  need  to  go 
to  Kentucky,  I  want  to  go  now.  I  don't  want  to  wait." 

Staying  in  Touch  With  the  Company 

In  addition  to  staying  in  close  touch  with  his  employees, 
Gainey  makes  frequent  customer  visits  and  often  brings  them 
to  Grand  Rapids.  "We  landed  three  or  four  large  accounts  this 
year  alone  because  the  customers  were  able  to  come  here  and 
see  what  we  do,"  says  Gainey.  "They  wouldn't  have  come  oth- 
erwise because  the  airline  trip  is  too  time-consuming.  We  make 
it  convenient  for  them." 

The  aircraft  also  afford  important  productivity  benefits  in 
the  air.  "I  do  a  lot  in  the  airplane  that  might  not  get  done  in 
the  office  and  certainly  not  on  an  airliner  .  .  .  and  when  I  get 
to  my  destination  I  am  not  nearly  as  worn  out,"  Gainey  points 
out.  "To  me,  one  of  the  most  amazing  differences  is  how  much 
more  relaxed  and  rested  you  are  when  you  arrive. 

"It's  very  hard  to  put  a  dollar  figure  on  all  these  different 
business  aviation  advantages,"  says  Gainey.  "When  you  put  all 
the  benefits  together,  we  are  not  only  a  fast-growing  company, 
we  are  a  very  profitable  company  .  .  .  and  that's  after  you  take 
out  the  cost  of  the  airplane." 


We  Tailor  Transportation  Solutions 
To  A  Specific  Purpose. 


Learjet*60  Challenger' 604     Canadair  Special  Edition"  Global  Express* 


Yours. 


We  offer  corporate  aviation's  most  complete  family  of  business  jets. 


Complement  them  with  a  broad  range  of  programs  and  services.  Back  them 


with  the  industry's  farthest  reaching  service  and  support.  And  then  we 


get  very  specific.  About  your  needs.  About  your  objectives.  About  how  to 


customize  your  most  intelligent,  most  effective  transportation  solution. 


For  information,  in  North  America,  call  (800)  268-0030. 
Elsewhere  call  (514)  855-7698. 


BOMBARDIER 


♦Trademarks  of  Bombardier  Inc. 


BOMBARDIER 

AEROSPACE 


world  s  largest  business-jet  charter  service 
and  managed-aircraft  fleet,  Jet  Aviation 
is  also  a  designated  repair  or  service 
center  for  virtually  every  aircraft,  avion- 
ics and  engine  manufacturer.  Jet  Avia- 
tion's executive  terminals  (three  in  the 
U.S.  and  12  abroad)  serve  the  needs  of 
its  charter  and  managed-aircraft  cus- 
tomers and  other  visitors  by  providing  a 
full  range  of  services,  including  ground 
transportation  and  hotel  arrangements, 
aircraft  refueling  and  catering,  plus  com- 
fortable facilities  for  meeting  clients  or 
passengers. 

While  the  aircraft  provides  the  trans- 
portation, a  well-designed  interior  adds 
crucial  productivity  benefits.  Jet  Aviations 
facilities  in  Basel,  Switzerland,  and  West 
Palm  Beach,  Fla.,  can  transform  any  air- 
craft, from  turboprops  to  airliners,  into  a 
functional  work  environment.  Jet  Avia- 
tion, Basel,  is  also  an  authorized  comple- 
tion center  for  the  newest  global-range 
corporate  jediners  —  the  Boeing  Business 
Jet  and  the  Airbus  A3 1 9  Corporate  Jet. 

GUARANTEED  MAINTENANCE 
COSTS 

|~d)  usiness  aircraft  are  major  capital  in- 
ly vestments,  but  properly  maintained, 
turbine-powered  aircraft  have  historical- 
ly held  their  value,  says  Allen  Qualey, 
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president  of  the  Special- 
ty Finance  Group  for 
South  Bend,  Ind. -based 
1st  Source  Bank.  Qualey 
specializes  in  financing 
pre-owned  jet  and  turbo- 
prop aircraft. 

Although  investment 
value  can  be  forecast,  the 
cost  of  engine  and  air- 
craft maintenance  is  less 
predictable.  Because  en- 
gines are  the  most  ex- 
pensive parts  on  an  air- 
plane, anything  that  goes 
wrong  can  be  costly. 

Sensitive  to  these  finan- 
cial uncertainties,  Rick 
Haskins  and  partners 
Maria  Rabin  and  Ron  Zil- 
berbrand  launched  Chica- 
go, Ill.-based  Jet  Support 
Services,  Inc.  (JSSI)  to 
provide  a  flexible  and 
comprehensive  guaran- 
teed-hourly-cost  engine- 
maintenance  program. 


NO  RISKS,  NO  bUrpriSOS  pected  repair  costs  on  turbine  engines. 

rpor  a  fixed  cost  per  operating  hour,  The  program  assures  that  the  engines  i 

LT  JSSI  offers  "no-risk"  coverage  for  all  will  receive  the  highest  possible  standard 

scheduled  maintenance  plus  any  unex-  of  care.  The  result  is  total  cost  control 


Company  Profile 


Richard  A.  Foreman  and  Associates 


IIT)  ichard  Foreman  is  a  Stamford,  Conn. -based  media  broker 
Liu  —  a  business  matchmaker  in  the  world  of  TV,  radio  and  en- 
tertainment companies.  Although  his  business  focus  is  telecom- 
munications, Foreman  feels  that  his  success  has  much  to  do 
with  being  there  first  to  capitalize  on  opportunities.  "That 
direct,  face-to-face  relationship  creates  an  enormous  competi- 
tive advantage,"  says  Foreman. 

To  maintain  the  competitive  edge,  Foreman  uses  his  Pilams  PC- 
12  —  a  sophisticated,  single-engine  turboprop  business  aircraft  — 
that  combines  spaciousness,  comfort,  performance  and  jet-powered 
reliability.  The  company  plane  allows  him  to  intensively  scout  a  ter- 
ritory that  extends  west  to  the  Mississippi.  Its  greatest  asset  is  saving 
time,  he  says,  something  particularly  precious  in  his  busines 

Foreman  flies  commercially  when  it  makes  sense,  but  muc!  i    this 
traveling  is  to  smaller  cities  that  are  often  considerable  disl 
airline  hubs.  "These  are  places  that  could  tukt  the  bettei 
day  to  reach  without  your  own  airplane,"  remarks  Foreman  In  the 
Pilatus,  most  are  within  two  and  a  half  hours  of  his  offic 


A  prospective  seller  called  Foreman  in  Stamford  one  morn- 
ing. Foreman  met  him  for  lunch  in  Portsmouth,  N.H.,  and  was 
back  in  the  Stamford  office  by  late  afternoon.  "They  are  im- 
pressed that  you  made  the  trip  to  see  them,"  he  says.  The  best 
commercial  flight  plus  a  100-mile  road  trip  would  have  taken 
eight  hours  or  more  round-trip. 

His  company  airplane  is  enormously  effective.  The  Pilatus, 
he  says,  is  exceptionally  adept  at  handling  small,  rural  airports 
that  many  "business  jets  might  be  uncomfortable  negotiating. 
That  means  Foreman  can  land  very  close  to  the  sites  he  plans 
co  visit.  Although  the  aircraft  is  cost-effective  enough  for  him 
to  fly  alone,  he  regularly  brings  buyer  groups  including  the  prin- 
cipal, lawyers  and  accountants.  With  the  Pilatus,  he  can  fly  as 
many  as  seven  passengers  halfway  across  the  country  nonstop. 

Timing  is  everything,  says  Foreman.  "We  are  structuring  deals 
valued  in  the  tens  of  millions  of  dollars,"  he  says.  "I  can't  sched- 
ule the  negotiations  around  an  airline  flight.  With  the  airplane, 
1  can  be  there,  make  an  assessment  and  avoid  a  costly  error." 


You  (an  Buy  A  Business  Jet. 

(and  hire  pilots,  buy  insurance,  pay  for  maintenance,  hangar  space,  airworthiness 
directives,  fuel,  and  then  try  to  convince  your  stockholders  you're  doing  it  all  in 
their  best  interests.)  ^ 


You  Can  Buy  A  fraction  Of  A  Business  Jet. 

(and  if  you  never  see  the  jet  you  "own"  just  keep  telling  your  friends  you  own  it  anyhow,  and  hope 
your  stockholders  don't  mind  off  balance  sheet  spending  or  the  fact  that  you're  burning  twice  the 
cash  on  air  transportation  you  would  have  with  charter.  Maybe  you  can  even  sell  the  thing  in 
five  years!  ) 


Or  You  (an  (harter  A  Business  Jet, 
And  Come  Out  Smelling  Like  A  Rose. 

It's  always  been  easier  to  rent.  Why  get  into  the  pilot  hiring  business  if  you 

don't  have  to?  Even  a  "fraction"  of  the  investment  of  an  executive  jet  is  not 

exactly  floral  feed.  What  you're  really  doing  is  investing  in  someone  else's 

flight  operation  with  the  guarantee  of  losing  some  of  your  investment  and 

all  of  your  management  fees.  In  exchange  you  get  air  transportation 

you  could  have  had  for  half  the  price  if  you'd  chartered.  Roses 

come  in  many  colors.  So  does  charter. 

With  The  Air  Charter  Guide™,  you  can  see  them  all  - 

helicopters,  turboprops,  turbojets'of  all  capabilities  -  worldwide. 

Don't  create  problems  for  yourself  with  a  purchase  the  size  of  a  business  jet 

Charter! 


Charter  Guides    104  Mt.  Auburn  Street    Cambridge,    Massachusetts    02138       (617)547-5811      Fax:  (617) 


-5335 


S      E      M 


"It's  not  what  it  used  to  be.  You  don't 

have  to  call  the  plane  the  indefensible' 

anymore.  It  is  absolutely  indispensable. 

There  is  no  question  about  it." 

Bernard  Salick,  M.D.,  Founder  and  CEO, 
Bentley  Health  Care,  Inc. 


and  round-the-clock  peace  of  mind. 
Flexible  options  can  be  custom-tailored 
for  specific  needs. 

All  JSSI  programs  can  be  applied  to  any 
new  or  used  aircraft  from  any  manufac- 
turer, and  they  can  be  transferred  to  a  new 
owner,  if  desired.  "The  buyer  is  protected 
because  the  engine  receives  the  best  possi- 
ble maintenance  on  a  progressive  basis, 
and  the  program  provides  security  and 
collateral  protection  to  the  lender,"  says 
Qualey.  "We  might  be  interested  in  a 
higher  loan  value  knowing  the  engines  are 
protected  or  we  might  be  willing  to 
extend  the  amortization  period." 

The  JSSI  cost-containment  program 
makes  business  aviation  more  affordable. 
It  is  an  important  factor  in  increasing  air- 
craft resale  values,  says  Qualey.  The  JSSI 
program  makes  an  aircraft  easier  to  sell  by 
increasing  the  comfort  level  for  the  buyer. 

In  conjunction  with  Dassault  Falcon 
Jet,  JSSI  created  a  "Tip-to-Tail"  mainte- 
nance program  that  covers  virtually 
everything  on  the  aircraft  at  a  guaranteed 
hourly  fixed  cost.  Called  FalconFirst,  this 
maintenance  program  covers  all  new 
Falcon  aircraft  for  any  anticipated  or  un- 
expected engine  or  aircraft  repairs. 

Pete  Ginocchio,  Dassault  Falcon  Jet's 
senior  vice  president  of  customer  sup- 
port, says,  "We  can  now  offer  a  cost 
guarantee  that  eliminates  any  surprises." 
The  new  FalconFirst  program  makes  pre- 
dicting the  total  aircraft  operating  cost  an 
exact  science. 

BUSINESS  AVIATION: 
SOIETIING  FOI  EVEIYONE 

usiness  aviation  creates  time.  It  is 

convenient,  flexible  and  affordable. 

"I'm  a  kid  from  Queens,"  says   |im 

McCann  of  1-800-FLOWERS.   "It's 

neat  as  heck  to  be  able  to  take  four  or 


five  of  our  people  with 
us.  I'm  still  not  over  the 
coolness  of  it,  nor  are 
our  folks.  It  makes 
travel  not  a  burden  but 
a  fun  adventure." 

The  amazing  thing  is 
that  business  aviation 
has  the  ability  to  satisfy 
so  many  diverse  needs. 
Each  product  offers 
unique  capabilities  and 
unique  benefits.  There  is 
literally  something  for 
everyone.  And  not  only 
can  a  business  aircraft 
serve  you  well  today,  but 
a  wide  range  of  choices 
and  options  are  avail- 
able, so  that  as  your 
business  grows  and 
changes,  you  can  select  different  tools 
that  serve  you  best. 

Dr.  Bernard  Salick  has  definitely 
become  an  enlightened  business  traveler. 
"This  airplane  has  changed  the  way  I 
work,  dramatically.  It  increases  your  effi- 
ciency 1,000%,"  he  exclaims.  "I  think 
that  if  executives  and  entrepreneurs  really 
tuned  in  to  the  advantages  of  a  business 
aircraft,  particularly  now  in  this  global 
age,  they  would  realize  that  the  benefit  to 
their  shareholders  is  absolutely  maxi- 
mum. It's  not  what  it  used  to'  be.  You 
don't  have  to  call  the  plane  the  'indefen- 
sible' anymore.  It  is  absolutely  indis- 
pensable. There  is  no  question  about  it." 

Written  and  produced  by  Mark  Patiky  presi- 
dent of  Miami-based  Beehive  Communica- 
tions Inc.  and  an  accomplished pilot  who  unites 
for  national  and  inta-national publications. 

Principal  photography  by  1  ml  Bowen. 
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1  itroducing  the  Envoy  3: 
you're  thinking  about  buying 
r  i  Hawker  800XP\  set  your  sights 
>n  something  bigger. 


There's  no  doubt  that  the  Hawker  800XP  is  a  great  mid-size 

■jet.  But  that's  also  the  problem:  it's  mid-size,  especially 

when  measured  against  the  comparably  priced  Envoy  3 

>m  Fairchild  Aerospace. 

With  the  Envoy,  you  get  twice  the  cabin  volume  of  the 

800XP.   And  thanks  to  its  Gulfstream  -size  cabin,  the  Envoy 

comfortably   accommodates   50%   more   passengers  — 

making  the  Envoy  the  world's  most  productive  business  jet. 

Other  advantages  include  a  payload  that  exceeds  the 

800XP's  by  more  than  150%  and  five  times  the  baggage 

volume.    For  more  hard  facts,  please  call  1-888-328-JETS. 

Outside  the  U.S.,  call  +49/8153-30-0.  You  can  also  e-mail 

!  Craig  Fahning,  Vice  President  of  Corporate  Aircraft  Sales, 

at  envoy3@faidor.com. 


F*UFtCHIL.D 

AEROSPACE 


Comparison  figures  derived  from  Conklin  &  deDecker's  The  Aircraft  [valuator.  Hawker  800XP  is  a  registered  trademark  of  Raytheon  Aircraft  Company.  Gulfstream  is  a  registered  trademark  of  Gulfstream  Aerospace  Corporation.  ©1998  Fairchild  Aerospace 


Is  the  U.S.  ready  for  yet  another  imported  beer?  Jack  Perkowski 
and  GE  Pension  Trust  are  betting  the  answer  is  yes. 


Mao's  brew 


By  Terril  Yue  Jones 

Mao  toasted  with  it.  In  1957 
Zhou  Enlai  anointed  it  China's  state 
banquet  beer.  Established  in  1915, 
Five  Star  beer  is  an  old  standard  in 
China,  but  just  about  unknown 
beyond  its  borders.  Jack  Perkowski 
hopes  to  change  that. 

A  Beijing-based  American  entrepre- 
neur, Perkowski  runs  Asian  Strategic 
Investments  Corp.  (Asimco),  an 
investment  outfit  that  bought  control 
of  Five  Star  Breweries  in  1995.  Start- 
ing with  Chinese  restaurants,  and 
counting  generous  dealer  incentives, 
he  predicts  first-year  sales  of  600,000 
cases  in  the  U.S. — well  below  1%  of 
the  U.S.  market,  but  a  good  start.  If 
Americans  like  it,  Five  Star  will  appeal 
in  European,  South  American  and 
Southeast  Asian  markets. 

Perkowski,  50,  is  a  former  head  of 


Top  beer  imports  to  U.S. 

Brand 

Country 

Volume* 

Corona 

Mexico 

39.3 

Heineken 

Netherlands 

39.3 

Molson 

Canada 

20.7 

Labatt 

Canada 

13.0 

Beck's 

Germany 

9.2 

Fester's 

Australia 

7.6 

Guinness  Stout 

Ireland 

7.0 

Tecate 

Mexico 

6.0 

Bass  Ale 

U.K. 

5.7 

Amstel 

Netherlands 

5.5 

Dos  Equis 

Mexico 

3.0 

Modelo  Especial 

Mexico 

2.6 

Newcastle  Brown  Ale 

U.K. 

2.2 

Corona  Light 

Mexico 

2.1 

St  Pauli  Girl 

Germany 

1.9 

nead 

1.6 

1.4 

Japan 

1.4 

*/;. 

Sara 

iwyAge 

investment  banking  at  PaineWebber 
who  started  Asimco  in  1994  to  set  up 
auto-component-manufacturing  joint 
ventures  in  China.  It  now  controls  15 
such  operations  and  2  beer  ventures, 
with  combined  annual  revenues  of 
around  S250  million.  This  June 
Perkowski  brought  in  GE  Pension 
Trust  as  a  strategic  investor,  owning 
a  third  of  the  company. 

In  1994,  after  several  months  of 
wrangling  with  bureaucrats,  Perkow- 
ski agreed  to  invest  S60  million  in 
government-owned  Five  Star  in 
exchange  for  62%  of  the  company. 
Getting  control  was  the  easy  part. 
Creating  a  real  business  from  it  was  a 
lot  tougher.  Laughs  Perkowski: 
"After  a  while  I  told  the  general  man- 
ager at  the  time,  'Gee,  it  would  be 
nice  if  vou  came  to  the  board  meet- 
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igs  and  brought  some  numbers.'  So 
le  comes  to  the  next  meeting,  pulls 
lout  three  sheets  of  onionskin  paper 
|and  says,  'Here's  a  number.'  " 

Perkowski  replaced  the  fellow  with 
la  former  piano  factory  manager  who 
Ihad  impressed  him,  and  brought  in 
I  Western  management  techniques  and 
I brewing  experts  to  enhance  the 
[beer's  consistency. 

Two  previous  efforts  by  Five  Star  to 
I explore  the  U.S.  market  foundered. 
This  time  Perkowski  lined  up  Kurt 
Krause  and  his  Cocoa  Beach,  Fla.- 
based  Northland  Beverage  Corp.  as 
I  distributor.  "We  liked  the  Five  Star 
name,  which  is  easy  to  pronounce,  the 
tact  that  it  was  the  official  banquet  beer 
and  that  Asimco  and  GE  were  behind 
it,"  says  Krause. 

Five  Star  will  be  up  against  Tsingtao 
beer,  made  by  Tsingtao  Brewery  Co. 
Ltd.,  which  dominates  the  Chinese 
restaurant  market  in  the  U.S.  Five  Star 
hopes  to  edge  in  on  the  strength  of  its 
light  beer — Tsingtao  no  longer  offers 
one.  At  its  peak  in  1988,  publicly 
traded  (in  Shanghai  and  Hong  Kong) 
Tsingtao  sold  over  one  million  cases  in 
the  U.S.,  but  last  year  the  number  was 
800,000.  This  in  a  market  where 
imported  beer  has  been  growing  at  up 
to  14%  annually 

Perkowski  is  counting  on  dealer 
incentives  and  point-of-sale  promotion 
in  Chinese  restaurants  rather  than  on 
beavy  advertising.  In  supermarkets  he's 
counting  on  cost:  Five  Star  will  be 
priced  at  $5.99  (retail)  per  six-pack,  at 
the  low  end  of  the  premium  beer 
market,  along  with  Tsingtao, 
Heineken,  Corona,  Foster's,  Beck's 
and  San  Miguel.  As  brand  awareness 
grows,  he  expects  Five  Star  to  invade 
the  mainstream  restaurant  market: 
"People  drink  Corona  even  though 
they're  not  in  a  Mexican  restaurant," 
Perkowski  observes. 

Perkowski  is  by  no  means  ignoring 
the  Chinese  market.  Chinese  swill  nearly 
as  much  beer  as  Americans,  but  there 
are  literally  hundreds  of  beers;  Perkow- 
ski believes  the  business  is  ripe  for  expan- 
sion and  consolidation,  as  China 
changes  from  a  system  of  fragmented 
markets  into  a  true  national  market. 

Asimco  also  controls  Three  Ring 
Brewery,  just  north  of  Beijing,  maker 
of  Yunhu  (Cloud  Lake)  beer.  That 
could  be  next  for  export.  Gan  bet!  WM 


Jon  Ledecky  made  a  killing  on  U.S.  Office  Products. 
A  lot  of  his  stockholders  took  a  beating. 
Has  he  ever  got  a  deal  for  you  now! 

Jon  Ledecky 
predicts . . . 


By  Bernard  Condon 

Jonathan  Ledecky,  40,  a  poor 
immigrant's  son  with  a  Harvard 
M.B.A.,  is  a  master  at  promoting 
concepts.  He's  got  a  new  one — 
Building  One  Services  Corp.  Judging 
from  how  the  last  one  turned  out, 
we'd  give  this  one  a  wide  berth, 
despite  Jon's  glib  gab. 

Until  June  Ledecky  was  chairman 
of  U.S.  Office  Products,  a  seller  of 
stationery  to  midsize  businesses.  Just 
an  idea  in  his  head  a  mere  four  years 


ago,  the  company  grew  to  $3.6  bil- 
lion in  revenues  through  more  than 
230  acquisitions. 

U.S.  Office  was  one  of  many  so- 
called  roll-ups,  outfits  designed  to 
consolidate  a  fragmented  industry. 
Ledecky  spun  an  attractive  yarn,  and 
U.S.  Office  stock  rose,  stumbled  and 
rose  again.  Starting  at  a  split-adjusted 
$26.67  in  1995,  it  rose  to  over  $100 
last  year.  Using  his  increasingly  high- 
priced  shares,  Ledecky  bought  out 


Forbes  ■  October  5,  1998 


141 


small,  often  family-run  businesses. 

But  the  stock  started  to  slide  last 
year,  losing  24%  of  its  value,  causing 
heartburn  among  many  who 
swapped  their  businesses  for  U.S. 
Office  stock.  Shares  were  down  to 
$55.34  at  the  end  of  May.  The  com- 
pany's market  capitalization  shrank 
from  S3.1  billion  to  SI. 7  billion. 

In  June,  Ledecky  resigned.  "I've 
seen  too  many  companies  in  my  20 
years  as  an  investor  and  entrepreneur 
where  the  former  chairman  hangs  on 
and  doesn't  create  value  moving 
forward." 

The  real  question,  though,  is:  Did 
Ledecky  create  value?  Or  just  hype? 

U.S.  Office  Products  began  as  a 
small  division  of  office  furniture  giant 
Steelcase  Inc.  Ledecky  bought  it  for 


$120 
100 


50 


Anatomy  of  a  rollup 


floated,  through  broker  Friedman 
Billings  Ramsey,  a  S532  million  blind 
pool  called  Consolidation  Capital. 

That  was  the  peak.  Rival  Corporate 
Express  missed  its  earnings,  and  U.S. 
Office  shares  dropped  in  sympathy. 
"Mass  hysteria,"  Ledecky  told  Wall 
Street  analysts  after  U.S.  Office  was 
down  40%  in  a  rising  stock  market. 

Hysteria?  Or  sobering  up?  In  Jan- 
uary, with  the  stock  still  hovering  at  a 
split-adjusted  $70,  Ledecky  accepted 
an  offer  from  Clayton,  Dubilier  & 
Rice,  the  New  York- based  buyout 
fund.  U.S.  Office  Products  would 
first  spin  off  Ledecky's  acquisitions 
outside  of  the  core  business-supply 
operations.  Then  the  dealmaker 
would  inject  $270  million  in  fresh 

capital     for  25%  of  the      »„.*-— «— __ 

1/98:  Clayton 
Dubilier  agrees  to 


2/95:    IPO     |— 
at  $26.67. 


10 


ratio  scale 


buy  25%,  after  four 
_  non-core  businesses 
_   are  spun  off. 


U.S.  Office 
Products' 
stock  price, 
split-adjusted 


3/96:  Buys  first 
school  supply 
company 


rate  Express  expect- 
ed to  miss  earnings. 
Investors  get  jittery 


10/96:  Enters 
technology- 
services 
business. 


12/97:  JP  Morgan  ana- 
lyst cuts  EPS  growth 
rate  by  a  third.  Ledecky 
to  analysts:  I  would  buy 
"a  big  block  of  shares" 
if  I  could. 


6/98:  Buyback,  spin 
offs.  Ledecky  sells 
23%  of  holdings, 
netting  some  $25 
million.  Leaves  as 
chairman. 


'95 


'96 


$6  million  in  1994.  After  taking  it 
public  in  February  1995,  he  launched 
his  takeover  wave,  promising  the  sell- 
ers that  they  could  stay  and  run  their 
businesses — "corporate  democracy," 
he  dubbed  it.  The  stock  was  soon 
trading  at  12  times  trailing  cash  flow, 
making  it  convenient  for  Ledecky  to 
offer  6  times  cash  flow  for  acquisi- 
tions. By  1996  Ledecky  was  starting 
to  swap  his  stock  with  school  suppli- 
ers, travel  agencies,  technology  ser- 
vice companies  and  graphic  arts  out- 
fits. As  he  promised,  reported 
earnings  kept  rising.  They  couldn't 
help  but  rise  with  Ledecky  buying 
earnings  with  inflated  stock. 

Basking  in  the  glow  of  a  ri 
stock,  Ledecky  in  November  I 


•97  '98 

Source.-  Stock  History  via  OneSource  Information  Services 


remaining  company.  Clayton,  Dubili- 
er would  be  paying  a  split-adjusted 
$25.08  a  share  and  get  warrants 
expiring  in  2010  to  buy  another  15% 
at  $37.62  a  share. 

One  other  condition:  Ledecky  had 
to  go.  Clayton,  Dubilier  has  installed 
a  new  chairman,  Chuck  Piper. 

As  it  turned  out,  Clayton,  Dubilier 
got  no  screaming  bargain.  U.S. 
Office  had  been  buying  earnings.  It 
had  little  or  no  real  growth. 

You  can  see  this  in  the  reported 
numbers:  Return  on  equity  last  year 
was  just  4.9%.  Pro  forma  revenues 
were  flat  at  $2.8  billion.  Says 
I  edecky:  "If  you  just  look  at  the 
numb*  rs,  you're  going  to  come  to 
thewi    ng  conclusion." 


Oh  yeah?  One  conclusion  that  i 
hard  to  avoid  is  that  Ledecky  lined  hi 
pockets  very  well  in  the  deal.  Il 
recently  released  SEC  filings,  Ledeck 
is  shown  to  have  sold  the  maximun 
23%  of  his  total  stock-and-option: 
holdings  allowed  in  a  buyback  tha 
accompanied  the  Clayton,  Dubilie 
deal.  His  total  take:  some  $25  mil 
lion,  according  to  CDA/Investne 
Says  Ledecky:  "One-hundred  perce 
of  the  holders  tendered  23%.  Wh 
would  I  want  to  single  myself  out 
a  company  that  I  was  no  longe 
going  to  work  for?" 

Ledecky  still  has  that  big  blind 

pool,  of  which  he  owns  15%.  Thi: 

time  he'll  "consolidate"  yet  anothe: 

industry,  janitorial  and  maintenance 

services.  At  the  time  of  the 

IPO,  which  was  for  $2C 

per  share,  he  was  allowec 

to  buy  shares  at  an  average 

$2  per  share — an  instant 

paper  profit  of  $46 

million. 

He  has  lost  none 
of  his  way  with 
promises.  "The; 
industry  has 

tremendous  oppor- 
tunities," Ledecky  said  to  a  trade 
magazine.  "You're  beginning  to  see 
the  same  rapid  aggregation  and 
development  here  that  occurred  in 
the  office  products  industry." 

Look  for  Ledecky  to  do  the  hard 
sell.  He's  interviewing  candidates  for 
an  executive  to  oversee  a  "team  of 
integrators."  The  company  has 
changed  its  name  from  Consolidation 
Capital  to  Building  One  Services  Corp. 
"Quite  frankly,  all  I'm  doing  is 
jumping  off  one  fast-moving  Con- 
corde onto  another,"  he  said  recently. 
Maybe,  but  this  one  is  losing  alti- 
tude. The  stock  recently  fetched 
$13.94,  down  from  its  IPO  price  of  $20 
and  its  alltime  high  of  $25.38. 

Ledecky  still  has  his  supporters  on 
Wall  Street.  "Jon's  head  is  in  business 
22  hours  a  day,"  says  Brad  Cohen,  an 
analyst  at  Sands  Brothers  &  Co.  who 
has  a  "strong  buy"  on  the  new  venture. 
Says  Jeffrey  Evans,  a  Credit  Lyonnais 
analyst:  "What  he  has  achieved  is  quite 
spectacular.  He's  changed  the  land- 
scape of  corporate  America." 

Too  bad  that  landscape  is  littered 
with  potholes  for  most  investors.     WM 
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Robert  H.  Nelson 


Calvinism  minus  God 


When  the 
Endangered 
Species  Act 
was  applied,  it 
decreed  that 
the  northern 
spotted  owl 
must  have 
priority  over 
human  needs. 


East  Africa  remains  home  to  large  num- 
bers of  elephants,  buffaloes,  hippopotamus- 
es, crocodiles,  gazelles  and  many  other 
species,  but  poachers  have  almost  wiped  out 
rhinoceroses  in  the  past  15  years.  With  an 
exploding  human  population,  Africa's 
remaining  wild  species  will  go  the  way  of 
the  rhinos  unless  better  ways  are  found  to 
reconcile  wildlife  and  human  habitation. 

The  African  wildlife  conservation  move- 
ment long  took  its  cues  from  the  U.S.  but 
eventually  saw  the  American  way  didn't 
work  in  Africa.  The  old  strategy  resulted  in 
large  national  parks,  often  established  by 
colonial  authorities,  from  which  humans 
were  virtually  excluded.  In  some  cases,  these 
parks  were  created  through  a  kind  of  ethnic 
cleansing  in  which  native  peoples  were 
removed  from  lands  they  and  their  ancestors 
had  long  inhabited.  It  was  command-and- 
control  environmentalism  at  its  worst. 

The  humans  not  only  resented,  they 
openly  defied,  antipoaching  laws.  Hungry 
people  will  do  what  is  necessary  to  feed 
their  children.  Moreover,  much  of  African 
wildlife  is  highly  migratory — unlikely  to  dif- 
ferentiate between  national  parks  and  some 
poor  farmer's  cornfield. 

Now  African  environmentalists  have 
abandoned  the  American  model  and  are 
devoting  their  efforts  to  finding  ways  to 
bring  wildlife  into  the  market  system. 

The  Campfire  program  in  Zimbabwe  has 
received  international  attention  as  a  working 
example  of  this  trend.  Near  Hwange 
National  Park,  a  foreign  hunter  pays 
$10,000  to  shoot  an  elephant — a  hard 
target  to  miss — and  the  money  goes  into  a 
pot  that  is  divided  among  the  people  in  the 
immediate  surrounding  community  and  a 
district  council.  A  lion  costs  about  $3,500;  a 
buffalo,  $2,000;  and  an  impala,  $300. 

At  these  prices,  the  locals  want  to  keep 
large  numbers  of  the  animals  alive  for  future 
hunting  revenues,  rather  than  eliminate 
their  nuisance  presence. 

In  northern  Malawi,  Peace  Corps  volun- 
teer Stephanie  Jayne  has  helped  to  set  up  a 
program  by  which  local  people — formerly 
forbidden  to  forage  in  the  park — can  har- 
vest thatch  grass  (used  in  Africa  to  build 


houses)  in  the  nearby  Vwasa  Marsh  pre- 
serve. Community  rights  to  fish  and  collect 
medicinal  plants  and  other  resources  within 
the  park  boundaries  may  soon  exist  as  well. 
On  a  recent  trip  to  East  Africa  I  saw  other 
market-oriented  initiatives  of  this  kind  in 
Zambia  and  Tanzania. 

I  sense  the  world  environmental  move- 
ment is  at  a  crossroads — even  if  it  doesn't 
know  it.  A  few  years  ago  a  conference  of  60 
world  wildlife  conservation  leaders  at  Airlie 
House  in  northern  Virginia  noted:  "The 
chief  strategy  of  conservationists  for  more 
than  a  century  has  been  exclusionary  and 
implicitly  misanthropic."  It  concluded: 
"Homo  sapiens  is  an  ecological  reality"  and 
efforts  to  "conserve  biological  diversity  must 
be  efforts  to  address  human  needs,  too." 

Unfortunately,  too  often  the  environmen- 
tal movement  in  the  U.S.  is  still  operating 
according  to  the  old  ways  of  thinking. 
When  the  Endangered  Species  Act  was 
applied  in  the  Pacific  Northwest,  it  decreed 
that  the  protection  of  the  northern  spotted 
owl  must  have  priority  over  any  human 
needs.  Lumber  mills  shut  down  and  workers 
by  the  thousands  were  put  out  of  their  jobs. 
Too  bad,  shrugged  the  environmentalists. 

Professor  William  Cronon  of  the  Univer- 
sity of  Wisconsin  at  Madison  is  perhaps 
America's  most  distinguished  environmental 
historian.  He  set  off  a  firestorm  in  the  envi- 
ronmental movement  with  a  recent  article 
called  "The  Trouble  with  Wilderness." 
Cronon  is  bothered  by  the  movement's  ten- 
dency to  contrast  between  "malign  civiliza- 
tion" and  "benign  nature."  There  is  an 
"undying  dualism"  expressed  here,  he  says, 
in  "a  contrast  of  good  and  evil.  And  humans 
are  on  the  evil  side." 

Which,  as  he  pointed  out,  can  lead  only 
to  one  conclusion:  "The  only  way  to  save 
nature  is  to  kill  ourselves."  Calvinism  minus 
God — people  are  sinners  with  no  hope  of 
redemption  short  of  mass  suicide. 

If  the  American  environmental  movement 
expects  to  continue  to  enjoy  popularity,  it 
had  better  learn  to  make  some  of  the  com- 
promises that  are  being  tried  in  Africa  today. 
We  love  our  forests  and  lakes  and  mountains, 
but  not  more  than  we  love  ourselves.         IB 


Robert  H.  Nelson  is  a  professor  in  the  School  of  Public  Affairs  at  the  University  of  Maryland  and  senior  fellow  of  the  Competitive  Enterprise  Institute.  His  latest 
book  is  Public  Lands  and  Private  Rights  (Rowman  &  Littlefield).  E-mail:  Rnelson@puafmail.umd.edu. 


Forbes  ■  October  5,  1998 


143 


If  we  want  to  advance  whole  peoples  from  poverty 

to  prosperity  we  ought  to  forget  about 

visions  and  rhetoric  and  find  out  what  really  works. 

Race,  culture 
and  equality 


By  Thomas  Sowell 

During  the  15  years  that  I  spent 
researching  and  writing  my  recently 
completed  trilogy  on  racial  and  cul- 
tural issues,  I  was  struck  again  and 
again  with  how  common  huge  dispar- 
ities in  income  and  wealth  have  been 
for  centuries,  in  countries  around  the 
world — and  yet  how  each  country 
regards  its  own  particular  disparities  as 
unusual,  if  not  unique.  Some  of  these 
disparities  have  been  among  racial  or 
ethnic  groups,  some  among  nations, 
and  some  among  regions,  continents 
or  whole  civilizations. 

In  the  nineteenth  century  real  per 
capita  income  in  the  Balkans  was 
about  one-third  that  in  Britain.  That 
dwarfs  intergroup  disparities  that 
many  in  the  United  States  today 
regard  as  not  merely  strange  but  sin- 
ister. Singapore  has  a  median  per 
capita  income  that  is  literally  hundreds 
of  times  greater  than  that  in  Burma. 

During  the  recent  rioting  in  Indone- 
sia, much  of  it  directed  against  the 
ethnic  Chinese  in  that  country,  some 
commentators  found  it  strange  that 
the  Chinese  minority,  which  is  just  5 
percent  of  the  Indonesian  population, 
owned  an  estimated  four-fifths  of  the 
capital  in  the  country.  But  it  is  not 
strange.  Such  disparities  have  long 
been  common  in  other  countries  in 
Southeast  Asia,  where  Chinese  immi- 
grants typically  entered  poor  and  then 
prospered,  creating  whole  industries  in 
the  process.  People  from  India  did  the 
same  in  much  of  East  Africa  and  in  Fiji. 

Occupational  differences  have  been 
equally  unequal. 

In  the  early  1920s,  Jews  were  just  6 
percent  of  the  population  of  Hungary 
and  1 1  percent  of  the  population  of 
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Poland,  but  they  were  more  than  half 
of  all  the  physicians  in  both  countries, 
as  well  as  being  vastly  over-represent- 
ed in  commerce  and  other  fields.  In 
the  early  twentieth  century,  all  of  the 
firms  in  all  of  the  industries  producing 
the  following  products  in  Brazil's 
state  of  Rio  Grande  do  Sul  were 
owned  by  people  of  German  ancestry: 
trunks,  stoves,  paper,  hats,  neckties, 
leather,  soap,  glass,  watches,  beer, 
confections  and  carriages. 

In  the  middle  of  the  nineteenth 
century,  just  three  countries  produced 
most  of  the  manufactured  goods  in 
the  world — Britain,  Germany,  and  the 
United  States.  By  the  late  twentieth 
century,  it  was  estimated  that  17  per- 
cent of  the  people  in  the  world  pro- 
duce four- fifths  of  the  total  output  on 
the  planet. 

Such  examples  could  be  multiplied 
longer  than  you  would  have  the 
patience  to  listen. 

Why  are  there  such  disparities?  In 
some  cases,  we  can  trace  the  reasons, 
but  in  other  cases  we  cannot.  A  more 
fundamental  question,  however,  is: 
Why  should  anyone  have  ever  expect- 
ed equality  in  the  first  place? 

Let  us  assume,  for  the  sake  of  argu- 
ment, that  not  only  every  racial  or 
ethnic  group,  but  even  every  single 
individual  in  the  entire  world,  has 
identical  genetic  potential.  If  it  is  pos- 
sible to  be  even  more  extreme,  let  us 
assume  that  we  all  behave  like  saints 
toward  one  another.  Would  that  pro- 
duce equality  of  results? 

Of  course  not.  Real  income  consists 
of  output  and  output  depends  on 
inputs.  These  inputs  are  almost  never 
equal     or  even  close  to  being  equal. 


During  the  decade  of  the  1960s,  ft 
example,  the  Chinese  minority  i_ 
Malaysia  earned  more  than  a  hundre 
times  as  many  engineering  degrees  ; ! 
the  Malay  majority.  Halfway  aroun. 
the  world  at  the  same  time,  the  majoi 
ity  of  the  population  of  Nigeria,  livin; 
in  its  northern  provinces,  were  just 
percent  of  the  students  attending  th? 
country's  University  of  Ibadan  an 
just  2  percent  of  the  much  large 
number  of  Nigerian  students  studyin 
abroad  in  foreign  institutions  of  highe 
learning.  In  the  Austrian  Empire  ii 
1900,  the  illiteracy  rate  among  Polisl 
adults  was  40  percent  and  amon: 
Serbo-Croatians  75  percent — but  on! 
6  percent  among  the  Germans 

Given  similar  educational  disparitie 
among  other  groups  in  other  coun 
tries — disparities  in  both  the  quantity^ 
and  quality  of  education,  as  well  as 
fields  of  specialization — why  shoulc 
anyone  expect  equal  outcomes  ir 
incomes  or  occupations? 

Educational  differences  are  just  one 
source  of  economic  disparities.  Ever 
at  the  level  of  craft  skills,  groups  hav< 
differed  enormously,  as  they  have  ir 
urbanization.  During  the  Middlt 
Ages,  and  in  some  places  long) 
beyond,  most  of  the  population  of  the 
cities  in  Slavic  Eastern  Europe  were 
not  Slavs.  Germans,  Jews,  and  othei 
non-Slavic  peoples  were  the  majority 
populations  in  these  cities  for  cen- 
turies, while  the  Slavs  were  predomi- 
nantly peasants  in  the  surrounding 
countrysides.  Prior  to  the  year  1312. 
the  official  records  of  the  city  of 
Cracow  were  kept  in  German — and 
the  transition  that  year  was  to  Latin 
Only  decades  later  did  Poles  become 
a  majority  of  the  population  of 
Cracow.  Only  over  a  period  of  cen- 
turies did  the  other  cities  of  Slavic 
Eastern  Europe  acquire  predominant- 
ly Slavic  populations.  As  late  as 
1918,  97  percent  of  the  people 
living  in  the  cities  of  Byelorussia  4 
were  not  Byelorussians. 

Until  this  long  transition  to 
urban    living    took    place 
among  the  Slavs,  how 
could  the  wide  range 
of  skills  typically 
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found  in  cities  be  expected  to  exist  in 
populations  that  lived  overwhelmingly 
in  the  countryside  ?  Not  only  did  they 
not  have  such  skills  in  Eastern  Europe, 
they  did  not  have  them  when  they 
immigrated  to  the  United  States,  to 
Australia,  or  to  other  countries,  where 
they  typically  worked  in  low- level 
occupations  and  earned  correspond- 
ingly low  incomes.  In  the  early  years  of 
the  twentieth  century,  for  example, 
immigrants  to  the  United  States  from 
Eastern  and  Southern  Europe  earned 
just  15  percent  of  the  income  of  immi- 


grants    from     Norway,     Holland, 
Sweden,  and  Britain. 

Groups  also  differ  demographically. 
It  is  not  uncommon  to  find  some 
groups  with  median  ages  a  decade 
younger  than  the  median  ages  of  other 
groups,  and  differences  of  two  decades 
are  not  unknown.  During  the  era  of 
the  Soviet  Union,  for  example,  Central 
Asians  had  far  more  children  than  Rus- 
sians or  the  peoples  of  the  Baltic 
republics,  and  so  had  much  younger 
median  ages.  At  one  time,  the  median 
age  of  Jews  in  the  United  States  was 
20  years  older  than  the  median  age  of 
Puerto  Ricans.  If  Jews  and  Puerto 
Ricans  had  been  absolutely  identical  in 
every  other  respect,  including  dieir  cul- 
tures and  histories,  they  would  still  not 
have  been  equally  represented  in  jobs 
requiring  long  years  of  experience,  or 
in  retirement  homes,  or  in  activities 
associated  with  youth,  such  as  sports 
or  crime. 

Nothing  so  intractably  conflicts 
with  our  desires  for  equality  as 
geography.  Yet  the  physical  set- 
tings in  which  races,  nations, 
and  civilizations  have  evolved 
have  had  major  impacts  on 
the  cultures  developed  within 
those  settings.  At  its  simplest 
and  crudest,  the  peoples  of 
the  Himalayas  have  not  had 
an    equal    opportunity    to 
,     acquire  seafaring  skills.  Nor 
have  Eskimos  had  an  equal 
opportunity      to      acquire 
knowledge  and  experience  in 
growing  pineapples  or 
other  tropical  crops. 
Too  often   the 
influence  of  geog- 
raphy on  wealth  is 
thought    of  nar- 
rowly, in  terms  of 


natural  resources  that  direcdy  translate 
into  wealth,  such  as  oil  in  the  Middle 
East  or  gold  in  South  Africa.  But, 
important  as  such  differences  in  natur- 
al wealth  are,  geography  influences 
even  more  profound  cultural  differ- 
ences among  the  people  themselves. 

Where  geography  isolates  people, 
whether  in  mountain  valleys  or  on 
small  islands  scattered  across  a  vast 
sea,  there  the  cultural  exposures  of 
those  people  to  the  outside  world  are 
very  limited  and  so,  typically,  is  their 
technological  advancement.  While  the 
rest  of  the  world  exchanges  goods, 
knowledge  and  innovations  from  a 
vast  cultural  universe,  isolated  peoples 
have  been  largely  limited  to  what  they 
alone  have  been  able  to  develop. 

Few,  if  any,  of  the  great  advances  in 
human  civilization  have  come  from 
isolated  peoples.  As  the  eminent 
French  historian  Fernand  Braudel  put 
it,  the  mountains  almost  always  lag 
behind  the  plains — even  if  the  races  in 
the  two  places  are  the  same.  Potatoes 
and  the  English  language  both 
reached  the  Scottish  lowlands  before 
they  reached  the  highlands.  Islam 
reached  North  Africa's  Rif  mountains 
long  after  the  people  in  the  plains  had 
become  Moslems. 

When  the  Spaniards  invaded  the 
Canary  Islands  in  the  fifteenth  centu- 
ry, they  found  people  of  a  Caucasian 
race  living  at  a  Stone-Age  level.  So 
were  the  Australian  aborigines  when 
the  British  discovered  them. 

Geographically  imposed  cultural 
isolation  takes  many  forms  and  exists 
in  many  degrees.  Cities  have  long 
been  in  the  vanguard  of  human 
progress,  all  over  the  world,  but  cities 
do  not  arise  randomly  in  all  geograph- 
ic settings.  Most  of  the  great  cities  of 
the  world  have  developed  on  naviga- 
ble waterways — rivers  or  har- 
bors— but  such  waterways 
are  by  no  means  equally 
or  randomly 
distributed 
around  the  world. 
They  are  very 
common  in  Western 
Europe  and  very  rare 
in       sub-Saharan 


145 


Africa.  Urbanization  has  long  been 
correspondingly  common  in  Western 
Europe  and  correspondingly  rare  in 
sub-Saharan  Africa.  One-third  of  the 
land  mass  of  Europe  consists  of  islands 
and  peninsulas  but  only  one  percent  of 
the  land  mass  of  South  America  con- 
sists of  islands  and  peninsulas. 

Navigable  waterways  have  been  eco- 
nomically crucial,  especially  during  the 
millennia  of  human  history  before  the 
development  of  railroads,  trucks  and 
airplanes.  Before  the  transcontinental 
railroad  was  built,  it  was  both  faster 
and  cheaper  to  reach  San  Francisco 
from  a  port  in  China  than  from  Saint 
Louis.  People  in  the  city  of  Tbilisi 
bought  their  kerosene  from  Texas — 
8,000  miles  away  across  water — rather 
than  from  the  Baku  oil  fields,  less  than 
400  miles  away  across  land. 

Such  vast  differences  in  costs 
between  water  transport  and  land 
transport  affect  what  can  be  trans- 
ported and  how  far.  Gold  or  dia- 
monds can  repay  the  costs  of  trans- 
port across  thousands  of  miles  of 
land,  but  grain  or  coal  cannot.  More 
important,  the  size  of  a  people's  cul- 
tural universe  depends  on  how 
far  they  can  reach  out  to  other 
peoples  and  other  cultures.  No 
great  civilization  has 
developed  in  isolation. 
Geography  in  general  and 
navigable  waterways  in 
particular  set  the  limits 
of  a  people's  cultural 
universe,  broadly  or 
narrowly.  But  these 
limits  are  by  no  means  set  equally 
for  all  peoples  or  all  civilization. 

For  example,  when  the  British  first 
crossed  the  Atlantic  and  confronted 
the  Iroquois  on  the  eastern  seaboard 
of  what  is  today  the  United  States, 
they  were  able  to  steer  across  that 
ocean  in  the  first  place  because  they 
used  rudders  invented  in  China,  thev 
could  navigate  on  the  open  seas  with 
the  help  of  trigonometry  invented  in 
Egypt,  their  calculations  were  done 
with  numbers  invented  in  India,  and 
their  general  knowledge  was  pre- 
served in  letters  invented  by  the 
Romans.  But  the  Iroquois  could  not 
draw  upon  the  knowledge  of  the 
Aztecs  or  the  Incas,  whose  very  exis- 
tence they  had  no  way  of  knowing. 
The  clash  was  not  between  the  cul- 


ture created  by  the  British  versus  the 
culture  created  by  the  Iroquois.  It  was 
a  clash  between  cultural  developments 
drawn  from  vast  regions  of  the  world 
versus  cultural  developments  from  a 
much  more  circumscribed  area.  The 
cultural  opportunities  were  unequal 
and  the  outcomes  were  unequal. 
Geography  has  never  been  egalitarian. 
A  network  of  rivers  in  Western 
Europe  flows  gently  through  vast 
plains,  connecting  wide  areas  eco- 
nomically and  culturally.  The  rivers  of 
tropical  Africa  plunge  a  thousand  feet 
or  more  on  their  way  to  the  sea,  with 
cascades  and  waterfalls  making  them 
navigable  only  for  stretches  between 
these  natural  barriers — and  the  coastal 
plain  in  Africa  averages  just  20  miles. 
Regular  rainfall  and  melting  snows 
keep  the  rivers  of  Western  Europe 
flowing  throughout  the  year,  but 
African  rivers  have  neither — and  so 
rise  and  fall  dramatically  with  the  sea- 
sons, further  limiting  their  usefulness. 
The  two  continents  are  at  least  as  dra- 
matically different  when  it  comes  to 
natural  harbors.  Although  Africa  is 
more  than  twice  the  size  of  Europe,  it 


has  a  shorter  coastline.  That  is 
because  the  European  coastline  con- 
tinually twists  and  turns,  creating 
innumerable  harbors,  while  the 
African  coastline  is  smooth,  with  few- 
harbors.  How  surprising  is  it  that 
international  commerce  has  played  a 
much  smaller  role  in  the  economic 
history  of  Africa  than  in  that  of 
Europe  in  general  and  Western 
Europe  in  particular? 

These  particular  geographic  dispar- 
ities are  by  no  means  exhaustive.  But 
they  arc  sug  stive  of  some  of  the 
many  ways  in  vhicb  physical  settings 


have  expanded  or  constricted  the  size 
of  the  cultural  universe  available  to 
different  peoples.  One  revealing  indi- 
cation of  cultural  fragmentation  is  that 
African  peoples  are  10  percent  of  the 
world's  population  but  have  one-third 
of  the  world's  languages. 

In  controversies  over  "nature  versus 
nurture"  as  causes  of  economic  and 
other  disparities  among  peoples  and 
civilizations,  nature  is  often  narrowly 
conceived  as  genetic  differences.  Yet 
geography  is  also  nature — and  its  pat- 
terns are  far  more  consistent  with  his- 
tory than  are  genetic  theories.  China, 
for  example,  was  for  many  centuries 
the  leading  nation  in  the  world — tech- 
nologically, organizationally  and  in 
many  other  ways.  Yet,  in  more  recent 
centuries,  China  has  been  overtaken 
and  far  surpassed  by  Europe.  Yet  nei- 
ther region  of  the  world  has  changed 
genetically  to  any  extent  that  would 
account  for  this  dramatic  change  in 
their  relative  positions.  This  historic 
turnaround  also  shows  that  geograph- 
ic limitations  do  not  mean  geograph- 
ic determinism,  for  the  geography  of 
the  two  regions  likewise  underwent 
no  such  changes  as  could  account  for 
the  reversal  of  their  respective  posi- 
tions in  the  world. 

Back  in  the  fifteenth  century,  China 
sent  ships  on  voyages  of 
exploration  longer  than 
that  of  Columbus,  more 
than  half  a  century 
before  Columbus, 
and  in  ships  more 
advanced  than  those 
in  Europe  at  the  time.  Yet  the  Chinese 
rulers  made  a  decision  to  discontinue 
such  voyages  and  in  fact  to 
reduce  China's  contacts  with 
the  outside  world.  European 
rulers  made  the  opposite  decision  and 
established  worldwide  empires,  ulti- 
mately to  the  detriment  of  China.  In 
short,  geography  sets  limits,  but 
people  determine  what  they  will  do 
within  those  limits.  In  some  parts  of 
the  world,  geographic  limits  have  been 
set  so  narrowly  that  the  peoples  of 
these  regions  have  never  had  the 
options  available  to  either  the  Euro- 
peans or  the  Chinese.  Isolation  has  left 
such  regions  not  only  lagging  eco- 
nomically but  fragmented  culturally 
and  politically,  making  them  prey  to 
larger,  more  prosperous  and  more 
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powerful  nations. 

We  have  seen  how  cultural  handi- 
caps have  followed  Eastern  Europeans 
as  they  immigrated  overseas,  leading 
to  lower  levels  of  income  than  among 
immigrants  from  Western  Europe 
who  settled  in  the  same  places, 
whether  North  America  or  Australia. 
If  Africans  had  immigrated  voluntari- 
ly to  the  Western  Hemisphere,  instead 
of  in  bondage,  is  there  any  reason  to 


human  history  than  discrimination 
against  different  groups,  whether  dif- 
ferent by  race,  religion,  caste  or  in 
innumerable  other  ways.  Moreover, 
this  discrimination  has  itself  been 
unequal — more  fierce  against  some 
groups  than  others  and  more  perva- 
sive at  some  periods  of  history  than  in 
others.  If  there  were  not  so  many 
other  powerful  factors  creating  dis- 
parities in  income  and  wealth,  it 


be  the  most  prosperous  blacks  in  the 
hemisphere  and  American  blacks  the 
poorest,  if  discrimination  is  the  over- 
whelming factor,  but  in  fact  the  direct 
opposite  is  the  case.  It  is  Haitians  who 
are  the  poorest  and  American  blacks 
who  are  the  most  prosperous  in  the 
hemisphere — and  in  the  world. 

None  of  this  should  be  surprising. 
The  fact  that  discrimination  deserves 
moral  condemnation  does  not  auto- 


The  size  of  a  people's  cultural  universe  depends  on 

how  far  they  can  reach  out  to  other  peoples 

and  other  cultures.  No  great  civilization 

has  developed  in  isolation. 


believe  that  their  earnings  would  have 
achieved  an  equality  that  the  Slavic 
immigrants  failed  to  achieve? 

There  is  no  question  that  Africans 
and  their  descendants  faced  the  addi- 
tional barrier  of  color  prejudice,  but 
.can  we  measure  its  effects  by  assum- 
ing that  black  people  would  have  had 
the  same  income  and  wealth  as  white 
people  in  the  absence  of  this  factor — 
especially  in  view  of  the  large  dispari- 
ties among  different  groups  of  white 
immigrants,  not  to  mention  the  rise 
of  some  nonwhite  groups  such  as 
Chinese  Americans  and  Japanese 
Americans  to  incomes  above  the 
national  average? 

Put  differently,  geography  has  not 
only  cheated  many  peoples  of  equal 
cultural  opportunities,  it  has  also 
cheated  all  of  us  today  of  a  simple  cri- 
terion for  measuring  the  economic 
and  social  effects  of  other  variables, 
such  as  prejudice  and  discrimination. 
Nothing  has  been  more  common  in 


might  be  possible  to  measure  the 
degree  of  discrimination  by  the 
degree  of  differences  in  economic 
outcomes.  Even  so,  the  temptation  to 
do  so  is  seductive,  especially  as  a 
means  of  reducing  the  complexities  of 
life  to  the  simplicities  of  politics.  But 
the  facts  will  not  fit  that  vision. 

Anyone  familiar  with  the  history  of 
race  relations  in  the  Western  Hemi- 
sphere would  find  it  virtually  impossi- 
ble to  deny  that  blacks  in  the  United 
States  have  faced  more  hostility  and 
discrimination  than  blacks  in  Latin 
America.  As  just  one  example,  161 
blacks  were  lynched  in  one  year  in  the 
United  States,  but  racial  lynching  was 
unknown  south  of  the  Rio  Grande. 
Perhaps  the  strongest  case  against  the 
predominance  of  discrimination  as  an 
explanation  of  economic  disparities 
would  be  a  comparison  of  blacks  in 
Haiti  with  blacks  in  the  United  States. 
Since  Haiti  became  independent  two 
centuries  ago,  Haitian  blacks  should 


matically  make  it  causally  crucial. 
Whether  it  is  or  is  not  in  a  given  time 
and  place  is  an  empirical  question,  not 
a  foregone  conclusion.  A  confusion  of 
morality  with  causation  may  be  polit- 
ically convenient,  but  that  does  not 
make  the  two  things  one. 

We  rightly  condemn  a  history  of 
gross  racial  discrimination  in  American 
education,  for  example,  but  when  we 
make  that  the  causal  explanation  of 
educational  differences,  we  go  beyond 
what  the  facts  will  support.  Everyone 
is  aware  of  times  and  places  when  the 
amount  of  money  spent  educating  a 
black  child  was  a  fraction  of  what  was 
spent  educating  a  white  child,  when 
the  two  groups  were  educated  in  sep- 
arate systems,  hermetically  sealed  off 
from  one  another,  and  when  worn-out 
textbooks  from  the  white  schools  were 
then  sent  over  to  the  black  schools  to 
be  used,  while  new  and  more  up-to- 
date  textbooks  were  bought  for  the 
white  children.  The  number  of  days  in 
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school  sometimes  differed  so  much 
that  a  black  child  with  nine  years  of 
schooling  would  have  been  in  class  die 
same  number  of  days  as  a  white  child 
with  only  six  years  of  schooling.  It 
seems  so  obvious  that  such  things 
would  account  for  disparities  in  test 
scores,  for  example. 

But  is  it  truer 

There  are  other  groups  to  whom 
none  of  these  factors  apply — and  who 
still  have  had  test  score  differences  as 
great  as  those  between  black  and 
white  children  in  the  Jim  Crow 
South.  Japanese  and  Mexican  immi- 
grants began  arriving  in  California  at 
about  the  same  time  and  initially 
worked  in  very  similar  occupations  as 
agricultural  laborers.  Yet  a  study  of  a 
school  district  in  which  their  children 
attended  the  same  schools  and  sat 
side-by-side  in  the  same  classrooms 
found  iq  differences  as  great  as  those 
between  blacks  and  whites  attending 
schools  on  opposite  sides  of  town  in 
the  Jim  Crow  South.  International 


nois,  New  York,  and  Pennsylvania 
scored  higher  on  mental  tests  than  did 
white  soldiers  from  Georgia, 
Arkansas,  Kentucky',  and  Mississippi. 

What  is  "the"  reason?  There  may- 
not  be  any  such  thing  as  "the"  reason. 
There  are  so  many  cultural,  social, 
economic,  and  other  factors  interact- 
ing that  there  was  never  any  reason  to 
expect  equal  results  in  the  first  place. 
That  is  why  plausible  simplicities  must 
be  subjected  to  factual  scrutiny. 

Back  in  1899,  when  the  schools  of 
Washington,  D.C.  were  racially  segre- 
gated and  discrimination  was  ram- 
pant, there  were  four  academic  high 
schools  in  the  city — three  white  and 
one  black.  When  standardized  tests 
were  given  that  year,  the  black  acade- 
mic high  school  scored  higher  than 
two  of  the  three  white  academic  high 
schools.  Today,  nearly  a  century  later, 
even  setting  such  a  goal  would  be 
considered  hopelessly  Utopian.  Nor 
was  this  a  fluke.  That  same  high 
school  was  scoring  at  or  above  the 


the  nation.  But  the  students'  test 
scores  are  among  the  lowest.  Nor  was 
this  school  unique  in  having  had 
higher  academic  achievements  during 
a  period  when  it  seemingly  lacked  the 
prerequisites  of  achievement  and  yet 
fell  far  behind  in  a  later  period  when 
these  supposed  prerequisites  were 
more  plentiful. 

This  is  obviously  not  an  argument 
for  segregation  and  discrimination, 
nor  does  it  deny  that  counter-exam- 
ples might  be  found  of  schools  that 
languished  in  the  first  period  and  did 
better  in  the  second.  The  point  here 
is  much  more  specific — that  resources 
have  had  little  or  nothing  to  do  with 
educational  quality.  Numerous  stud- 
ies of  schools  in  general  have  shown 
that,  both  within  the  United  States 
and  in  international  comparisons.  It 
should  be  no  surprise  that  the  same 
applies  to  black  schools. 

Politically,  however,  the  disburse- 
ment of  resources  is  by  no  means 
inconsequential.  The  ability  to  dis- 


Resources  have  had  little 

or  nothing  to  do  with  the 

quality  of  education. 

Numerous  studies 

have  shown  that, 

both  in  the  U.S. 

and  abroad. 


studies  have  found  different  groups  of 
illiterates — people  with  do  education- 
al differences  because  they  had  no 
education — with  mental  test  differ- 
ences larger  than  those  between 
blacks  and  whites  in  the  United 
States.  Nor  is  this  necessarily  a  matter 
of  genetics.  During  the  First  World 
War,  black  soldiers  from  Ohio,  Illi- 


national  average  on  iq  tests  during 

930s  and  1940s.  Yet  its  physical 

plant  was  inadequate  and  its  average 

class  si/e  was  higher  than  that  in  the 

white  high  schools. 

Today,  that  same  school  has  a  much 

better  physical  plant,  and  pcr-pupil 

expenditure-     in     the     District    of 

Columbia  g  the  highest  in 


pense  largess  from  the  public  treasury 
has  for  centuries  been  one  of  the  signs 
and  prerogatives  of  power  in  countries 
around  the  world.  In  electoral  politics, 
it  is  vital  as  an  element  in  reelection. 
But  the  ultimate  question  is:  Does  it 
in  fact  make  people  better  off?  How 
that  question  is  answered  is  much  less 
important  than  that  it  be  asked — that 
we  not  succumb  to  social  dogmas, 
even  when  they  are  intellectually  fash- 
ionable and  politically  convenient. 

It  is  also  important  that  economic 
and  other  disparities  be  confronted, 
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not  evaded.  Bestselling  author  Shelby 
Steele  says  that  whites  in  America 
today  are  fearful  of  being  considered 
racists,  while  blacks  are  fearful  of 
being  considered  inferior.  Social 
dogmas  may  be  accepted  because  they 
relieve  both  groups  of  their  fears,  even 
if  these  dogmas  neither  explain  the 
past  nor  prepare  for  the  future. 

It  should  be  axiomatic  that  there  is 
not  unlimited  time,  unlimited 
resources,  nor  unlimited  good  will 
among  peoples — anywhere  in  the 
world.  If  we  are  serious  about  want- 
ing to  enlarge  opportunities  and 
advance  those  who  are  less 
fortunate,  then  we  cannot 
fritter  away  the  limited 
means  at  our  disposal  in 
quixotic  quests.  We 
must  decide  whether 
our  top  priority  is  to 
smite  the  wicked  or 
advance  the  less  fortunate, 
whether  we  are  looking  for  visions 
and  rhetoric  that  make  us  feel  good  for 
the  moment  or  whether  we  arc  seeking 
methods  with  a  proven  track  record  of 
success  in  advancing  whole  peoples 
from  poverty  to  prosperity. 

In  an  era  when  esoteric  theories  can 
be  readily  turned  into  hard  cash  from 
the  public  treasury,  our  criteria  must 
be  higher  than  what  can  get  govern- 
ment grants  for  middle-class  profes- 
sionals. They  must  instead  be  what 
will  rescue  that  youngster  imprisoned, 
not  only  in  poverty,  but  also  in  a  social 
and  cultural  isolation  that  has  doomed 
whole  peoples  for  centuries  in  coun- 
tries around  the  world.  When  we  pro- 
mote cultural  provincialism  under  glit- 
tering labels,  we  must  confront  the 
hard  question  whether  we  are  throw- 
ing him  a  lifeline  or  an  anchor. 

History,  geography,  and  cultures 
are  influences  but  they  are  not  pre- 
destination. Not  only  individuals  but 
whole  peoples  have  moved  from  the 
backwaters  of  the  world  to  the  fore- 
front of  civilization.  The  late  Italian 
author  Luigi  Barzini  asked  of  Britain: 
"How,  in  the  first  place,  did  a  peri- 
pheral island  rise  from  primitive 
squalor  to  world  domination?"  The 
story  of  Japan's  rise  from  a  backward 
country  in  the  mid-nineteenth  centu- 
ry to  one  of  today's  leading  econom- 
ic powers  has  been  at  least  equally  as 
dramatic.  Scotland  was  for  centuries 


known  for  its  illiteracy,  poverty,  and 
lack  of  elementary  cleanliness.  Yet, 
from  the  mid-eighteenth  to  the  mid- 
nineteenth  century,  most  of  the  lead- 
ing intellectual  pioneers  of  Britain 
were  Scots,  and  Scots  also  become 
prominent  in  business,  banking,  med- 
icine, and  engineering — not  only  in 
Britain  but  around  the  world. 

These  and  other  dramatic  and  heart- 
ening rises  of  whole  peoples  came  from 


doing  things  that  were  often  directly 
the  opposite  of  what  is  being  urged 
upon  less  fortunate  groups  in  the 
United  States  today.  Far  from  painting 
themselves  into  their  own  little  cultur- 
al corner  and  celebrating  their  "identi- 
ty," these  peoples  sought  the  knowl- 
edge and  insights  of  other  peoples 
more  advanced  than  themselves  in  par- 
ticular skills,  technologies,  or  organi- 
zation j!  experience.  It  took  centuries 
for  the  English  to  absorb  the  cultural 
advances  brought  by  such  conquerors 
as  the  Romans  and  the  Normans  and 
by  such  immigrants  as  the  Huguenots, 
Germans,  Jews,  and  others  who  played 
a  major  role  in  developing  the  British 
economy.  Their  early  dependence  on 
outsiders  was  painfully  demonstrated 
when  the  Romans  pulled  out  of  Britain 
in  the  fifth  century,  in  order  to  go 
defend  their  threatened  empire  on  the 
continent,  and  the  British  economy 
and  political  structure  both  collapsed. 
Yet  ultimately — more  than  a  thousand 
years  later — the  British  rose  to  lead  the 
world  into  the  industrial  revolution  and 
controlled  an  empire  containing  one- 
fourth  of  the  land  area  of  the  earth  and 
one -fourth  of  the  human  race. 

Japan's  economic  rise  began  from  a 
stage  of  technological  backwardness 
that  was  demonstrated  when  Com- 
modore Perry  presented  them  with  a 
gift  of  a  train.  Here  was  their  reaction: 


"At  first  the  Japanese  watched  the 
train  fearfully  from  a  safe  distance, 
and  when  the  engine  began  to  move 
they  uttered  cries  of  astonishment  and 
drew  in  their  breath.  Before  long  they 
were  inspecting  it  closely,  stroking  it, 
and  riding  on  it,  and  they  kept  this  up 
throughout  the  day." 

A  century  later,  the  Japanese  "bullet 
train"  would  be  one  of  the  technolog- 
ical wonders  of  the  world,  surpassing 
anything  available  in  the  United 
States.  But,  before  this  happened,  a 
major  cultural  transformation  had  to 
take  place  among  the  Japanese 
people.  A  painful  awareness  of  their 
own  backwardness  spread  through 
Japan.  Western  nations  in  gen- 
eral and  the  United  States  in 
particular  were  held  up 
as  models  to  their  chil- 
dren. Japanese  textbooks 
urged  imitation  of 
Abraham  Lincoln  and 
Benjamin  Franklin,  even 
more  so  than  Japanese  heroes.  Many 
laments  about  their  own  shortcomings 
by  the  Japanese  of  that  era  would 
today  be  called  "self-hate."  But  there 
were  no  cultural  relativists  then  to  tell 
them  that  what  they  had  achieved  was 
just  as  good,  in  its  own  way,  as  what 
others  had.  Instead,  the  Japanese  over- 
came their  backwardness,  through 
generations  of  dedicated  work  and 
study,  rather  than  redefining  it  out  of 
existence. 

Both  the  British  and  the  Japanese 
became  renowned  for  their  ability  to 
absorb  the  ideas  and  the  technology 
of  others  and  to  carry  them  forward 
to  higher  levels.  So  did  the  Scots.  At 
one  time,  it  was  common  for  Scots  to 
blindly  imitate  the  English,  even  using 
an  English  plow  that  proved  to  be 
unsuitable  for  the  soil  of  Scotland. 
Yet,  once  they  had  absorbed  what  the 
English  had  to  offer,  the  Scots  then 
surpassed  the  English  in  some  fields, 
notably  medicine  and  engineering. 

History  does  not  offer  blueprints 
for  the  present  but  it  does  offer  exam- 
ples and  insights.  If  nothing  else,  it 
can  warn  us  against  becoming  mes- 
merized by  the  heady  visions  and 
soaring  rhetoric  of  the  moment.     H 

This  article  was  adapted  from  a  speech  made 
by  Dr.  Sowell  at  the  Commonwealth  Club  of  Cal- 
ifornia in  San  Francisco  on  June  18,  1998. 
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TO  KNOW  ABOUT  DOMO 
BUSMBSS  IN  A  TOWN 

THAT  HAS  OROWN  FAR 

BIYONO  ITS  ROOTS  AS 

TNI  MiftON  OTY." 


"THE  GOLDEN  TRIANGLE" 

is  what  locals  call  their  downtown  city 
center.  Created  by  the  union  of  the 
Ohio,  Allegheny  and  Monongahela 
rivers,  the  compact  Triangle  is  home 
to  several  of  the  nation's  largest  indus- 
trial companies.  Three  miles  east  of 
downtown  is  Oakland,  Pittsburgh's 
second  city  and  the  university,  health 
care  and  cultural  center.  The  Univer- 
sity of  Pittsburgh  and  Carnegie 
Mellon  University 
are  Oakland's 
anchors. 
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THE  WESTIN  WILLIAM 


A  PITTSBURGH  BUSINESS  FAVORITE  is  the 

Doubletree  Hotel  (412-281-3700),  a  26-story  tower  with  a  direct 
walkway  to  the  cavernous  David  L.  Lawrence  Convention  Center 
(412-565-6000).  The  breakfast  bunch  congregates  at  the  hotel's 
Orchard  Cafe  for  the  morning  buffet.  And  the  hotel  has  a  great 
health  club  with  a  three-lane  indoor  pool,  sauna  and  steam  baths. 

The  72-year-old  ^tin  WJUiara  Penn  (412-281-7100)  is  the 
city's  grande  dame.  The  public  rooms  are  gloriously  appointed, 
and  a  recent  restoration  has  freshened  the  guest  rooms. 

All  the  guest  rooms  have  lovely  river  or  city  views  at  the  Pittsburgh  Hilton  and  11 
(412-391-4600),  but  the  big  draw  is  the  extensive  business  services.  The  hotel  has  one  of  the 
ballrooms  between  New  York  and  Chicago,  and  "Towers"  level  accommodations  have  in-ro<| 
machines  and  access  to  a  private  lounge. 

Sunnyledge  (412-683-5014),  in  the  trendy  Shadyside  neighborhood,  is  carved  out  of  an 
mansion.  Guest  rooms  are  elegandy  furnished  and  the  Tea  Room  restaurant  features  Pittsb 
best  selection  of  single-malt  scotches. 

Many  Pittsburgh  hotels  cooperate  in  the  "Weekend  Getaway  Package"  promotion,  a  con  I 
tion  of  reduced  room  rates  and  special  deals  from  the  region's  museums,  attractions  and  sp 
events.  Call  800-927-8376  for  more  details. 


PITTSBURGH  LOVES  SPORTS,  including  the  Pittsburgh  Pirates  (412-323-5000),  who  play  at  Three  Rive 
diutn  (412-321-0650).  The  powerhouse  Pittsburgh  Steelers  (412-323-0300),  a  perennial  National  Football  L 
playoff  tean,  also  play  at  Three  Rivers.  But  the  talk  of  Pittsburgh  these  days  is  a  proposal  that  would  use  publ 
private  Rinds  to  build  each  team  its  own  new  stadium.  Hockey  fanatics  will  follow  the  powerful  Pittsburg! 
guins  (412-642-1842)  as  they  shift  into  the  NHL's  Atlantic  Division  for  the  1998-99  season.  The  first 
pre-season  game  is  September  23  at  the  Civic  Arena. 

For  travelers  who'd  rather  participate  than  spectate,  the  Pittsburgh  area  has  dozens  of  good  golf  co 
including  Qj  24-796-1594),  which  accepts  reservations  up  to  six  days  in  advance, 

workout  fans  rave  about  Hub  (119  6th  Street;  412-391-3300),  an  ultramodern  down| 

fitness  facility  that  accommodates  visitors  for  $12  a  day.  Runners  can  choose  scenic  routes  along  Pittsb 
miles  of  riverfront  or  through  v.   ! I  marked  routes  inside  the  Gulden  Triangle's  Point  State  Park. 
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PITTSBURGH  INTERNATIONAL  AIRMAIL 


ADVERTISEMENT 


CASH  WHEREVER, 
FOR  WHATEVER 

There  are  Visa7PLUS*  cash 
machines  all  over  town.  For  lo- 
cations, call  800-THE-PLUS  or 
use  the  ATM  locator  at  the  Visa 
Web  site  (www.visa.com). 


Pittsburgh  International  Airport,  US  Airways'  primary  hub,  is  every  business  traveler's 
favorite  place  to  change  planes.  The  x-shaped,  6-year-old  terminal  is  bright  and  simple  to 
navigate,  and  PIT  has  one  of  the  best  on-time  ratings  of 
any  major  hub  airport. 

The  Airmail  at  Pittsburgh  International  is  a  world-class 
shopping  mall,  offering  time-pressed  travelers  a  wide  range 
of  goods  and  services  at  the  same  prices  as  traditional  malls. 

Pittsburgh  International  also  houses  two  amenities  every 
airport  should  offer:  "Touch  And  Go*  (412-472-3323),  a 
professional  massage  service,  and  *  Airport  Fitness*  (412- 
472-5231),  a  2,700-square-foot  health  club.  Daily,  month- 
ly and  yearly  memberships  are  available. 


A  Meat-and-PotatOeS  TOWn,  Pittsburgh  revels  in  its 

reputation  as  the  home  of  the  Big  Mac  (a  local  McDonald's 

franchisee  created  the  sandwich).  Executives  frequently  entertain 

at  the  local  branches  of  two  upscale  steak  houses,  Mortons  of 

Chicago  (CNG  Tower;  412-261-7141)  and  Ruths  Chris  Steak  House  (Six  PPG  Place;  412-391-4800). 

Order  a  steak  done  "Pittsburgh"  and  it'll  come  charred  on  the  outside  and  pink  inside. 

Seafood  fans  traditionally  gravitate  to  The  Stedhead  Grill  (in  the  Pittsburgh  Marriott  City  Center; 
412-394-3474).  But  the  city's  newest  big-ticket  dining  room,  Pittsburgh  Fish  Market  (1001  Liberty 
Avenue;  412-227-3657),  has  made  waves  since  opening  earlier  this  year.  The  restaurant  has  a  300-seat 
dining  room,  an  exhibition  kitchen  and  a  horseshoe-shaped  sushi  bar. 

The  former  depot  of  the  Pittsburgh  &  Lake  Erie  railroad  is  now  a  glittering  retail  and  entertainment 
complex  called  Station  Square  (800-859-8959).  The  palatial  waiting  room,  complete  with  a  60-foot-long 
and  45-foot-high  stained-glass  vault,  is  Grand  Concourse  (412-261-1717),  a  popular  dining  spot.  Deals 
are  often  cut  over  lunch  or  dinner  at  the  serene  Carlton  (One  Mellon  Bank  Center;  412-391-4099),  a  so- 
phisticated dining  room  in  the  Golden  Triangle.  On  the  62nd  floor  of  the  nearby  USX  Tower  (600  Grant 
Street)  is  Top  of  the  Triangle  (412-471-4100),  where  executives  retreat  for  a  drink  and  knockout  view. 

Foodies  nationwide  are  taking  note  of  the  trendy  neighborhood  successes  created  by  Pittsburgh-based 
Big  Burrito  Group  -  like  Kaya  (412-261-6565),  a  fusion  of  Caribbean  and  vegetarian  cuisine  coupled 

with  a  deep  beer  list.  Casbah  (412- 
661-5656),  which  borrows  flavors 
from  the  Mediterranean,  serves  dozens 
of  wines  by  the  glass  and  outfits 
the  dining  room  with  handblown 
sconces,  tiles  and  rich  fabrics.  The 
SOBA  Lounge  (4 1 2-362-5656)  is  a 
popular  nightspot  with  a  variety  of 
new  Asian  dishes. 
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Management  s 

Paradigms 


by  Peter  F.  Drucker 


Peter  F.  Drucker  1998 


In  a  fast-changing  world,  what  worked  yesterday  probably  doesn't 
work  today.  One  of  the  fathers  of  modern  management  theory  here- 
in argues  that  much  of  what  is  now  taught  and  believed  about  the 
practice  of  management  is  either  wrong  or  seriously  out  of  date. 


As  we  ADVANCE  deeper  into  the  knowledge  econo- 
my, the  basic  assumptions  underlying  much  of  what 
is  taught  and  practiced  in  the  name  of  management 
are  hopelessly  out  of  date. 

As  every  seasoned  executive  has  learned,  few  poli- 
cies remain  valid  for  as  long  as  20  to  30  years.  Nor 
do  most  assumptions  about  the  economy,  about 
business,  about  technology  remain  valid  longer 
than  that.  Yet  most  of  our  assumptions  about  busi- 
ness, technology  and  organization  are  at  least  50 
years  old.  They  have  outlived  their  time. 

As  a  result,  we  are  preaching,  teaching  and  prac- 
ticing policies  that  are  increasing^  at  odds  with 
reality  and  therefore  counterproductive  1  his  essay 
attempts  to  reexamine  these  assumptions  and  prac- 
tices. Basic  assumptions  about  reality  arc  the  para- 
digms of  a  social  science.  These  assumptions  about 
reality  determine  what  the  discipline  focuses  on. 
The  assumptions  also  largely  determine  what  is 
pushed  aside  as  an  annoying  exception.  Get  the 
assumptions   wrong   and    everything   that    follow 


from  them  is  wrong. 

Mary  Parker  Follett  (1868-1933)  was  one  of  the 
most  insightful  of  the  early  management  scholars. 
But  her  work  was  ignored  for  decades  because  her 
assumptions  differed  from  those  that  prevailed 
when  management  was  becoming  a  discipline  in 
the  1930s. 

Follett  preached  the  use  of  conflict  to  create 
understanding.  She  believed  in  managing  for 
increased  yield  and  that  increased  yield  could  be 
achieved  through  better  understanding  among 
employees.  Follett  was  out  of  tune  on  two  scores. 
The  1930s  were  Marxist-tainted,  and  Marxists 
believed  that  class  conflict  was  unresolvable.  The 
Thirties  also  believed  that  cost-cutting  was  the 
essence  of  good  management. 

Yet  we  now  know  that  Follett  was  closer  to 
reality  about  society,  people  and  management  than 
were  the  theorists  and  practitioners  who  ignored 
he    work. 

These    assumptions  that  determine  what  we  pay 
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The  first  practical  application  of  management  theory  did  not 
take  place  in  a  business  but  in  nonprofits  and  government  agencies. 
Taylor  (1856-1915),  the  inventor  of  "scientific  management,"  in  all  probability 
also  coined  the  terms  "management"  and  "consultant"  in  their  present  meaning. 


attention  to  and  what  we  ignore  are  usually  held  sub- 
consciously by  the  scholars,  the  writers,  the  teachers,  the 
practitioners  in  the  field.  Thus,  they  are  rarely  analyzed, 
rarelv  studied,  rarely  challenged — indeed  rarely  even 
made  explicit. 

Because  the  generally  held  assumptions  about  man- 
agement no  longer  apply,  it  is  important  that  we  first 
make  them  explicit,  and  then  replace  them  with  assump- 
tions that  better  fit  today's  reality. 

For  a  social  discipline,  such  as  management,  the 
assumptions  are  actually  a  good  deal  more  important 
than  are  the  paradigms  for  a  natural  science.  The 
paradigm — that  is,  the  prevailing  general  theory — has  no 
impact  on  the  natural  universe.  Whether  the  paradigm 
states  that  the  sun  rotates  around  the  earth,  or  that,  on 
the  contrary,  the  earth  rotates  around  the  sun,  has  no 
effect  on  sun  and  earth.  But  a  social  discipline,  such  as 
management,  deals  with  the  behavior  of  people  and 
human  institutions.  The  social  universe  has  no  "natural 
laws"  as  the  physical  sciences  do.  It  is  thus  subject  to 
continuous  change.  This  means  that  assumptions  that 
were  valid  yesterday  can  become  invalid  and,  indeed, 
totally  misleading  in  no  time  at  all. 

That's  where  we  are  today  with  the  discipline  of 
management. 

What  are  the  assumptions  that  are  leading  manage- 
ment astray? 

Underlying  today's  orthodoxy,  for  instance,  is  a  basic- 
assumption  that  has  been  held  by  practically  all  manage- 
ment theorists  and  by  most  practitioners  since  the  earli- 
est days  of  thinking  about  organization;  that  is,  since 
Henri  Fayol  in  France  and  Walter  Rathenau  in  Germany 
around  1900.  It  has  been  taken  for  granted  that  there  is 
one  right  form  of  organization. 

Fayol  laid  down  the  principle  that  there  was  one  right 
structure  for  every  manufacturing  enterprise:  a  function- 
al division  into  engineering,  manufacturing,  selling, 
finance  and  personnel,  each  division  to  be  managed  sep- 
arately and  to  come  together  only  at  the  level  of  the 
chief  executive. 

Though  theories  about  what  constitutes  the  right 
organization  have  changed  several  times  in  the  past  cen- 
tury, practitioners  and  students  of  management  still  hold 
the  assumption  that  there  is  a  single  right  form  of  orga- 
nization for  every  business. 

This  is  just  one  of  seven  underlying  assumptions  about 
Organization  that  are  out  of  date: 

*'Ihnt  there  is  only  one  right  way  to  organize  a 

*17mt  the  principles  of  management  apply  only  t 
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ness  organizations. 

*That  there  is  a  single  right  way  to  manage  people.  Way 
back,  the  right  way  was  top-down  control — centraliza- 
tion. Later,  decentralization  came  into  vogue.  Today  the 
team  approach  is  considered  to  be  ideal. 

*That  technologies,  markets  and  end-uses  are  fixed  and 
rarely  overlap.  That  is,  each  industry  has  a  specific  tech- 
nology and  a  specific  market. 

*That  management's  scope  is  legally  defined  as  applying 
only  to  an  organization's  assets  and  employees. 

*That  management's  job  is  to  "run  the  business"  rather 
than  to  concentrate  on  what  is  happening  outside  the  busi- 
ness. That  is,  management  is  internally,  not  externally, 
focused. 

MThat  national  boundaries  define  the  ecology  of  enter- 
prise and  management. 

Until  the  early  1980s  all  but  the  first  of  these  now 
outdated  assumptions  were  close  enough  to  reality  to  be 
useful.  In  this  essay  I  will  show  why  every  one  of  these 
assumptions  is  now  either  wrong,  out  of  date  or  both. 
Failing  to  abandon  them  in  fast-changing  reality  can 
cause  your  business  to  fail  and  your  career  to  flounder. 

MANAGEMENT  AS  A  DISCIPLINE 

Until  the  early  1980s  all  but  the  first  of  these  assump- 
tions were  close  enough  to  reality  to  be  operational,  but 
today  they  are  far  removed  from  reality.  Indeed,  reality 
is  fast  becoming  the  very  opposite  of  what  these  assump- 
tions claim. 

In  this  essay  I  will  try  to  think  through  these  assump- 
tions and  formulate  new  ones  to  fit  a  fast-changing 
reality. 

THE  DISCIPLINE  OF  MANAGEMENT 

We  today  tend  to  think  of  management  as  business  man- 
agement. Management  writers,  management  practition- 
ers and  the  laity  do  not  even  hear  the  word  "manage- 
ment"; they  automatically  hear  "business  management." 

This  assumption  regarding  the  universe  of  manage- 
ment is  of  fairly  recent  origin.  Before  the  1930s  the 
handful  of  writers  and  thinkers  who  concerned  them- 
selves with  management — beginning  with  Frederick 
Window  Taylor  around  the  turn  of  the  century  and  end- 
ing with  Chester  Barnard  just  before  World  War  II — 
assumed  that  business  management  is  just  a  subspecies 
of  general  management. 

To  them  "management"  applied  to  any  kind  of  orga- 
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nization,  not  just  business.  An  organization  was  an  orga- 
nization, and  they  differed  only  in  the  way  that  one 
breed  of  dog  is  different  from  another  breed  of  dog. 

The  first  practical  application  of  management  theory 
did  not  take  place  in  a  business  but  in  nonprofits  and 
government  agencies.  Taylor  (1856-1915),  the  inventor 
of  "scientific  management,"  in  all  probability  also  coined 
the  terms  "management"  and  "consultant"  in  their  pre- 
sent meaning.  On  his  calling  card  he  identified  himself 
as  "Consultant  to  Management."  He  deliberately  chose 
these  unfamiliar  terms  to  shock  potential  clients  into 
awareness  of  his   offering  something  totally  new. 

But  Taylor  did  not  cite  a  business  as  the  "perfect 
example  of  scientific  management"  in  his  1912  testimo- 
ny before  the  Congress,  which  first  made  the  U.S.  man- 
agement-conscious. He  cited  the  nonprofit  Mayo  Clinic. 
The  most  publicized  application  of  Taylor's  scientific 
management  (though  aborted  by  union  pressure)  was 
not  in  a  business  but  in  the  government-owned  and  -run 


But  the  differences  between  managing  a 
chain  of  retail  stores  and  managing  a 
Roman  Catholic  diocese  are  amazingly  fewer 
than  either  retail  executives  or  bishops  realize. 


Water  town  Arsenal. 

The  first  job  to  which  the  term  "manager"  in  its  pre- 
sent meaning  was  applied  was  not  in  business.  It  was  the 
city  manager — an  American  invention  of  the  early  years 
of  the  century. 

The  first  conscious  and  systematic  application  of 
management  principles  similarly  was  not  in  a  business.  It 
was  in  the  reorganization  of  the  U.S.  Army  in  1901  by 
Elihu  Root  (1845-1937),  Theodore  Roosevelt's  secre- 
tary of  war. 

The  first  management  congress — Prague  in  1922 — 
was  organized  not  by  business  people  but  by  Herbert 
Hoover,  then  U.S.  secretary  of  commerce,  and  Thomas 
Masaryk,  a  world-famous  historian  and  the  founding 
president  of  the  new  Czechoslovak.    Republic. 

Mary  Parker  Follett,  whose  work  on  management 
began  at  roughly  the  same  time,  never  differentiated 
between  business  management  and  nonbusiness 
management. 

The  identification  of  management  with  business 
management  began  only  with  the  Great  Depression, 
which  bred  hostility  to  business  and  contempt  for  busi- 
ness executives.  In  order  not  to  be  tarred  with  the  busi- 
ness brush,  management  in  the  public  sector  was  rechris- 
tened  public  administration  and  proclaimed  a  separate 
discipline — with  its  own  university  departments,  its  own 
terminology,  its  own  career  ladder.  What  had  begui 
study  of  management  in  the  rapidly  growing  hospital 
sector  (e.g.,  by  Raymond  Sloan,  the  younger  brother  < 


GM's  Alfred  Sloan)  was  split  off  as  a  separate  disciplinel 
and  christened  hospital  administration. 

Not  to  be  called  "management"  was,  in  other  words^ 
political  correctness  in  the  Depression  years.  Hospitals! 
and  governments:  wanted  to  be  thought  of  as  somehowj 
less  "capitalistic." 

In  the  postwar  period,  however,  the  fashion  changed. 
By  1950  "business"  had  become  a  good  word — largely 
the  result  of  the  performance  of  American  business  man-l 
agement  during  World  War  II.  We  are  finally  catching  up] 
with  this  reality:  Witness  the  renaming  of  so  many  busi- 
ness schools  as  schools  of  management;  the  rapidly] 
growing  offerings  in  "nonprofit  management"  by  these] 
schools;  the  emergence  of  executive  management  pro- 
grams recruiting  both  business  and  nonbusiness  execu- 
tives; even  the  emergence  of  departments  of  pastoral  I 
management  in  divinity  schools. 

But   the   assumption   that   management   is   business  I 
management  still  persists.  It  is  therefore  important  to 
assert — and    to    do    so    loudly — that 
management  is  not  business  manage- 
ment, any  more  than,  say,  medicine  is< 
obstetrics. 

There  are,  of  course,  differences  in 
management  between  different  orga- 
nizations— mission  defines  strategy, 
after  all,  and  strategy  defines  structure. 
But  the  differences  between  managing 
a  chain  of  retail  stores  and  managing  a 
Roman  Catholic  diocese  are  amazingly 
fewer  than  either  retail  executives  or 
bishops  realize. 

The  differences  are  mainly  in  application  rather  than 
in  principles.  The  executives  of  all  these  organizations 
spend,  for  instance,  about  the  same  amount  of  their  time 
on  people  problems — and  the  people  problems  are 
almost  always  the  same. 

So  whether  you  are  managing  a  software  company,  a 
hospital,  a  bank  or  a  Boy  Scout  organization,  the  differ- 
ences apply  to  only  about  10%  of  your  work.  This  10%  is 
determined  by  the  organization's  specific  mission,  its 
specific  culture,  its  specific  history  and  its  specific  vocab- 
ulary. The  rest  is  pretty  much  interchangeable. 

The  differences  with  respect  to  the  last  10%  are  no 
greater  between  businesses  and  nonbusinesses  than  they 
are  between  businesses  in  different  industries,  e.g., 
between  a  multinational  bank  and  a  toy  manufacturer. 

Why  is  it  important  to  break  down  the  artificial  dis- 
tinction between  business  and  nonbusiness  organiza- 
tion? Because  the  growth  sector  of  a  developed  society 
in  the  21st  century  is  most  unlikely  to  be  business — in 
fact,  business  has  not  even  been  the  growth  sector  of  the 
20th  century  in  developed  societies.  A  far  smaller  pro- 
portion of  the  working  population  in  every  developed 
country  is  now  engaged  in  business  than  it  was  a  hun- 
dred years  ago. 

Then  virtually  everybody  in  the  working  population 
made  his  living  in  economic  activities  (mostly  farming). 
The  growth  sectors  in  the  20th  century  in  developed 
countries  have  been  in  nonbusiness  — in  government,  in 
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the  professions,  in  health  care,  in  education.  In  the  21st 
century  that  trend  is  going  to  continue  with  a 
vengeance. 

So  the  nonprofit  social  sector  is  where  management  is 
today  most  needed  and  where  systematic,  principled, 
theory-based  management  can  yield  the  greatest  results 
fastest.  Just  think  of  the  enormous  problems  facing  the 
world — poverty,  health  care,  education,  international 
tension — and  the  need  for  managed  solutions  becomes 
loud  and  clear. 

THE  ONE  RIGHT  ORGANIZATION 

Concern  with  management  and  its  study  began  with 
the  sudden  emergence  of  large  organizations.  A  stand- 
ing army  was  the  novelty  of  late  19th-century  society. 
Businesses  and  governmental  civil  services  were  other 
large  organizations  that  developed  around  the  same 
time. 
And  from  the  very  beginning,  more  than  a  century 


For  example,  one  hears  a  great  deal  today  about  "the 
end  of  hierarchy."  This  is  blatant  nonsense.  In  any  institu- 
tion there  has  to  be  a  final  authority,  that  is,  a  "boss" — someone 
who  can  make  the  final  decision  and  who  can  then  expect  to  be  obeyed. 


ago,  the  study  of  organization  has  rested  on  one 
assumption:  that  there  is  or  must  be  a  single  "right"  form 
of  organization.  That  one-size-fits-all  idea  persists  today. 

What  is  presented  as  the  "one  right  organization"  has 
changed  more  than  once.  But  the  search  for  the  one-fits- 
all  organization  continues  today. 

Organization  structure  in  business  was  first  tacklec  in 
France,  around  the  turn  of  the  century,  by  Henri  Fayol 
(1841-1925),  the  head  of  one  of  Europe's  largest  but 
also  totally  disorganized  enterprises,  a  coal-mining  com- 
pany (he  did  not,  however,  publish  his  book  until 
1916).  As  in  Europe,  so  in  the  U.S:  The  first  manage- 
ment theorists  were  practicing  businesspeople:  John  D. 
Rockefeller  Sr.,  J.  P.  Morgan  and,  especially,  Andrew 
Carnegie  (who  still  deserves  to  be  studied  and  who  had 
the  most  lasting  impact).  A  little  later,  Elihu  Root 
applied  organization  theory  to  the  U.S.  Army.  It  is  hard- 
ly coincidence  that  Root  had  been  Carnegie's  legal 
adviser. 

These  were  the  days  when  really  large-scale  business 
organizations  were  just  emerging  and  their  managers 
had  to  evolve  their  discipline  as  they  went  along.  There 
were  no  texts  to  consult,  no  consultants.  In  a  sense  they 
learned  from  each  other.  Georg  Siemens  (1839-1901), 
the  founder  in  1870  of  the  Deutsche  Bank,  adopted, 
around  1895,  the  organizational  concepts  of  his  friend 
Fayol  to  save  the  rapidly  foundering  Siemens  Electric 
Co.  his  cousin  Werner  von  Siemens  (1816-1892)  had 


founded  but  had  left  leaderless  at  his  death. 

Yet  the  need  for  organizational  structure  was  by  no 
means  obvious  to  everybody  in  these  early  years. 
Frederick  Winslow  Taylor  did  not  see  it  at  all.  Until  his 
death  he  wrote  and  talked  of  "the  owners  and  their 
helpers."  Well  into  this  century,  many  businesses  still  ran 
on  the  owners-and-helpers  nonorganization  concept. 
Right  up  to  his  death  in  1947,  Henry  Ford  tried  to  run 
what  for  many  years  was  the  world's  largest  manu- 
facturing company  that  way — with  unfortunate  results. 
World  War  I  made  clear  the  need  for  a  formal  organi- 
zational structure.  Managing  tens  of  millions  of  soldiers 
and  refocusing  whole  economies  on  war  production 
made  formal  organization  indispensable.  The  war 
showed,  however,  that  Fayol's  (and  Carnegie's)  func- 
tional structure  was  not  the  one  right  organization  for 
massive  undertakings.  Their  highly  centralized  manage- 
ment just  couldn't  work  on  that  scale.  Decision-making 
had  to  pushed  down  into  the  organization. 

Thus  immediately  after  World  War  I,  first  Pierre  S. 

du  Pont  (1870- 
1954),  and  then 
Alfred  Sloan 

(1875-1966), 
developed  decen- 
tralization. It 
soon  became  the 
managerial 
mantra,  the  one 
right  way. 

And    now,    in 
the  last  few  years, 
we  have  come  to  tout  the  team  as  the  one  right  organi- 
zation for  pretty  much  everything. 

By  now,  however,  it  should  have  become  clear  that 
there  is  no  such  thing  as  the  one  right  organization. 
There  are  only  organizations,  each  of  which  has  distinct 
strengths,  distinct  limitations  and  specific  applications.  It 
has  become  clear  that  organization  is  not  an  absolute.  It 
is  a  tool  for  making  people  productive  in  working  to- 
gether. As  such,  a  given  organizational  structure  fits  cer- 
tain tasks  in  certain  conditions  and  at  certain  times. 

For  example,  one  hears  a  great  deal  today  about  "the 
end  of  hierarchy."  This  is  blatant  nonsense.  In  any  insti- 
tution there  has  to  be  a  final  authority,  that  is,  a 
"boss" — someone  who  can  make  the  final  decision  and 
who  can  then  expect  to  be  obeyed.  In  a  situation  of 
common  peril — and  every  institution  is  likely  to 
encounter  it  sooner  or  later.  If  the  ship  founders,  the 
captain  does  not  call  a  meeting;  the  captain  gives  an 
order.  And  if  the  ship  is  to  be  saved,  everyone  must  obey 
the  order,  must  know  exactly  where  to  go  and  what  to 
do  and  do  it  without  "participation"  or  argument. 
Hierarchy,  and  the  unquestioning  acceptance  of  it  by 
e\  eryone  in  the  organization,  is  the  only  hope  in  a  crisis. 
But  what  is  the  right  organization  to  handle  crisis  is 
not  the  right  organization  for  all  tasks.  Sometimes  the 
team  approach  is  the  right  answer. 

In  fact,  in  the  pharmaceutical  industry,  the  team 
approach  was  applied  successfully  long  before  the  cur- 
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rent  enthusiasm  for  it.  Since  around  1950,  first  in 
Switzerland,  then  in  the  U.S.,  pharmaceutical  companies 
have  used  teams  to  develop  and  introduce  new  prescrip- 
tion drugs  As  soon  as  the  basic  science  has  been  devel- 
oped, medical  people,  manufacturing  people,  financial 
people  and  patent  experts  work  together  in  development 
teams.  The  team  doesn't  disband,  its  purpose  achieved, 
until  the  drug  is  actually  on  the  market.  Yet  within  these 
same  companies,  other  projects — such  as  converting  a 
prescription  drug  into  an  over-the-counter  product — are 
handled  by  conventional  functional  organization. 

Henri  Fayol  assumed  the  "typical  manufacturing 
enterprise."  Alfred  Sloan  in  the  1920s  organized  each 
of  General  Motors'  decentralized  divisions  exactly  the 
same  way. 

Thirty  years  later,  in  the  massive  reorganization  of  the 
U.S.  General  Electric  Co.  in  the  early  1950s,  the  same 
principle  held:  that  there  was  only  one  way  to  organize 
work.  A  small  unit  of  a  few  dozen  researchers,  engaged 
solely  on  development  work  for  the  U.S.  Air  Force,  was 
to  be  organized  almost  exactly  like  a  huge  department 
employing  several  thousand  people  and  manufacturing  a 
toaster  or  an  electric  generator.  The  small  development 
group  was  actually  saddled  with  manufacturing,  person- 
nel, financial  and  public  relations  managers. 

In  any  enterprise — probably  even  in  Fayol's  typical 
manufacturing  business — there  is  need  for  a  number 
of    different     organizational     structures     coexisting 


side  by  side. 

Take  managing  foreign  currency  exposure,  an  increas 
ingly  critical — and  increasingly  difficult — task.  Thi 
requires  total  centralization.  No  one  unit  of  the  enter 
prise  can  be  permitted  to  handle  its  own  foreign-curren 
cy  exposures.  But  in  the  same  enterprise,  serving  thtt 
customer,  especially  in  high-tech  areas,  requires  almos* 
complete  local  autonomy — going  way  beyond  tradition 
al  decentralization.  Each  of  the  individual  service  people 
must  be  the  "boss,"  with  the  rest  of  the  organizatior 
taking  its  direction  from  him  or  her. 

There  are  thus  vast  differences  in  organizational! 
structure  according  to  the  nature  of  the  task. 

Though,  as  I  have  said,  they  share  most  of  the  same 
problems,  a  Catholic  diocese  is  organized  very  different- 
ly from  an  opera  company.  A  modern  army  is  organized 
very  differently  from  a  hospital.  But  within  them  these 
big  organizations  typically  have  more  than  one  organi- 
zational structure.  In  the  Catholic  diocese,  for  instance, 
the  bishop  is  the  absolute  authority  in  certain  areas;  ai 
constitutional  monarch  in  others  (severely  limited,  fori 
instance,  in  his  right  to  discipline  his  diocesan  clergy) 
and  virtually  powerless  in  others — he  cannot,  for 
instance,  visit  a  parish  in  his  diocese  unless  the  parish 
priest  invites  him  to  do  so. 

Yet  there  are  universal  principles  of  organization. 

One  is  surely  that  organization  has  to  be  transparent. 
People  must  know  and  understand  the  organizational 
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structure  thev  are  to  work  in.  This  sounds  obvious — but 
it  is  tar  too  often  violated  in  most  institutions,  even  in 
the  military. 

It  took  something  like  20  years,  for  example,  for  the 
[  N  \ir  Force  to  really  understand  who  should  have  the 
last  word  as  to  whether  a  new  aircraft  was  ready  to  fly.  It 
turns  out  that  the  real  boss  was  the  sergeant  crew  chief, 
not  the  colonel  who  commands  the  repair  crews. 

MULTIPLE  ORGANIZATIONAL  STRUCTURES 

As  I  have  already  mentioned,  someone  in  the  organiza- 
tion must  have  the  authority  to  take  command  in  a  cri- 
sis. It  is  also  a  sound  general  principle  for  all  kinds  of 
organizations  that  any  member  of  the  organization 
should  have  only  one  "master."  There  is  wisdom  in  the 
old  proverb  of  the  Roman  law  that  a  slave  who  has  three 
masters  is  a  free  man  It  is  a  very  old  principle  of  human 
relations  that  no  one  should  be  put  into  a  conflict  of  loy- 
alties— and  having  more  than  one  master  creates  such  a 
conflict. 

That's  where  the  so-called  |azz  combo  teams,  so  pop 
ular  now,  often  go  wrong.  The  engineer  member,  for 
example,  reports  to  the  team  leader,  but  she  also  reports 
to  the  chief  of  her  specialty  function.  So  with  the  finance 
member:  He  owes  loyalty  both  to  the  team  leader  Mid 
the  organization's  overall  finance  chief 

It  is  a  sound  structural  principle  to  have  the  fewest 


number  of  layers,  that  is,  to  have  an  organization  that  is 
as  "flat"  as  possible — if  only  because  the  first  law  of 
information  theory  tells  us  that  "every  relay  doubles  the 
noise  and  cuts  the  message  in  half." 

One  implication  of  all  this  is  that  individuals  will  have 
to  learn  to  work  at  one  and  the  same  time  in  different 
organizational  structures.  For  one  task  they'll  work  in  a 
ream.  For  another  task  they  will  have  to  work  in  a 
command-and-control  structure.  The  same  individual 
who  is  a  boss  within  his  or  her  own  organization  is  a 
partner  in  an  alliance  and  even  a  junior  partner  in  a  joint 
venture. 

Think  of  it  this  way:  The  executive  of  the  future  will 
require  a  toolbox  full  of  organizational  structures.  He 
will  have  to  select  the  right  tool  for  each  specific  task. 

That  means  he  or  she  will  have  to  learn  to  use  each  of 
the  tools  and  understand  which  one  works  best  for  each 
task.  And  when,  in  the  performance  of  a  task,  should  he 
or  she  switch  from  one  kind  of  organization  to  another? 

This  analysis  is  perhaps  most  needed  for  the  currently 
politically  correct  organization:  the  team. 

It  is  generally  assumed  today  that  there  is  only 
one  kind  of  team — the  jazz  combo — where  each  partic- 
ipant docs  his  or  her  own  thing  but  together  they  make 
great  music.  Actually  there  are  at  least  half  a  dozen — 
perhaps  a  full  dozen — of  very  different  teams,  each 
with  its  own  area  of  application,  each  with  its  own  limi- 
tations   and    difficulties    and    each    requiring    different 


Any  vehicular  manufacturer  with  plants  around  the  world  could  be 
neighbors  with  Dana  Corporation.  For  two  reasons.  There's  a  good 
chance  we  might  already  have  a  facility  there  supplying  innovative 
systems,  assemblies  and  components.  And  if  we  don't,  there's  a 
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possibility  we  could  build  a  plant  next  door.  We 
go  to  the  ends  of  the  earth  to  be  responsive  to  our 


customers.  That's  what  good  neighbors  are  for.  That's  what  we're  here 
for.  Or  over  there  for.  We  do  whatever  our  customers  need  to  help  them 
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get  to  the  future  ahead  of  schedule.  Be  it  cutting  inventory  and  invest- 
ment costs  or  speeding  up  the  time  it  takes  to  get  their  products  to  market. 
So  visit  us  at  www.dana.com  and  find  out  how  we  help  our  neighbors 
take  care  of  some  of  their  chores.  ffcf&  fino&nf  /f fatten  ffliy 
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management. 

Here  are  some  examples  of  teams: 

The  old-fashioned  functional  team  is  the  kind  that 
prevails  in  department  stores.  The  different  depart- 
ments—  buyers,  displayers,  promotion  and  advertising, 
selling — do  not  work  together,  and  none  of  their  mem- 
bers ever  does  the  task  of  a  member  of  another  function, 
except  in  a  rare  crisis. 

The  advantage  of  this  team — as  with  a  baseball  team — 
is  that  each  member  can  be  trained  in  a  particular 
strength,  as  are  hitters,  pitchers  and  catchers  on  a  base- 
ball team.  And  each  member  can  be  measured  and 
judged  against  clear  and  specific  goals.  The  weaknesses 
are  rigidity,  slowness  in  changing  anything  and  the  dan- 
ger that  each  group  will  be  focused  only  on  its  own  func- 
tion. It  will  do  its  job  well  but  pay  little  attention  to  the 

So  executives  will  have  this  toolbox  full  of 
organizations,  some  highly  specialized.  They  will 
need  to  be  able  to  use  each  one  properly  and  to  think  in 
terms  of  mixed  structures  rather  than  only  pure  structures. 


organization's  overall  performance. 

Another  team  is  exemplified  by  the  way  service  to  cus- 
tomers is  now  being  organized  by  the  world's  major 
manufacturers  of  heavy  equipment,  things  like 
Caterpillar's  million-dollar  drag  lines  or  the  even  more 
expensive  high-tech  medical  mri  machinery.  The  service 
person  assigned  to  the  customer  has  the  ball,  in  football 
parlance.  The  service  person  can  and  does  call  on  anyone 
in  the  company  to  help  a  customer  with  a  particular 
problem;  that  expert  is  then  on  the  service  person's  team 
for  as  long  as  it  takes  to  fix  the  problem.  Similarly  the  big 
multinational  banks  have  organized  their  work  for  major 
customers  like  a  football  team's.  The  executive  in  charge 
of  an  account,  e.g.,  Exxon  or  Unilever,  is  directly 
responsible  for  what  the  client  needs  or  wants.  And  he 
or  she  can  recruit  anyone  in  the  that  bank's — and  in  any 
of  that  bank's  locations — to  help  the  client. 

A  final  example:  The  team  is  the  top  management  of 
the  big  German  company.  Each  member  typically  has 
one  clearly  defined  area  of  responsibility  in  which  he 
(still  very  rarely  a  "she")  is  the  boss  That  area  may  be 
functional — engineering — or  geographic — e.g.,  North 
America.  Normally,  the  person  in  charge  of  such  an  area 
does  not  even  consult  his  colleagues  about  decisions  in 
the  area;  he  just  reports  them.  But  there  is  a  "speaker" — 
usually  elected  by  the  board.  He  too  normally  has  a  spe- 
cialty area  of  his  own,  but  in  addition  he  has  a  vote, 
especially  when  there  is  disagreement  in  the  group.  He 
is  somewhat  similar  to  the  conductor  of  a  good  orches- 
tra— he  sets  the  score.  But  each  player  plavs  his  own 
instrument. 

And  there  are  many,  many  more  kinds  of  teams.  We 


are  now  only  beginning  to  explore  them  and  to  define 
the  strengths  and  weaknesses  of  each  and  where  each 
works  or  doesn't  work. 

But  unless  we  work  out,  and  fast,  what  a  given  team  is 
suited  for,  and  what  a  given  team  is  not  suited  for,  teams 
will  become  discredited  as  just  another  fad. 

So  executives  will  have  this  toolbox  full  of  organiza- 
tions, some  highly  specialized.  They  will  need  to  be  able 
to  use  each  one  properly  and  to  think  in  terms  of  mixed 
structures  rather  than  only  pure  structures. 

There  are  not  yet  many  organizations  that  can  do  that. 
An  exception  is  Merrill  Lynch.  It  has  organized  its  insti- 
tutional business  quite  differently  from  its  retail  busi- 
ness, even  though  they  are  run  by  the  same  people. 

What  in  all  this  is  the  role  of  the  chief  executive? 
I  doubt  that  anyone  would  assert  that  we  really  know 

how  to  organize  the 
top  management  job, 
whether  in  a  business,  a 
university,  a  hospital  or 
even  a  modern  church. 
We  talk  incessantly  about 
teams — and  every  study 
comes  to  the  conclusion 
that  the  top  management 
job,  requires  a  team.  But 
here  rhetoric  parts 
entirely  from  reality,  and 
we  practice  the  most  extreme  personality  cult  of  super- 
men chief  executives — Bill  Gates,  Jack  Welch,  Lou 
Gerstner,  celebrities  all. 

But  how  were  these  people  selected  and  who  will  suc- 
ceed them — and  by  what  process?  What  are  the  safe- 
guards to  assure  that  the  successor  will  be  the  best  per- 
son for  the  job?  People  pay  little  attention  to  the  succes- 
sion process,  though  it  is,  in  fact,  the  ultimate  test  of 
good  management. 

In  this  respect,  a  nonbusiness  organization  has  done  a 
much  better  job:  The  first  conscious  attempt  to  deal 
with  the  succession  problem  was  made  by  the  framers  of 
the  U.S.  Constitution.  They  figured  out  for  the  first 
time  in  human  history  how  to  assure  orderly  succession 
without  the  killings,  poisonings,  plots  and  coups  d'etat 
that  stained  the  history  of  royal  successions.  While  I 
don't  know  of  any  cases  of  garroting  of  rivals  in  corpo- 
rate successions,  neither  am  I  aware  of  any  successful  sys- 
tems to  assure  successful  succession  in  the  corporate  or 
organizational  world.  The  Constitution  made  sure  that 
there  would  always  be  a  chief  executive  officer  legiti- 
mately selected  and  waiting  in  the  wings  without  being 
a  threat  to  the  incumbent,  as  were  the  crown  princes  of 
\  ore.  The  vice  president  who  succeeds  a  president  who 
dies  in  office  may  not  be  the  best  person  for  the  job,  but 
his  legitimacv  and  authority  is  never  in  doubt. 


ONLY  ONE  RIGHT  WAY? 

In  no  other  area  are  the  basic  traditional  assumptions 
held  as  firmly — though  again  subconsciously,  as  a  rule — 
w  h  respect  to  people  and  their  management.  In  no 
other  area  are  they  so  totally  at  odds  with  reality  and  so 
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be  managed  as  subordinates;  they  are  associates.  The> 
are  seniors  or  juniors  but  not  superiors  and  subordinates: 

This  difference  is  more  than  cosmetic.  Once  beyonc 
the  apprentice  stage,  knowledge  workers  must  know 
more  about  their  job  than  their  boss  does — or  wha 
good  are  they?  The  very  definition  of  a  knowledge  work 
er  is  one  who  knows  more  about  his  or  her  job  than  any 
body  else  in  the  organization. 

For  example,  the  engineer  servicing  a  customer  doe 
not  know  more  about  the  product  than  the  engineerinj 
manager  does.   But  she  knows  more  about  the  cus 
tomer — and  that  may  be  more  important  than  product 
knowledge.  The  meteorologist  on  an  air  base  is  vast! 
inferior  in  rank  to  the  air  base  commander.  But  he  is  oi 
no  use  unless  he  knows  infinitely  more  about  weatheil 
forecasting  than  the  air  base  commander  does.   The 
mechanic  servicing  an  airliner  knows  far  more  about  the 
technical  condition  of  the  plane  than  the  airport  manag-: 


of  the  work  force  are  no  longer  full-timi 
employees.  They  work  for  an  outsourcing  contrac 
tor,  be  it  a  cleaning  service  or  a  data  processing  outfit.! 


totally  counterproductive. 

Douglas  McGregor's  book  The  Human  Side 
of  Enterprise  (1960)  asserted  that  managements  have 
to  choose  between  two  and  only  two  different  ways 
of  managing  people:  "Theory  X"  and  "Theory  Y."  The 
first  assumes  that  people  don't  want  to  work,  so  must 
be  coerced  and  controlled.  The  second  assumes  that 
the\-  really  do  want  to  work  and  require  only  proper 
motivation. 

McGregor  asserted  that  Theory  Y  is  the  only  sound 
one.  A  little  earlier  I  had  said  pretty  much  the  same  thing 
in  my  1954   book,  The  Practice  of  Management. 

That  one  way  or  another  people  need  to  be  managed 
remains  the  prevailing  view,  but  it  is  wrong.  A  few  years 
later,  Abraham  H.  Maslow  (1908-1970)  showed  in  his 
Eupsychian  Management  (1962;  new  edition  1998)  why 
both  McGregor  and  I  were  dead  wrong.  He  showed 
conclusively  that  different  people  have  to  be  managed 
differently.  Maslow  is  best  known 

ttSSZ^mgX*  A  very  large  and  steadily  growing  minorit] 

to  self-actualization.  But  for  man- 
agement, Eupsychian  Management 
is  his  most  important  book. 

I  became  an  immediate  convert — 
Maslow's  evidence  for  his  view  that 
different  people  require  different 
ways  of  managing  is  overwhelming. 
But  to  this  date  very  few  other  peo- 
ple have  paid  much  attention. 

On  this  fundamentally  wrong  assumption  that  there 
is  only  one  right  way  to  manage  people  rest  all  the  other 
assumptions  about  people  in  organizations  and  their 
management. 

One  of  these  assumptions  is  that  the  people  who  work 
for  an  organization  are  working  full  time,  and  dependent 
on  the  organization  for  their  livelihood.  Another  such 
assumption  is  that  the  people  who  work  for  an  organiza- 
tion are  subordinates  expected  to  do  what  thev  are 
assigned  to  do  and  not  much  else. 

Seventy  years  ago,  when  these  assumptions  were  first 
formulated,  during  and  at  the  end  of  World  War  I,  they 
conformed  closely  enough  to  reality  to  be  considered 
valid.  Today  every  one  of  them  has  become  untenable. 

A  very  large  and  steadily  growing  minority  of  the  work 
force  are  no  longer  full-time  employees.  They  work  for 
an  outsourcing  contractor,  be  it  a  cleaning  service  or  a 
data  processing  outfit.  Increasingly,  the  big  car  and  truck 
manufacturers  build  cars  from  parts  made  by  suppliers, 
with  the  result  that  most  of  the  labor  in  their  product  is 
supplied  by  people  who  do  not  work  directly  for  the 
manufacturer.  This  is  certainly  true  in  the  computer 
business. 

Other  members  of  an  organization's  work  force  may 
be  individual  contractors  working  on  a  retainer  or  for  a 
specific  contractual  period.  This  is  often  true  of  the  most 
knowledgeable  And  therefore  the  most  valuable  people. 

Even  if  employed  full  time,  fewer  md  fewer  people  are 
subordinates — even  in  fairly  low-level  jobs  Increasingly 
they  .ire  knowledge  workers.  Knowledge  workers  cannot 
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er  of  the  airline  to  whom  he  reports,  and  so  on. 

An  executive,  therefore,  is  not  just  being  polite  when! 
he  or  she  refers  to  an  employee  as  an  "associate."  The' 
executive  is  simply  recognizing  reality. 

A  regimental  commander  in  the  army,  only  a  fc\v\ 
decades  ago,  had  worked  his  way  through  all  the  jobs  I 
occupied  now  by  his  subordinates:  platoon  commander, 
company  commander,  battalion  commander.  The  only 
difference  in  these  respective  jobs  was  in  the  number  ofj 
people  each  commanded;  the  work  they  did  was  exactly 
the  same. 

No  longer.  Except  for  a  very  brief  period  early  in  their 
careers,  many  of  today's  senior  military  officers  have 
spent  little  time  commanding  troops.  Their  main  experi- 
ence more  likely  lies  in  administration,  logistics  or  even 
research. 

Similarly,  the  vice  president  of  marketing  may  have 
come  up  the  sales  route  and  know  a  great  deal  about  sell- 
ing. But  he  or  she  knows  little  about  market  research, 
pricing,  packaging,  service,  sales  forecasting.  The  mar- 
keting vice  president  therefore  cannot  possibly  tell  the 
experts  in  the  marketing  department  what  they  should 
be  doing.  In  that  sense,  they  are  associates,  not  subordi- 
nates. The  same  is  true  for  the  hospital  administrator  or 
the  hospital's  medical  director  with  respect  to  the  trained 
know  ledge  workers  in  the  clinical  laboratory  or  in  phys- 
ical therapy. 

Their  relationship,  in  other  words,  is  far  more  like  that 
between  the  conductor  of  an  orchestra  and  the  people 
who  play  the  instruments.  The  conductor  may  not  even 
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know  how  to  play  a  violin,  yet  the  success  of  his  con- 
ducting depends  upon  the  quality  of  his  associates.  And 
just  as  an  orchestra  can  sabotage  even  the  ablest  con- 
ductor— especially  even  the  most  autocratic  one — a 
knowledge  organization  can  easily  sabotage  even  the 
ablest,  especially  the  most  autocratic,  superior. 

What  this  means  is  that  even  full-time  employees  have 
to  be  managed  as  if  they  were  volunteers.  In  this  the  typ- 
ical corporation  can  learn  a  lot  from  the  Salvation  Army 
or  the  Catholic  church. 

Like  volunteers  who  work  for  the  church  and  for 
the  army,  knowledge  workers  own  their  means  of  pro- 
duction, which  is  their  knowledge.  Their  means  of  pro- 
duction are  theirs,  unlike  the  machinery,  the  buildings, 
the  raw  materials  that  industrial  workers  require  to  do 
their  jobs. 

Furthermore,  we  have  known  for  50  years  that  money 
alone  does  not  motivate  employees  to  perform  much 
more  than  it  motivates  volunteers.  Yes,  dissatisfaction 
with  money  grossly  demotivates.  Satisfaction  with 
money  is,  however,  mainly  a  "hygiene  factor,"  as 
Frederick  Herzberg  called  it  all  of  40  years  ago  in  his 
1959  book,  The  Motivation  to  Work. 

What   motivates — especially   knowledge   workers — is 

"What  do  we  want?"  One  begins 
with  the  question,  "What  does  the  other 
party  want?  What  are  its  values?  What  are 
its  goals?  What  does  it  consider  results?" 


ductivity  of  the  knowledge  worker  is  still  abysmally  low 
It  has  probably  not  improved  in  the  past  100  or  evei 
200  years — for  the  simple  reason  that  nobody  ha. 
worked  at  improving  the  productivity.  All  our  work  oi< 
productivity  has  been  on  the  productivity  of  the  manua; 
worker. 

This  will  require,  above  all,  very  much  changec 
assumptions  about  what  constitutes  management.  One 
does  not  "manage"  people,  as  previously  assumed.  One 
leads  them.  The  way  one  maximizes  their  performance  i; 
by  capitalizing  on  their  strengths  and  their  knowledge 
rather  than  trying  to  force  them  into  molds. 

THE  ERASING  OF  TECHNOLOGICAL 
BOUNDARIES 


what  motivates  volunteers.  Volunteers,  we  know,  have  to 
get  more  satisfaction  from  their  work  than  paid  employ- 
ees precisely  because  they  do  not  get  a  paycheck.  They 
need,  above  all,  challenge.  They  need  to  know  the  orga- 
nization's mission  and  to  believe  in  it.  They  need  con- 
tinuous training.  They  need  to  see  results. 

Implicit  in  this  is  that  employees  have  to  be  managed 
as  associates,  partners — and  not  in  name  only.  The  defi- 
nition of  a  partnership  is  that  all  partners  are  equal.  It  is 
also  the  definition  of  a  partnership  that  partners  cannot 
be  ordered.  They  have  to  be  persuaded.  Increasingly, 
therefore,  the  management  of  people  is  a  marketing  job. 
And  in  marketing  one  Joes  not  begin  with  the  question, 
"What  do  we  want?"  One  begins  with  the  question, 
"What  does  the  other  party  want?  What  are  its  values? 
What  are  its  goals?  What  docs  it  consider  results?" 

And  this  is  neither  Theoi     X  nor  Theory  Y  nor  any 
other   specific    theory   of  managing    people     Ii 
beyond  this  and  involves  aligning  the  employees' 
with  those  of  the  organization — and  vice 

Managing  people  will  become  in<  crucial  in 

developed  countries  like  the  U.S.  For  the  on  con 
rive  advantage  developed  countries  can  still  hope  t< 
is  the  productivity  of  their  knowledge  workers.  Th 
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Back  in  the  early  days  of  the  industrial  revolution  when 
the  textile  industry  first  developed  out  of  what  had  been 
cottage  industries,  it  was  assumed — and  with  complete 
validity — that  the  textile  industry  had  its  own  unique, 
technology.  The  same  was  true  in  respect  to  coal  mining, 
and  the  other  industries  that  arose  in  the  late  18th  and 
the  first  half  of  the  19th  centuries.  These  technologies 
did  not  much  overlap. 

The  German  Werner  von  Siemens  (1816- 
1892)  built  one  of  the  first  large-scale  indus- 
trial organizations  by  understanding  it.  To 
gain  an  edge  in  his  industry's  technology,  in 
1869  he  hired  the  first  university-trained  sci- 
entist to  start  a  modern  research  lab. 

Out  of  research  labs  grew  the  German  elec- 
trical and  chemical  industries,  which  assumed 
worldwide  leadership  because  they  developed 
the  best  technology.  Out  of  this  understand- 
ing about  industry — specific  research — grew 
all  the  other  major  leading  companies  in  the 
world  besides  chemicals:  automobiles,  the  telephone  and 
later  pharmaceuticals  and  computers. 

In  the  19th  century  and  throughout  the  first  half  of 
the  20th,  it  could  be  taken  for  granted  that  technologies 
outside  one's  own  industry  had  minimal  impact  on  that 
industry.  Know  your  own  technology  and  you  pros- 
pered. There  was  no  need  for  steel  technicians  to  pay  a 
lot  of  attention  to  what  was  happening  in  aeronautics, 
say,  or  in  printing. 

This  industry  specificity  was  the  foundation  of  what 
was  probably  the  most  successful  of  all  the  great  research 
labs  of  the  last  hundred  years,  Bell  Labs.  Founded  in  the 
early  1920s  as  part  of  AT&T,  Bell  Labs  until  the  late 
1960s  produced  practically  every  new  piece  of  knowl- 
edge and  every  new  technology  the  telephone  industry 
needed. 

But  that  exclusive  attention  to  its  own  industry 
a  .is  to  cost  Bell  Labs — and  its  parent — dearly.  Bell  Labs' 
greatest  scientific  achievement  was  the  transistor. 
The  main  uses  of  the  transistor  were  outside  of  the 
telephone  system,  and  the  labs'  management  had 
little  interest,  in  or  knowledge  of,  what  was  going  on 
•  mtsidc  their  field.  That  was  an  area  of  no  interest  to 
i  r&T.    As    a    result,    Bell    Labs'    great   invention   was 
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sold  to  all  comers  for  the  paltry  sum  of  $25,000. 
That  Sony  and  Intel  and  Compaq  are  great  companies 
today  is  largely  due  to  Bell's  myopia,  for  they  and 
hundreds  of  other  successful  outfits  cashed  in  on 
the  transistor. 

Bell  had  simply  failed  to  see  that  the  world  had 
changed  and  the  technological  walls  between  industries 
had  fallen.  The  best  example  of  that  is  of  course  the 
pharmaceutical  industry,  which  increasingly  has  come  to 
depend  on  outside  technologies:  genetics,  for  instance; 
microbiology;  molecular  biology;  medical  electronics 
and  so  on. 

So  has  the  automobile  industry,  increasingly  depen- 
dent on  electronics  and  on  the  computer.  The  steel 
industry  increasingly  has  become  dependent  on  material 
science,  of  which  the  steel  companies  are  mostly 
ignorant. 

Today  if  you  want  to  survive  you've  got  to  forget  old 
Siemens'  insight.  Now  the  assumption  to  start  with  is 


Today  if  you  want  to  survive  you've  got  to  forget  old 
Siemens'  insight.  Now  the  assumption  to  start  with  is  that 
the  technologies  likely  to  have  the  greatest  impact  on  a 
company  and  its  industry  are  technologies  outside  of  its  own  field. 


that  the  technologies  likely  to  have  the  greatest  impact 
on  a  company  and  its  industry  are  technologies  outside 
of  its  own  field. 

Thus  the  things  that  revolutionized  the  telephone  sys- 
tem— such  as  digital  switching  or  the  fiber-optic  cable — 
did  not  come  out  of  Bell  Labs.  They  came  out  of  tech- 
nologies that  had  nothing  to  do  with  telephonv.  Tech- 
nologies, unlike  the  19th  century  technologies,  no 
longer  run  on  parallel  but  separate  tracks.  They  con- 
stantly crisscross. 

As  they  crisscross,  the  walls  that  neatly  defined  indus- 
tries have  come  tumbling  down.  Where  once  companies 
competed  within  an  industry,  today  industries  compete 
with  industries.  Steel  competes  not  only  with  aluminum 
but  with  the  plastics  produced  by  oil  and  chemical  com- 
panies. Computers  began  as  an  engineering  tool  and 
later  as  a  means  of  storing  data  but  are  today  as  much  a 
part  of  the  communications  business  as  AT&T  is. 

The  same  is  happening  in  services.  When  someone 
needed  credit  in  the  past,  he  or  she  went  hat  in  hand  to 
a  commercial  bank.  If  you  wanted  to  transport  and 
deliver  written  and  printed  communications,  you  called 
on  the  U.S.  Postal  Service.  There  were  two  ways  of  get- 
ting fed:  cooking  for  oneself  at  home  or  going  out  to  a 
restaurant. 

All  those  "natural"  monopolies  have  faded  away. 

But  the  American  regulation  of  business  still  rests  on 
the  assumption  that  a  unique  technolog)     ertai 
every  industry  and  that  every  end-use  is  supplied  by  a 


specific  and  unique  product  or  service.  This  is  the 
assumption  on  which  antitrust  was  based.  And  to  this 
day  antitrust  concerns  itself  with  the  domination  of  the 
market  in  glass  bottles  even  though  the  glass  bottles 
themselves  must. compete  with  cans,  plastic  and  card-! 
board  containers. 

As  late  as  the  mid-twenties  the  U.S.  Supreme  Court 
decided  that  there  were  two,  and  only  two,  mutually 
exclusive  and  noncompetitive  ways  for  tele- 
communication— the  spoken  word  by  telephone  and  the 
written  word  by  telegraph. 

Only  after  World  War  II  did  it  become  clear  that  end 
uses  are  not  uniquely  tied  to  a  certain  product  or  service. 
It  began  with  plastics  invading  the  turfs  that  had 
belonged  to  steel  and  glass.  We  have  finally  come  to  real- 
ize that  the  want  is  unique,  but  the  means  to  satisfy  it  is 
varied.  The  business  management  that  forgets  that  is  not 
long  for  this  world. 

Until  the  late  1920s,  news  was  basically  the  monopoly 

of  the  news- 
paper  —  an 
18th-century 
invention  that 
saw  its  biggest 
growth  in  the 
early  years  of 
the  20th  cen- 
tury with  uni- 
versal literacy 
and  fast  print- 
ing presses. 
Today  the  want  for  news  is  satisfied  by  TV,  radio  and  the 
Internet,  as  well  as  by  ink  on  paper.  While  the  Wall 
Street  Journal  easily  dominates  the  market  for  daily 
delivering  business  news  in  printed  form,  no  one  could 
possibly  say  that  it  has  a  monopolv  on  business  news. 

The  U.S.  Glass-Steagall  Act  of  the  Depression  years 
attempted  to  prevent  commercial  banks  from  doing 
business  in  the  investment  market  and  to  keep  invest- 
ment bankers  out  of  commercial  lending.  A  paradoxical 
result  was  that  it  achieved  the  opposite.  It  delivered 
large-scale  commercial  lenders  to  the  investment 
bankers.  By  a  quirk  of  American  law  (a  Supreme  Court 
decision  in  the  1920s),  "commercial  paper"  (the 
American  equivalent  of  the  European  bill  of  exchange) 
was  classified  as  a  "security."  Packaging  large  corporate 
loans  into  commercial  paper,  the  investment  bankers 
swept  the  field. 

Now  the  fastest  growing  source  of  commercial  credit 
is  neither  the  commercial  bank  nor  the  investment  bank. 
It  is  the  credit  card.  A  still  fairly  small  but  rapidly  grow- 
ing number  of  credit  card  customers  have  multiple  cred- 
it cards — some  as  many  as  25  to  30.  They  use  these  cards 
to  obtain  and  to  maintain  a  level  of  credit  far  beyond 
their  creditworthiness. 

The  fact  that  the  interest  rate  is  very  high  does  not 
seem  to  bother  them,  since  they  do  not  have  any  inten- 
tion of  paying  off  these  loans.  They  regard  their  mini- 
mum monthly  payments  as  the  cost  of  maintaining  a  siz- 
able credit  they  could  not  obtain  bv  other  means.  The 
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credit  card  has  become  what  the  economists  call  Money 
One  (Ml),  that  is,  what  used  to  be  called  legal  tender. 
Nobody  knows  how  big  this  new  form  of  money  has 
become — but  it  clearly  is  a  new  form  of  money. 

In  the  knowledge  age  even  basic  economics  is  turned 
on  its  head.  The  new  basic  resource,  information,  differs 
radically  from  all  other  commodities  in  that  it  does  not 
stand  under  the  scarcity  theorem.  On  the  contrary,  it 
stands  under  an  abundance  theorem.  If  I  sell  a  thing, 
e.g.,  a  book,  I  no  longer  have  the  book.  If  I  impart 
information  I  still  have  it  and  can  sell  it  again  and  again. 
What  this  means  for  economics  is  well  beyond  the  scope 
of  this  paper — though  it  is  clear  that  it  will  force  us  rad- 
ically to  revise  basic  economic  theory. 

But  economics  aside,  managements  had  better 
understand  what  this  means  to  them.  Information  does 
not  pertain  to  any  specific  industry  or  business. 
Information  also  does  not  have  any  one  end-use 
nor  does  any  one  end-use  require  a  particular  kind  of 
information 

One  implication  of  this  is  that  noncustomers  are  as 
important  as  customers,  if  not  more  important:  because 
they  are  potential  customers.  There  are  very  few  institu- 
tions which  supply  as  large  a  portion  of  a  market  as  30%. 
In  other  words,  there  are  very  few  institutions  where  the 
noncustomers  do  not  amount  to  at  least  70%  of  the 
potential  market.  And  yet  very  few  institutions  know 
anything  about  the  noncustomers — very  few  of  them 


even  know  that  they  exist,  let  alone  know  who  they  are. 
And  even  fewer  know  why  they  are  not  customers.  Yet  it 
is  with  the  noncustomers  that  changes  always  start. 

The  rapid  decline  of  the  American  department  store 
in  the  1970s  and  1980s  was  not  caused  by  their  cus- 
tomers deserting  them.  The  30%  of  American  house- 
wives who  were  their  customers  remained  loyal,  but  a 
new  breed  of  educated  working  woman  did  not  adopt 
the  department  store  habit.  She  didn't  have  the  time. 
Since  she  was  not  a  customer,  the  department  stores 
paid  little  attention  to  her.  By  the  time  she  became  the 
biggest  part  of  the  affluent  middle  class,  it  was  too  late 
for  the  department  store  to  win  her  loyalty.  Instead,  by 
catering  to  its  regular  customers,  these  retailers  ended 
up  catering  to  a  dying  breed. 

All  our  experience  tells  us  that  the  customer  never 
buys  what  the  supplier  sells.  Value  to  the  customer 
is  alwavs  something  fundamentally  different  from  what 
is  value  or  quality  to  the  supplier.  This  applies  as 
much  to  a  business  as  it  applies  to  a  university  or  to  a 
hospital. 

Consider  the  pastoral  megachurches  that  have  been 
growing  so  very  fast  in  the  U.S.  since  1980  and  are  sure- 
ly the  most  important  social  phenomenon  in  American 
society  in  the  last  30  years.  There  are  now  some  20,000 
of  them,  and  while  traditional  denominations  have 
steadily  declined,  the  megachurches  have  exploded. 
They  have  done  so  because  they  asked,  "What  is  value?" 
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to  a  nonchurchgoer  and  came  up  with  answers  the  older 
churches  had  neglected.  They  have  found  that  value  to 
the  consumer  of  church  services  is  very  different  from 
what  churches  traditionally  were  supplying.  The  greatest 
value  to  the  thousands  who  now  throng  the 
megachurches — both  weekdays  and  Sundays — is  a  spiri- 
tual experience  rather  than  a  ritual. 

Finally  management  will  have  to  learn  that  an  under- 
standing of  market  begins  with  understanding  how  con- 
sumers distribute  disposable  income — something  econo- 
mists have  been  saying  for  a  hundred  years. 

When  television  first  came  in  the  early  1950s,  Japan's 
leading  electronics  executive  said  (in  a  speech  in  New 
York  in  1952)  that  "Japan  would  not  have  television  for 
many,  many  years;  the  Japanese  simply  do  not  have  the 
money  to  buy  television  sets."  Two  years  later  television 
penetration    in   Japan   was   almost   as   high    as   it   was 


The  health  maintenance  organization  is  an 
attempt — a  first  and  so  far  very  tentative,  and 
none  too  successful  attempt — to  bring  the  entire 
process  of  health  care  delivery  under  partnership  management. 


in  the  U.S. 

Five  years  later  every  Japanese  dwelling,  no  matter 
how  humble,  had  a  television  antenna — the  fact  that 
they  did  not  have  spare  income  did  not  stop  the 
Japanese  from  buying  TVs.  For  to  them  this  was  not  just 
another  product.  They  simply  moved  more  and  more  of 
their  disposable  income  to  TV  because  it  gave  them 
access  to  a  world  from  which  they  had  been  isolated  for 
centuries.  It  was  not  a  product  but  a  whole  new 
way  of  life. 

The  fax  machine  was  invented  in  the  U.S. — to 
this  day  all  makers  of  fax  machines  pay  a  royalty  to  the 
original  American  inventor.  Yet  Japanese  companies 
dominate  the  manufacture.  U.S.  manufacturers  missed 
out  because  they  failed  to  understand  what  the 
advent  of  TV  taught  the  Japanese.  The  Americans 
did  a  lot  of  market  research,  all  of  which  showed  that 
people  wouldn't  pay  the  high  cost  of  the  original 
fax  machines  just  to  save  on  postage  stamps. 
Remembering  that  TV  experience,  the  Japanese  under 
stood  that  consumers  have  almost  infinite  willingness  to 
shift  disposahle  income  into  telecommunications,  even 
though  that  means  skimping  somewhere  else. 
They  introduced  the  tax  machine — and  few  things 
in  economic  history  have  been  accepted  so  fast  and  so 
universally. 

The  moral  is  that  neither  technology  nor  end-use  are 
foundations  for  management  policy.  The  foundations 
must  be  customer  values — in  the  above  case  fascination 
with  and  preference  for  fast  i\\\  over  slow  postal  ser- 
vice— rather  than  on  mere  function. 


THE  END  OF  COMMAND  AND  CONTROL 

Management,  both  in  theory  and  in  practice,  deals  with 
the  legal  entity,  the  individual  enterprise,  be  it  business 
corporation,  hospital,  university  or  charity.  The  tradi- 
tional concept  of  management  is  based  on  command 
and  control,  and  command  and  control  are  legally 
defined.  The  chief  executive  of  a  business,  the  bishop  of 
a  diocese,  the  administrator  of  a  hospital  have  com- 
mand-and-control  authority  within  the  legal  confines  of 
their  institution  but  not  outside  it.  The  chairman  of 
General  Motors  can  tell  hundreds  of  thousands  of  peo- 
ple what  to  do.  He  cannot  tell  anyone  outside  of  GM 
what  to  do. 

Almost  a  hundred  years  ago  it  first  became  clear  that 
the  legal  definition  was  not  adequate  to  manage  a  major 
enterprise.To  obtain  maximum  yield  at  minimum  cost, 

management  needed  to 
organize  the  economic 
process  throughout  the 
entire  chain  of  produc- 
tion. It  needed  to  exer- 
cise authority  beyond 
the  legal  confines  of  its 
own  organization  .  The 
Japanese  are  usually 
credited  with  the  inven- 
tion of  keiretsu,  the 
management  concept  in 
which  the  suppliers  to  an  enterprise  are  tied  together 
with  their  main  customer  for  planning,  product  devel- 
opment, cost  control  and  so  on.  Thus  while  the  man- 
agement of  Toyota  may  have  no  legal  authority  over  a 
supplier  of  bumpers,  the  managements  work  closely  to 
mesh  together  production,  cost  control  and  research. 

But  actually  keiretsu  is  much  older  and  an  American 
invention.  It  goes  back  to  around  1910  and  to  the  man 
who  first  saw  the  potential  of  the  automobile  to  become 
a  major  industry:  William  C.  Durant  (1861-1947). 
It  was  Durant  who  created  General  Motors  by  buying 
up  small,  successful  automobile  manufacturers  such 
as  Buick  and  merging  them  into  one  big  automobile 
company. 

A  few  years  later  Durant  realized  that  he  needed  to 
bring  the  main  suppliers  into  his  corporation.  He  began 
to  buy  up,  and  merge  into  General  Motors,  one  parts- 
and-accessories  maker  after  the  other,  finishing  in  1920 
by  buying  Fisher  Body,  the  country's  largest  manufac- 
turer of  automobile  bodies. 

With  this  purchase  General  Motors  had  come  to  own 
the  manufacturers  of  70%  of  everything  that  went  into 
its  automobiles — and  had  become  by  far  the  world's 
most  integrated  large  business.  It  was  this  prototype 
keiretsu  that  gave  General  Motors  the  decisive  advan- 
tage, in  both  cost  and  speed. 

Within  a  few  years  Durant's  insight  made  GM  the 
world's  largest  and  most  profitable  manufacturing  com- 
pany and  the  unchallenged  leader  in  an  exceedingly 
competitive  American  automobile  market.  For  20-odd 
years  General  Motors  enjoyed  a  30%  cost  advantage  over 
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all  its  competitors,  including  Ford  and  Chrysler. 

But  the  Durant  keiretsu  involved  bringing  the  suppli- 
ers within  gm's  legal  framework,  its  command-and-con- 
trol  zone.  Durant  had  carefully  planned  to  ensure  the 
competitiveness  of  the  GM-owned  accessory  suppliers. 
Each  of  them  (excepting  only  Fisher  Body)  was  required 
to  sell  50%  of  its  output  outside  of  GM,  that  is,  to  com- 
peting automobile  manufacturers,  like  Packard  and 
Studebaker  and  Nash. 

With  no  guaranteed  market  for  half  their  output,  the 
GM  divisions  had  to  keep  on  their  toes  in  costs  and  qual- 
ity. But  after  World  War  II  the  competing  automobile 
manufacturers  disappeared — and  with  them  the  check 
on  the  competitiveness  of  gm's  wholly  owned  accessory 
divisions.  Also,  with  the  unionization  of  the  automobile 
industry  in  1936-37,  the  high  labor  costs  of  automobile 
assembly  plants  were  imposed  on  General  Motors' 
accessory  divisions,  putting  them  at  a  cost  disadvantage 
over  nonunionized  independent  suppliers. 

Durant's  keiretsu  thus  turned  from  being  a  tremen- 
dous advantage  into  becoming  a  terrible  albatross. 
Durant's  mistake  was  to  bring  his  supplier-partners  into 
his  command-and-control  orbit. 

The  builder  of  the  next  American  keiretsu,  Sears, 
Roebuck,  avoided  this  mistake.  As  America's  largest 
retailer,  especially  of  appliances  and  hardware,  Sears  real- 
ized the  necessity  to  bring  together  into  one  group  its 
main  suppliers,  to  make  possible  joint  planning,  devel- 
opment, design  and  cost  control.  But  instead  of  buying 
these  suppliers,  Sears  bought  small  minority  stakes  in 
them — more  as  a  token  of  its  commitment  than  as  an 
investment — and  otherwise  based  the  relationship  on 
contract. 

The  next  keiretsu  builder — and  probably  the  most  suc- 
cessful one  so  far — was  Marks  &  Spencer  in  England, 
which,  beginning  in  the  early  1930s,  integrated  practi- 
cally all  its  suppliers  into  its  own  management  system 
but  through  contracts  rather  than  through  ownership. 

It  is  the  Marks  &  Spencer  model  that  the  Japanese 
copied  quite  consciously  and  very  successfully  in  the 
1960s. 

The  keiretsu,  whether  Japanese,  British  or  American,  is 
based  on  power.  Sears,  Roebuck  or  Marks  &  Spencer  or 
Toyota  has  overwhelming  economic  power.  The  keiret- 
su is'not  a  partnership  of  equals.  Increasingly,  however, 
the  economic  chain  brings  together  genuine  partners. 
This  is  true  of  the  partnership  between  a  pharmaceutical 
company  and  the  biology  faculty  of  a  major  research  uni- 
versity. This  is  true  of  the  joint  ventures  through  which 
American  industry  got  into  Japan  after  World  War  II. 

Today  even  a  tiny  company  can  become  a  genuine 
partner  of  a  bigger  one  and  not  merely  a  dependent  of 
it.  Take  the  partnerships  between  chemical  and  pharma- 
ceutical companies  and  companies  in  genetics,  molecu- 
lar biology,  or  medical  electronics. 

These  companies  in  the  new  technologies  in. 
quite  small — and  very  often  are — and  badly  in  ne< 
capital,  but  they  own  independent  technology  and 
easily  stand  up  to  their  bigger  partner.   They  art    . 
senior  partners  when   it  comes  to   technology. 


rather  than  the  much  bigger  pharmaceutical  or  chemical 
company,  have  a  choice  with  whom  to  ally  themselves. 

The  same  is  largely  true  in  information  technology, 
and  also  in  finance.  When  these  companies  partner,  the 
bigger  one  does*  not  necessarily  bring  the  smaller  one 
under  its  command  and  control. 

What  is  needed,  therefore,  is  a  redefinition  of  the 
scope  of  management.  Management  has  to  encompass 
the  entire  process.  For  business  this  means  the  entire 
economic  process. 

Where  we  have  gone  farthest  in  trying  to  build 
management  of  the  entire  process  is  in  American  health 
care.  The  health  maintenance  organization  is  an 
attempt — a  first  and  so  far  very  tentative,  and  none  too 
successful  attempt- — to  bring  the  entire  process  of  health 
care  delivery  under  partnership  management.  It  doesn't 
"own"  the  doctors.  It  doesn't  "own"  the  hospital  or 
clinics.  But  it  oversees  them  as  elements  in  providing 
health  care  on  a  large  scale. 

And  what  the  HMO  is  attempting  to  do  in  health 
care  delivery  will  have  to  be  done  in  many  other 
areas  (including,  I  would  guess,  education);  above  all,  in 
business. 

The  HMO  example  shows  that  so  far  we  do  not  really 
know  how  to  do  the  job  right.  The  HMO  has  been 
attempting  to  base  the  integration  of  health  care  man- 
agement on  cost — that  is,  managing  the  system  to  min- 
imize its  costs  rather  than  to  maximize  health  care.  To 
be  successfully  integrated,  the  management  of  health 
care  delivery  will  surely  have  to  be  based  on  health  care 
rather  than  on  finance. 

But  what  both  keiretsu  and  hmo's  have  taught  us  is 
that  management  in  the  future  will  have  to  be  opera- 
tional in  its  scope  and  not  merely  legal 

TAKING  THE  NATIONAL  OUT  OF  MULTINATIONAL 

It  is  still  generally  assumed  in  the  discipline  of  manage- 
ment— and  very  largely  still  taken  for  granted  in  the 
practice  of  management — that  national  boundaries  still 
define  the  environment  in  which  business  operates.  This 
assumption  underlies  even  the  traditional  "multi- 
national." Multinational  is  hardly  new.  As  large  a  share 
of  the  world's  production  of  manufactured  goods  and 
provision  of  financial  services  was  multinational  before 
World  War  I  as  it  is  today.  In  1913  the  leading  company 
in  its  industry,  whether  in  manufacturing  or  in  finance, 
derived  as  large  a  share  of  its  sales  from  selling  outside  its 
own  country  as  it  did  by  selling  inside  its  own  country. 

What  has  changed  in  the  real  world,  if  not  in  the 
assumptions  under  which  management  operates,  is  that 
these  political  boundaries  are  no  longer  relevant. 

Let's  examine  the  older  multinational.  Insofar  as  it 
produced  outside  of  its  own  national  boundaries,  it  pro- 
luced  within  the  national  boundaries  of  another  coun- 
■  rv.  It  simply  owned  a  company  in  another  country. 

For  example,  the  largest  supplier  of  war  materiel  to 
the  Italian  Army  during  World  War  I  was  a  young,  rapid- 
ly growing  company  called  Fiat  in  Turin.  Fiat  made  the 
automobiles  and  trucks  the  Italian  Army  required.  The 
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largest  supplier  of  war  materiel  to  the  Austro- Hungarian 
Armv  in  World  War  I  was  also  a  company  called  Fiat — in 
Vienna.  It  supplied  all  the  automobiles  and  trucks  to  the 
Austro-Hungarian  Army.  Though  a  wholly-owned  sub- 
sidiary of  the  Italian  company,  the  Austrian  Fiat  was  a 
replica  of  Fiat/Italy  though  several  times  bigger.  Its 
designs  came  from  Turin.  Everything  else  was  made  or 
bought  in  Austria.  All  products  were  sold  in  Austria. 
And  every  employee  up  to  and  including  the  chief  exec- 
utive officer  was  an  Austrian.  When  World  War  I  came 
and  Austria  and  Italv  became  enemies,  all  Austrian  Fiat 
had  to  do  was  to  change  its  bank  account.  Otherwise  it 
kept  on  working  as  it  had  all  along.  It  was  actually  a  sep- 
arate company. 

Similarly,  the  largest  life  insurance  companies  in  South 
America  before  1913  were  wholly  owned  subsidiaries  of 

Engines  may  be  made  in  one 
country,  bodies  in  another,  electron- 
ics in  another.  Today  the  cars  themselves, 
not  just  the  company,  are  multinational. 

European  companies,  e.g.,  two  Italian-speaking  Austrian 
ones,  headquartered  in  Trieste.  The  Brazilian  sub- 
sidiaries of  these  companies — each  larger  than  the  parent 
company — were  totally  integrated  businesses,  doing  in 
Brazil  everything  an  insurance  company  has  to  do,  from 
selling  policies  to  paying  death  claims  to  investing.  They 
were  national  companies  owned  overseas. 

Multinationals  are  no  longer  organized  that  vvay.Until 
recently.  General  Motors'  two  European  subsidiaries, 
Opel  in  Germany  and  Vauxnall  in  the  U.K.,  were  sepa- 
rate companies.  Now  GM  has  one  European  company, 
designing,  producing  and  selling  in  all  of  Europe  and 
run  out  of  one  European  headquarters.  GM-Europe  also 
produces  in  South  America  and  Asia — and  also  sells  in 
the  U.S.  In  turn,  General  Motors  U.S.  increasingly 
designs  and  produces  for  GM-Europe  and  GM-Brazil  and 
so  on. 

Engines  may  be  made  in  one  country,  bodies  in 
another,  electronics  in  another.  Today  the  cars  them- 
selves, not  just  the  company,  are  multinational. The 
worldwide  insurance  companies — the  foremost  of  them 
today  a  German  one,  Allianz — are  increasingly  moving 
major  activities,  such  as  settling  claims  and,  above  all, 
investment,  into  central  facilities  that  do  the  work  for  all 
the  group's  businesses,  wherever  they  are. 

Post-World  War  II  industries  such  as.  pharmaceuticals 
and  information  are  increasingly  not  even  organized  in 
domestic  and  international  units  as  GM  and  Allianz  still 
are.  They  are  run  as  a  worldwide  system  in  which  indi- 
vidual tasks — research,  design,  engineering,  develop- 
ment, testing  and  increasingly  manufacturing  and  mar- 
keting— are  each  organized  transnationally. 
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One  large  pharmaceutical  company  has  seven  labs  in 
seven  different  countries,  each  focusing  on  one  major 
area  (e.g.,  antibiotics)  but  all  run  as  one  research  depart- 
ment and  all  reporting  to  the  same  research  director  in 
headquarters.  The  same  company  has  manufacturing 
plants  in  11  countries,  each  highly  specialized  and  pro- 
ducing one  or  two  major  product  groups  for  worldwide 
distribution  and  sale.  It  has  one  medical  director  who 
decides  in  which  of  5  or  6  countries  a  new  drug  is  to  be 
tested.  Only  the  managing  of  the  company's  foreign 
exchange  exposure  is  totally  centralized. 

This  new  reality  does  cause  serious  problems,  of 
course.  What  is  the  nationality  of  a  transnational? 
Increasingly  this  is  becoming  a  problem  for  universities, 
too,  as  so  many  of  them,  especially  American  ones,  go 
into  partnership  with  universities  in  Europe  and  Asia  or 
establish  branches  there.  In  turn,  European  and  Asian 
(especially  Japanese)  universities  establish  branches  in 
the  U.S.  or  go  into  partnership  with  American  universi- 
ties to  work  together  in  a  number  of  fields. 

There  are  very  real  and  new  problems  with  respect  to 
the  treatment  of  investments  and  taxes  and  property.  In 
the  case  of  war,  these  would  create  tremendous  prob- 
lems in  respect  to  the  treatment  of  foreign  institutions. 
What  would  you  do  if  your  research  lab  is  in  one  side  of 
the  war  but  the  plant  producing  that  product  line  is  in 
another? 

For  management,  too,  the  new  realities  pose  prob- 
lems that  so  far  have  not  been  resolved.  Increasingly, 
companies — and  by  no  means  only  large  ones — orga- 
nize themselves  by  businesses  rather  than  by  geogra- 
phy. What  are  the  relationships  among  these  different 
units?  How  do  they  work  together?  What  is  the  juris- 
diction of  each?  Who  resolves  conflicts  between  them? 
All  these  are  questions  to  which,  so  far,  we  have  no  real 
answers. 

But  we  do  know  the  new  reality:  Management  and 
national  boundaries  are  no  longer  congruent.  The  scope 
of  management  can  no  longer  be  politically  defined. 
National  boundaries  will  continue  to  be  important  but 
as  restraints  on  the  practice  of  management,  not  in 
defining  the  practice. 

BRINGING  THE  WORLD 
INTO  THE  ORGANIZATION 

All  the  traditional  assumptions  I  have  examined  here  rest 
on  an  even  bigger  assumption:  that  the  domain  of 
management  is  within  the  company.  That  management's 
principal  job  is  to  run  the  organization. 

That,  too,  is  no  longer  true.  It  leads  to  an  otherwise 
incomprehensible  distinction  between  management  and 
entrepreneurship.  It  artificially  divides  the  functions  of 
managing  and  innovating.  This  division  makes  no  sense 
whatever.  An  enterprise,  whether  a  business  or  any  other 
institution,  that  does  not  innovate  and  does  not  engage 
in  entrepreneurship  will  not  long  survive. 

That  is  true  even  of  the  oldest  institution  in  the  world, 
the  Roman  Catholic  Church.  It  is  usually  considered  the 
most  conservative  one — and  prides  itself  on  not  being 
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given  to  rapid  changes.  Yet,  it,  too,  has  frequently  inno- 
vated and  changed  with  the  world.  It  produced  the 
Benedictines  in  the  5th  century,  when  the  Barbarians 
overran  the  Roman  Empire;  the  Franciscans  and 
Dominicans,  700  years  later,  when  cities  reemerged  in  the 
Middle  Ages;  the  Jesuits  in  the  16th  century,  as  an  answer 
to  the  Protestant  Reformation,  and  so  on. 

Protestantism  innovates,  too.  The  great  church  histori- 
an Richard  Niebuhr  (1894-1962)  showed  in  several 
books  that  any  major  change  in  society  leads  to  the  emer- 
gence of  new  Protestant  denominations. 

It  is  still  happening.  The  emergence  of  the  Knowledge 
Society  today  has  led  to  the  explosive  rise  of  the  new, 
large  nondenominational,  pastoral  "megachurches."  It 
has  also  led  to  an  explosion  in  Pentecostalism,  attracting 
largely  the  less  educated  and  less  upwardly  mobile  mem- 
bers of  modern  society  while  the  megachurches  have 
tended  to  attract  knowledge  workers. 

What  all  this  means  for  management  is  perfectly  clear: 

The  emergence  of  the  Knowledge  Society 
today  has  led  to  the  explosive  rise  of  the  new, 
large  nondenominational,  pastoral  "megachurches." 
It  has  also  led  to  an  explosion  in  Pentecostalism. 

The  forces  that  most  influence  organizations  come  from 
outside  the  organization,  not  from  within.  The  new 
Catholic  orders  grew  not  because  the  organization 
required  them  but  because  events  in  society  required 
them.  The  Methodist  movement  in  Protestantism 
exploded  almost  spontaneously  in  the  late  18th  century, 
not  for  reasons  of  theology  but  as  a  response  to  social 
depravity  among  the  poorer  classes  in  Britain  and 
the  U.S. 

In  short,  these  religions  survived  because  they  innovat- 
ed in  response  to  social  change.  It  should  have  been  obvi- 
ous from  the  beginning  that  management  and  entrepre- 
neurship  are  only  two  different  dimensions  of  the  same 
task.  An  entrepreneur  who  doesn't  learn  how  to  manage 
will  not  last  long.  A  management  that  does  not  learn  to 
innovate  will  not  last  long. 

Every  institution — and  not  only  business — must  build 
into  its  day-to-day  management  four  entrepreneurial 
activities  that  run  in  parallel.  One  is  the  organized  aban- 
donment of  products,  services,  processes,  markets,  distri- 
bution channels  and  so  on  that  are  no  longer  an  optimal 
allocation  of  resources.  This  is  the  firs',  entrepreneurial 
discipline  in  any  given  situation. 

Then  any  institution  must  organize  for  systematic,  con- 
tinuing improvement  (what  the  Japanese  call  kaizen). 

Then  it  has  to  organize  for  systematic  and  continuous 
exploitation,  especially  of  its  successes.  It  has  to  build  a 
different  tomorrow  on  a  proven  today. 

And,  finally,  it  has  to  organize  systematic  inm 


that  is,  to  create  the  different  tomorrow  that  makes  obso- 
lete and,  to  a  large  extent,  replaces  even  the  most  suc- 
cessful products  of  today  in  any  organization. 

I  emphasize  that  these  disciplines  are  not  just  desirable, 
they  are  three  conditions  for  survival  today. 

These  entrepreneurial  tasks  differ  from  the  more  con- 
ventional management  roles  of  allocating  present-day 
resources  to  present-day  demands.  These  entrepreneurial 
activities  start  with  the  outside  and  are  focused  on  the 
outside. 

But  the  tools  we  originally  fashioned  to  bring  the  out- 
side to  the  inside  have  all  been  penetrated  by  the  inside 
focus  of  management.  The  have  turned  into  tools 
to  enable  management  to  ignore  the  outside.  Even 
worse,  they  are  used  to  make  management  believe  it  can 
manipulate  the  outside  and  turn  it  to  the  organization's 
purpose. 

Take  marketing.  The  term  was  coined  50  years  ago  to 
emphasize  that  the  purpose  and  results  of  a  business  lie 
entirely  outside  of  itself. 
Marketing  teaches  that  orga- 
nized efforts  are  needed  to  bring 
an  understanding  of  the  outside, 
of  society,  economy  and  cus- 
tomer, to  the  inside  of  the  orga- 
nization and  to  make  it  the  foun- 
dation for  strategy  and  policy. 

Yet  marketing  has  rarely  per- 
formed that  grand  task.  Instead 
it  has  become  a  tool  to  support 
selling.  It  does  not  start  out  with 
"who  is  the  customer?"  but  "what  do  we  want  to  sell?"  It 
is  aimed  at  getting  people  to  buy  the  things  that  you  want 
to   make.   That's   getting   things   backward.   American 
industry  lost  the  fax  machine  business  that  way.  The  ques- 
tion should  be  "how  can  I  make  things  the  customers 
want  to  buy." 

Executives  of  any  large  organization — whether  busi- 
ness enterprise,  Roman  Catholic  diocese,  university, 
health  care  institution,  government  agency — are  woefully 
ignorant  of  the  outside,  as  everybody  knows  who  has 
worked  with  decisions  in  a  large  organization.  These 
executives  must  spend  too  much  of  their  time  and  ener- 
gy managing  inwardly  rather  than  managing  outwardly. 

The  inward  focus  of  management  has  been  aggravated 
rather  than  alleviated  in  the  last  decades  by  the  rise  of 
information  technology.  Information  technology  so  far 
may  well  have  done  serious  damage  to  management 
because  it  is  so  good  at  getting  additional  information  of 
the  wrong  kind.  Based  upon  the  700-year-old  accounting 
system  designed  to  record  and  report  inside  data,  infor- 
mation technology  produces  more  data  about  the  inside. 
It  produces  practically  no  information  about  anything 
that  goes  on  outside  of  the  enterprise.  Practically  every 
conference  on  information  deals  exclusively  with  how  to 
get  more  inside  data.  I  have  yet  to  hear  of  one  that  even 
raises  the  question:  "What  outside  data  do  we  need,  and 
how  do  we  get  them?" 

Management  does  not  need  more  information  about 
what  is  happening  inside.  It  needs  more  information 
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on  what  is  happening  outside. 

So  far  no  one  has  figured  out  how  to  get  meaningful 
outside  data  in  any  systematic  form.  When  it  comes  to 
outside  data,  we  are  still  very  largely  in  the  anecdotal 
stage.  It  can  be  predicted  that  the  main  challenge  to 
information  technology  in  the  next  30  years  will  be  to 
organize  the  systematic  supply  of  meaningful  outside 
information. 

It  is  understandable  that  management  began  as  a  con- 
cern for  the  inside.  When  the  first  large,  modern  organi- 
zations first  arose — around  1870 — the  first  and  by  far  the 
most  visible  need  was  to  organize  the  enterprise  itself 
Nobody  had  ever  done  it  before  on  that  scale.  But  now 
we  know  how  to  do  that.  Growth  and  survival  both  now 
depend  on  getting  the  organization  in  touch  with  the 
outside  world.  Management  has  become  an  external,  not 
an  internal,  task.  For  results  take  place  outside  the  orga- 
nization. Inside,  there  are  only  costs. 

THE  ROLE  OF  AN  OUTWARD-DIRECTED 
MANAGEMENT 

The  first  task  of  management  is  to  define  what  results  are 
in  the  enterprise  that  is  in  its  keeping.  This,  as  anyone  can 
testify  who  has  ever  engaged  in  it,  is  one  of  the  most  dif- 
ficult, one  of  the  most  controversial,  but  also  one  of  the 
most  important  questions.  It  is  therefore  the  specific 
function  of  management  to  organize  the  resources  of  the 
organization  for  results  outside  the  organization. 

Therefore  the  new  paradigm  on  which  management, 
both  as  a  discipline  and  as  a  practice,  must  be  based  is  that 
management  must  define  the  results  it  expects  to  attain 
and  then  must  organize  the  resources  of  the  institution  to 
attain  these  results. 

Kyocera,  the  Japanese  company  that  has  become  the 
world's  leader  in  the  creation  and  development  of  new 
inorganic  materials,  defines  results  as  leadership  in  inno- 
vation. But  its  closest  competitor  worldwide,  Germany's 
Metallgesellschaft,  defines  results  primarily  in  terms  of 
market  standing.  Both  are  rational  definitions,  but  they 
produce  very  different  strategies. 

The  paradigm  holds  for  universities,  churches,  charities 
and  governments,  as  well  as  business  enterprises. 

WHY  MANAGEMENT  MATTERS 

I  have  raised  a  great  many  questions  in  this  essay,  but  I 
have  intentionally  avoided  trying  to  give  answers.  But 
underlying  these  question!  is  -  simple  and  very  obvious 
insight:  That  the  center  oi  a  modern  society,  economy 
and  community  is  not  technology.  It  is  not  information. 
It  is  not  productivity.  The  center  of  modern  society  is 
the  managed  institution.   The  I   institution   is 

society's  way  of  getting  things  done  these  days.  And 
management  is  the  specific  tool,  the  specific  function, 
the  specific  instrument,  to  make  institutions  capable  of 
producing  results. 

The  institution,  in  short,  does  not  simply  > 
and  react  to  society.  It  exists  to  produce  resui  s  on  .  nd 
in  society.  m 
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Because  its  leaders  failed  to  grasp  that  technology  had  broken  down 
walls  between  different  materials,  the  once  mighty  U.S.  steel 
industry  lost  markets  to  plastics  and  aluminum  (above). 

Henry  Ford  almost  went  under  in  the  mid-1920s  because  he  tried  to 
make  the  market  buy  what  he  wanted  to  make  rather  than  make 
what  the  market  wanted  to  buy. 
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;ll  Labs  scientists,  includ- 
;  William  Shockley  (cen- 
|ter),  invented  the  transistor, 
;  the  parent  AT&T  failed  to 
■exploit  it.  What  did  the  chip 
lhave  to  do  with  telephones? 


What  has  Abraham 
Maslow  to  do  with  St. 
Ignatius  Loyola?  The 

late  American 
psychologist  and  the 
founder  of  the  Jesuits 
both  figure  in  Peter 
Drucker's  far-ranging 
revision  of  manage- 
ment theory.  For 
executives  struggling 
to  adapt  to  a  fast- 
changing  world, 
Drucker  offers 
valuable  guidance. 


Management  doesn't  apply  only  to  business.  By 
founding  the  Jesuits,  St.  Ignatius  Loyola  helped  the 
Catholic  church  meet  a  competitive  threat. 


Steel  magnate  Andrew  Carnegie  (1835-1919)  taught 
Americans  how  to  organize  large-scale  enterprises 
for  maximum  effectiveness  in  the  age  of  the  factory 
whistle  and  the  lunch  pail. 


Carnegie's  lawyer,  Elihu  Root  (1845-1937),  later 
applied  Carnegie's  management  principles  to  the 
reorganization  of  another  large-scale,  though 
nonbusiness,  enterprise— the  U.S.  Army. 


Perhaps  America's  greatest  management  genius, 
Alfred  Sloan  (1875-1966),  did  the  opposite  of  what 
Henry  Ford  did— and  GM  triumphed. 

Psychologist  Abraham  H.  Maslow  (1908-70)  helped 
persuade  Drucker  that  there  is  no  one-size-fits-all  way 
of  managing  people. 
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Why  PC  buying  is  like  oral  surgery 


All  I  wanted  to  do  was  buy  a 
new  computer  fast.  All  I  had  to 
do  to  get  it  was  endure  being 
insulted,  ignored,  embarrassed 
and  misled.  And  then  pay  S28 
more  than  list  price  to  a  national 
retailer  that  flaunts  a  "155%  Low 
Price  Guarantee."  For  sheer 
enjoyment,  shopping  for  comput- 
ers ranks  between  buying  a  used 
car  and  undergoing  a  root  canal. 

That's  one  reason  many  pundits 
insist  the  Internet  is  going  to  wipe 
retail  stores  off  the  face  of  the 
globe.  Why  put  up  with  snotty 
attitude  from  some  computer-store 
PlayStation  graduate  when  you  can 
do  the  whole  deal  from  the  com- 
fort of  your  own  keyboard?  Isn't 
that  the  very  essence  of  the  Web? 
Sure.  Sometimes.  But  I  wanted 
a  cheap  model.  I  wanted  to  look  it 

over.  I  wanted  it  now.  And  I've  seen  too  many  new 

machines  with  buzz}-  speakers,  flaky  CD-ROM  drives,  dead 

cables  and  jittery  monitors  to  accept  anvthing  less  than  a 

no-questions-asked  return  privilege  that  doesn't  require 

shipping  the  machine  halfway  across  the  country. 
True,  good  deals  abound  on  the  Web  (and  bad 

ones — the  useful  www.pricescan.com  often 

displays  an  amazing  range  of  prices  for 

identical  items  i.  Swift  deliverv  is 

possible.  But  if  there's  a  problem, 

you  typically  pay  return  freight 

and,  if  the  machine  isn't  officiallv 

defective,  a  "restocking  fee." 

Resolving  problems  can  take  days 

And  many  Web  and  catalog 

sources  term  certain  machines 

nonreturnable  for  any  reason; 

once  you  place  the  order,  it's 

"Don't  call  us,  call  the 

manufacturer." 

So  I  hit  the  nonvirtual 

highway.  At  the  dinner  hour 

on  a  Tuesday,  the  store  has 

more  employees  than  cus- 
tomers, but  nobody  volur 

teers  to  help  me.  Okay,  lots 

of  machines  are  on  display. 

many  arc  actually  running  and       "^ 

some  even  have  cards  listing 

specifications.  So  is  there  any  differ 


ence  between  the  "ecp-  and  EPP-compatible  parallel 
port"  listed  for  one  machine  and  the  plain  "parallel 
port"  on  a  more  expensive  model?  Uh,  no. 

I  consider  an  IBM  Aptiva  E3N  at  S999.  Are  any  in 
stock?  A  gangly  youth  says  the  store  is  out  of  them  and 
has  a  backlog  of  orders.  When  he  grudgingly  looks  up 
other  stores'  inventory,  he  proclaims  that  both  the  E3X 
and  the  sister  E2X  at  S799  are  nowhere  to  be  had.  Then 
he  disappears  to  help  a  colleague  straighten  a  display 

At  Office  Depot  a  sales  clerk  approaches  me  within 
seconds  to  offer  assistance.  There  aren't  many  machines 
on  display,  but  I'm  briefly  taken  with  a  Hewlett- 
Packard  unit.  When  I  wonder  how  much  memory  it 
can  hold,  an  obliging  fellow  mounts  a  ladder  and 
brings  down  a  heavy  box  so  we  can  read  the  sticker.  It 
doesn't  answer  the  question  (nor,  I  learn  later,  does 
HP's  Web  site).  But  I  make  a  mental  note  of  a  perfectly 
tuned  and  absolutelv  gorgeous  19-inch  Sonv  monitor, 
the  400PS  Multiscan. 

On  to  OfficeMax.  The  IBM  E3N  is  offered  in  a  deal 
with  a  monitor  and  printer,  but  a  young  clerk  finds  the 
computer-onlv  price:  SI, 099.  The  E2X  carries  an 
"OfficeMax  Everyday  Low  Price"  of  S899  and  the 
slogan  "Savings  is  the  Bottom  Line." 

Really?  CompUSA  is  SI 00  lower  on  each  machine. 
What  about  that  pledge  to  match  the  competition?  The 
youth  picks  up  the  phone,  calls  the  competitor  and  is 
put  on  hold. 

This  gives  me  time  to  study  a  deal 
for  a  SI 50  store  discount  on  a 
package  that  includes  a  monitor 
and  printer.  I  print  out  a 
sample.  It  says  "Photo-Realistic 
Color  Printing  Anyone  Can 
Afford"  beneath  a  pale  green 
and  yellow  picture  of  a  dog. 
Apparently  the  store  can't 
afford  to  replace  a  cartridge  that 
has  run  out  of  red  ink. 

There's  also  a  SI 75  rebate 
from  America  Online.  I 
already  know  about  that  one 
from  studying  some  mislead- 
ing!}' attractive  "after  rebates" 
prices  in  CompUSA's  flyer.  To 
get  the  rebate,  you  have  to  be 
a  new  aol  subscriber  and  stay 
half  a  year  at  S2 1.9 5  a  month. 
An  IBM  monitor  catches  my 
[\V       eye,  but  it  needs  tweaking  before 
I  can  judge  its  quality.  Grabbing  the 
mouse,  I  expertly  click  my  way  to  the 


Stephen  Manes,  a  computer  industry  journalist  since  19fe.-  2ates,  a  biogr  soft's  chairman. 
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jMArVindows  control  panel  and  try  to 
L  Mrrank  up  the  resolution.  A  program 


called  Full  Armor  warns  that  I  don't 
lave  permission  for  that  and  dings 
repeatedly  to  finger  me  as  a  miscre- 
int.  That's  one  monitor  I  won't  be 
Duying. 

When  the  clerk  finally  returns,  he         m^^^^^^^^ 
declares  that  OfficeMax  won't  match 
local  prices  for  items  out  of  stock — and  won't  match 
Web  prices  at  all.  So  he  stands  firm  at  $899  for  the 
cheaper  model.  But  he's  inexplicably  willing  to  drop  the 
price  on  the  E3N  by  SI 00. 

This  is  war.  Back  home,  I  reconfirm  that  IBM's  "esti- 
mated reseller  price"  for  the  E2N  is  S799.  That's  the  best 
deal  Pricesc  ax  can  rind.  I  get  phone  quotes  from  local 
oudets  that  don't  have  machines  in  stock.  Confronted 
with  these  facts,  an  OfficeMax  manager  says  $799  is 
below  the  store's  cost,  but  offers  me  the  unit  for  $827. 
When  I  go  to  pick  it  up,  the  first  clerk  tries  to  charge 
me  S829.  Getting  those  two  dollars  knocked  offtakes 


I'm  so  shocked  I  forget 
to  dicker,  and  the  manager 
shows  up  with  the  unit 
the  next  afternoon. 


another  manager's  intervention. 

And  that  Sony  monitor?  Price- 
SCAN  finds  it  on  the  Web  for  $759, 
$100  below  list.  But  several  sites 
demand  a  credit  card  number 
before  they  will  divulge  a  final 
price,  including  shipping  and 
taxes,  and  it's  hard  to  scope  out 
delivery  dates.  Besides,  monitors 
are  fragile  and  finicky,  and  a  53-pounder  might  cost 
plenty  to  return.  I  phone  Office  Depot. 

When  I  explain  I'd  like  to  have  a  unit  delivered  the 
next  day,  a  clerk  says  he  has  a  unit  in  stock  and  he's 
pretty  sure  somebody  at  the  store  can  bring  it  to  my 
house.  I'm  so  shocked  I  forget  to  dicker,  and  the  man- 
ager shows  up  with  the  unit  the  next  afternoon.  The 
$869  plus  tax  for  prompt,  courteous  service  is  almost  a 
bargain.  (I'll  overlook  the  fact  that  the  Office  Depot 
receipt  comes  with  the  bogus  claim  that  the  list  price 
for  the  monitor  is  $2,000.) 

How  can  the  Web  compete  with  that?  M 


Lie  detector 


The  computer  business  is  filled 
with  effervescent  stories  about        s 
exciting  new  software  and  hard- 
ware inventions.  Then  you  get  one 
in  your  hands  and  you  have  a 
more  sobering  experience. 

A  $70  software  package  called 
Truster  claims  to  detect  lies  by 
sensing  elements  of  stress  in 
people's  voices.  The  package  says 
the  program  works  face-to-face  or 
over  the  phone  and  "lets  you 
know  precisely  when  people  are 
lying  or  telling  the  truth,  when  the 
facts  are  accurate  or  exaggerated,  whether  the  speaker 
is  simply  excited  or  lying."  Open  the  box  and  the  truth 
gets  murkier.  As  the  manual  puts  it,  "Please  be  aware 
that  different  psychological  structures  of  lies  may  pro- 
duce somewhat  'odd'  results." 

How  is  something  like  this  supposed  to  work? 
"When  a  person  lies,"  explains  Truster's  manual,  "an 
involuntary  interference  of  the  nerves  causes  the  vocal 
cords  to  produce  a  distorted  sound  wave,  [namely]  a 
frequency  level  which  is  different  from  the  one  pro- 
duced by  the  same  person  when  telling  the  truth."  By 
analyzing  sound  waves,  software  can  supposedly  deter- 
mine the  subject's  mental  state. 

Nice  theory.  But  a  reliability  study  supplied  by  the 
vendor,  Trustech,  Ltd.,  of  Israel,  reports  that  in  face- 
to-face  tests  of  50  subjects,  a  fancier,  "professional" 


version  of  the  program  had  a 
34%  error  rate  when  subjects 
were  talking  freely.  That's  not 
much  better  than  chance. 

And  not  much  different  from 
my  results.  When  my  wife  lied 
blatandy  into  a  mike  about 
advanced  degrees  from  Harvard 
and  Stanford,  Truster's  screen 
display  proclaimed  "truth"  every 
time.  The  system  did  nab  me 
when  I  recited  the  names  of 
eight  fictitious  ex-wives.  But  it 
believed  me  when  I  insisted  I 
was  a  world -renowned  geophysicist  and  a  giant  duck. 
A  handset  connection  gizmo  that  comes  in  the  box 
didn't  work  properly  with  my  phones  and  computers, 
and  the  importer's  chief  of  technical  support  in  Brook- 
lyn, N.Y.  couldn't  solve  the  problem.  It  took  a  call  to 
Amir  Lieberman,  the  product's  developer  in  Israel,  to 
cobble  a  stopgap  solution. 

"The  subject  was  uncertain  about  many  things  he 
said,"  the  program  said  about  a  Dell  salesperson  who  had 
to  look  things  up  a  lot — and  happened  to  be  female.  But 
her  "false  statements"  turned  out  to  be  true. 

Truster's  developers  used  the  program  to  analyze 
Bill  Clinton's  Jan.  26  claim,  "I  did  not  have  sexual 
relations  with  that  woman,  Miss  Lewinsky."  The  ver- 
dict, as  posted  on  the  Web  last  winter?  The  President 
was  telling  the  truth.  -S.M.   ■■ 
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bioscience 


Bv  Cvnthia  Robbins-Roth 


Biophoenix 


"Our  Dutch 
collaborator's 
14-year-old 
daughter  had 
serious 
Crohn's.  A 
single  infusion 
produced 
a  dramatic 
benefit." 


Investors  accustomed  to  the  fast  pace  of 
high-tech  product  development  must  learn 
patience  if  they  wish  to  succeed  in  the 
slower  world  of  biotech.  Just  look  at  two 
research  programs  that  recently  rose  from 
the  ashes  after  years  of  disappointment:  anti- 
sense  technology  and  tumor  necrosis  factor. 

Antisense  technology  prevents  disease- 
related  genes  from  going  into  action.  Nor- 
mally a  DNA  gene  copies  itself  onto  messen- 
ger rna,  which  serves  as  the  cell's  template 
for  making  proteins.  Antisense  stops  that 
process  by  gumming  up  the  templates. 

Stanley  Crooke,  former  head  of  research 
at  Smith,  Kline  &  French,  founded  Isis 
Pharmaceuticals  in  1989  to  exploit  this  new 
technology.  Other  startups,  notably  Gilead 
Sciences,  followed  with  much  fanfare.  Ana- 
lysts used  a  thesaurus1  worth  of  superlatives 
to  describe  this  exciting  science. 

Then  reality  struck.  In  the  test  tube,  anti- 
sense  compounds  failed  to  enter  the  cells 
containing  the  target  genes.  Most 
researchers  gave  up  right  there,  not  bother- 
ing to  test  the  compounds  in  vivo — on  ani- 
mals or  humans.  Added  to  this  were  fears 
about  safety,  efficacy  and  manufacturing.  At 
an  industry  conference  in  1995,  Michael 
Riordan,  Gilead's  founder  and  chief  execu- 
tive, said  antisense  didn't  work  and  his  com- 
pany was  shifting  its  focus.  Antisense  soon 
fell  out  of  favor  with  Wall  Street. 

But  on  Aug.  27,  years  after  the  outside 
world  wrote  off  antisense,  the  Food  &  Drug 
Administration  gave  Isis  the  nod  to  market 
Vitravene  as  an  antisense  treatment  for  a 
viral  infection  of  the  eye,  called 
cytomegalovirus  retinitis,  that  often  strikes 
aids  patients.  It's  not  a  huge  market,  but 
Isis  has  a  pipeline  of  products  coming  hard 
and  fast  behind  this  trailblazer. 

Why  did  Isis  succeed  after  others  had 
thrown  in  the  towel?  Dr.  Crooke  says  that  it 
was  because  his  company  was  willing  to 
make  a  long-term  investment  at  the  basic 
research  level  before  mewing  on  to  thera- 
peutics. He  took  a  lor  of  grief  from  Wall 
Street  toi  in  iking  that  investment.  In  the 
end,  his  instinctive  judgment  proved  cor- 
rect: Test-tube  studies  don't  tell  you  much 
about  which  drugs  »\il!  succeed  in  people. 
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Isis  spent  7  years  moving  Vitravene  from 
discovery  to  market,  compared  with  the 
pharmaceutical  industry  average  of  10  to  15 
years.  Isis  now  has  seven  drugs  in  human 
trials,  a  research  machine  generating  candi- 
dates for  two  target  genes  per  week,  a  data- 
base on  molecular  structure  and  function 
(useful  for  rapid  drug  design)  and  many 
patents. 

Another  biotech  bugaboo  was  tumor 
necrosis  factor  (tnf).  Certain  cells  of  the 
immune  system  secrete  TNF  to  orchestrate 
inflammation — a  general  attack  on  a  hostile 
agent  that  may  be  a  microbe  or  a  cancer  cell. 
Sometimes,  however,  the  immune  system 
can  go  haywire  and  send  the  tnf  missile 
against  its  own  troops,  such  as  the  joints  in 
rheumatoid  arthritis  and  the  lining  of  the 
intestine  in  Crohn's  disease,  tnf  also  plays  a 
role  in  sepsis,  a  form  of  shock  that  often 
comes  as  a  complication  of  severe  burns  and 
other  acute  injuries.  It  seemed  anti-TNF 
drugs  would  hit  a  lot  of  home  runs. 

But  it  proved  harder  than  anyone  had 
guessed.  Anti-TNF  drugs  for  sepsis  failed  one 
after  another  in  the  early  1990s,  killing  off 
Synergen,  Inc.  and  sorely  wounding  Cento- 
cor  and  Xoma.  Many  concluded  that  the 
research  project  was  a  blind  alley. 

Here,  too,  we  now  see  heartening  proof 
of  the  value  of  long  experience.  In  August 
Centocor's  anti-TNF  drug  Remicade  won 
FDA  approval  for  the  treatment  of  Crohn's 
disease.  What  made  the  difference?  The 
sepsis  wars  gave  researchers  a  plethora  of 
information  about  what  happened  in  real 
patients,  not  just  animal  models. 

Says  Centocor's  Thomas  Schaible:  "New 
data  showed  targeting  TNF  in  rheumatoid 
arthritis  could  work.  Our  Dutch  collabora- 
tor's 14-year-old  daughter  had  serious 
Crohn's.  A  single  infusion  produced  a  dra- 
matic benefit,  driving  the  science  forward." 
Five  years  later  the  product  was  approved. 

Centocor  is  expecting  final  results  in  the 
fourth  quarter  for  the  tests  of  Remicade 
against  rheumatoid  arthritis,  with  the  goal 
of  getting  fda  approval  in  1999.  Immunex 
has  already  completed  trials  for  a  similar 
drug,  and  the  FDA  should  give  that  drug  a 
hearing  quite  soon.  M 


Dr.  Cynthia  Robbins-Roth  is  a  principal  of  BioVenture  Consultants  and  : 
Her  book,  Alternative  Careers  in  Science:  Leaving  the  Ivory  Tower,  was 


•  editor-m-chiet  ol  B.oVenture  Publishing,  San  Mateo,  Calif, 
oently  publisheo  t ,  A   identic  Press. 
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Your  competitor's  largest  customer 
needs  product  fast 

When  can  you  deliver? 


Do  you 


know 


You  can  spend  millions  of  dollars  on  application  software  and  still  not  have  the  information 
you  need  to  run  your  business  That's  because  most  application  software  automates  just  the 
back  office — or  just  the  front  office.  Oracle*  applications  integrate  your  entire  business — 
sales,  service,  supply  chain,  manufacturing,  accounting,  projects,  human  resources. 
Everything.  Our  applications  capture  all  the  information  needed  to  provide  a  complete  view 
of  what's  going  on  in  your  business.  Every  decision  you  make  is  based  on  up-to-date 
information  and  impact  on  shareholder  value.  We  call  it  business  intelligence.  And  it's  from 
Oracle.  Now  you  know.  If  you'd  like  to  know  even  more — and  who  wouldn't — call  Oracle. 

1-800-633-0769,  ext.  16303,  or  visit  www.oracle.coml infol 09  today. 

©1998  Oracle  Corporation  All  rights  reserved.  Oracle  is  a  registered  trademark  and  Enabling  the  Information  Age  is  a  trademark  or 
registered  trademark  of  Oracle  Corporation. 
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Our  color  laser  copiers  and  printers 
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commst&rs  &  communications 


Scientists  are  replacing  knife  blades  with  radio  waves 
to  fix  worn-out  joints  and  damaged  spines. 

The  electromagnetic  scalpel 


By  Josh  McHugh 


.".' 


Oratec  cofounder  Hugh  Sharkey 

Curing  spinal  disk  pain  without  knives  and  screws 


"Bones"  McCoy,  the  doctor  in 
Star  Trek,  healed  every  conceivable 
ill  by  waving  electronic  gadgets  over 
his  patients'  bodies.  Medical  tech- 
nology isn't  quite  there  yet,  but 
some  Stanford  University  doctors 
are  harnessing  radio  waves  to  push 
orthopedic  surgery  a  step  closer  to 
science  fiction. 

In  1992  Stanford  orthopedist 
Gary  Fanton  started  experimenting 
with  lasers  to  treat  stretched-out 
shoulder  ligaments.  His  target  was  a 
protein  called  collagen  that  com- 
poses the  body's  ligaments  and 
other  connective  tissues  i  and  the 
stuff  that  yields  glue  from  unlucky 
horses).  The  idea  was  that  laser  heat 
would  tighten  strands  of  collagen 
the  way  the  heat  from  a  flame  will 
cause  a  straight  hair  to  curl  up.  This 
would  eliminate  the  need  to  cut  the 
ligaments,  pull  them  tight  and  stitch 
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|  them  together  again. 
^       The  heat  did  shrink 
|  the     ligaments.     The 
|  problem  was  that  it  also 
p  melted  and  vaporized 
them.    Was    there     a 
tamer     heat     source? 
There  was.  All  Fanton 
had   to   do  was   scale 
back  the  frequency  of 
the  radiation — shifting 
from  harsh  laser  light  to 
milder  radio  waves — 
and  cut  the  treatment 
temperatures  from  as 
high    as   400°F    to    a 
more  constant  149°F. 
While     looking     into 
using  radio-frequency 
waves  as  a  heat  source, 
Fanton  joined  up  with 
Hugh      Sharkey,      an 
entrepreneur  and   re- 
search nurse  affiliated 
with  the  University  of 
California  at  San  Fran- 
cisco medical  school, 
who    had    designed    devices    that 
employed  radio  waves  to  correct  mis- 
firings  in  heart  pulses. 

Fanton  and  Sharkey  came  up  with 
a  way  to  make  the  probe  small 
enough  to  maneuver  inside  a  joint 
during  delicate  arthroscopic  opera- 
tions. In  mid-1994  they  applied  for 
patents  on  a  slim  probe  just  2.3  mil- 
limeters wide.  The  following 
summer  Sharkey  incorporated 
Oratec  Interventions  and  rustled  up 
$250,000  in  seed  money,  -mostly 
from  other  doctors.  After  Oratec 
got  Food  &  Drug  Administration 
approval  for  the  probe  in  December 
1995,  the  doctors  had  no  trouble 
raising  $4.5  million  from  the  ven- 
ture capital  firms  that  are  neighbors 
of  their  sports  medicine  offices  on 
Palo  Alto's  Sand  Hill  Road. 

San  Francisco  49crs  tight  end 
Brent  Jones  went  down  with  a  dis- 


located shoulder  early  in  the  199(: 
football  season.  Using  traditiona 
methods — cutting  Jones'  shouldei 
open,  repairing  the  joint  and  re 
habilitating  it — would  have  spellec 
an  end  to  his  season.  Team  surgeoi 
Michael  Dillingham,  a  partner  0 
Fanton's,  used  the  Oratec  probe  tc 
tighten  Jones'  distended  ligament; 
through  a  small  puncture  the  size  o 
a  pencil-point.  Jones  was  back  or 
the  field  five  weeks  later. 

Word  about  the  case  spread  fast 
and  last  year  several  pro  athletes 
such  as  Denver  Broncos  safety  Stevt 
Atwater,  had  joints  repaired  anc 
tightened  with  Oratec's  probes. 

Professional  athletes,  of  course 
make  up  a  fairly  small  market,  bul 
they  draw  in  the  crowds  of  weekenc 
warriors  with  Softball  or  tennis 
injuries. 

What  really  has  Oratec's  backers 
on  the  edge  of  their  chairs  is  a  pah 
of  newer  probes  for  treating  dam- 
aged spinal  disks.  The  North  Amer- 
ican Spine  Society  estimates  that  a 
million  Americans  suffer  from 
chronic  back  pain  due  to  disk 
damage. 

A  spinal  disk  consists  of  rings  of 
ligaments  around  a  gel-filled  center. 
When  the  ligaments  are  torn,  blood 
vessels  grow  into  the  tear,  bringing 
nerve  endings  with  them.  Bending 
the  spine  squeezes  the  nerves  and 
causes  pain. 

Traditionally,  there  have  been  two 
approaches  to  this  problem:  remove 
the  damaged  disk  or  fuse  together 
the  vertebrae  on  either  side  of  it, 
using  screws  with  plates  or  rods. 
More  than  700,000  people  around 
the  world  had  disks  removed  or  had 
vertebrae  fusion  surgery  last  year. 

Another  version  of  that  surgery 
involves  going  through  the  patient's 
abdomen  from  the  front,  pushing 
past  the  stomach  and  other  organs 
to  the  spine  and  placing  a  titanium 
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pulse 


:age  within  the  disk  to  immobilize 
adjacent  vertebrae.  Not  surprisingly, 
these  cage  insertions  take  a  long 
time  to  heal. 

Oratec's  spinal  probe  is  a  lot  less 

vasive.  Under  local  anesthetic,  a 
atient  lies  prone  on  an  operating 
able.  Using  an  X-ray  machine,  Joel 
aal,  a  Stanford  spine  physician  and 
one  of"  the  probe's  developers,  pin- 
points the  damaged  disk  and,  taking 
a  new  X  rav  every  few  millimeters, 
inches  the  probe  through  the  liga- 
ments into  the  gel-filled  center  of 
the  disk. 

Once  the  flexible  wirelike  probe  is 
coiled  around  the  inside  of  the  disk, 
Saal  steps  over  to  the  probe's  con- 
trol console  and  turns  on  the  juice. 
The  zap  shrinks  stretched-out  rings 
of  collagen  and  cauterizes  the  blood 
vessels  and  nerves  that  have  crept 
into  the  ligament  layers. 

Saal's  patient,  a  44-year-old  man 
who  has  had  back  pain  for  eight 
years,  winces  and  grips  the  edge  of 
the  operating  table.  Saal  asks  him  to 
characterize  the  pain  he's  feeling,  on 
a  scale  of  one  to  ten. 

"Seven,"  the  man  says  through 
clenched  teeth. 

Saal  asks  him  to  characterize 
the    level    of  pain    he    feels   every 


Oratec  cofounder  Gary  Fanton,  M.D. 

Shrinking  your  way  to  healthy  shoulders  and  knees 
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day  when  his  back  acts  up. 
"Eight,"  comes  the  answer. 
Five    days    later    Saal's    patient 
reports  a  dramatic  reduction  in  his 
back  pain.  A  month  later  the  chron- 
ic pain  is  gone. 

In  May  the  Food  &  Drug  Admin- 
istration issued  an  approval  for 
Oratec's  spinal  probe.  So  far  Oratec 
has  raised  $20  million,  much  of  it 
from  the  Rockefeller  family's  venture 
capital  firm  Venrock  Associates, 
which  is  moving  into  a  new  building 
on  Sand  Hill  Road  between  Dr. 
Fanton's  office  and  the  Stanford  Uni- 
versity hospital. 

In  July  1997  Oratec  tapped  as 
chief  executive  Kenneth  Anstey,  a 
board  member  who  had  shepherded 
another  Venrock  firm,  Mitek,  from  a 
cardiac-device  startup  to  its  $150  mil- 
lion sale  to  Johnson  &  Johnson. 
Oratec's  headquarters  and  testing 
facility,  squatting  on  the  unposh  east 
side  of  Route  101,  are  spartan 
enough  to  warm  any  venture  capital- 
ist's heart.  Anstey  works  a  few  yards 
from  testers  checking  the  company's 
probes  and  probe-control  machines 
for  defects. 

Oratec  will  outgrow  the  building 

very  soon.  The  company  predicts 

sales  will  top  $10  million  this  year 

and  could  reach  $25  mil- 

lion  in   1999.   Oratec  is 

jam,   planning  another  round  of 
JjBj      financing  before  the  end 
V|  1 1  of  the  year,  and  will  prob- 
^^  p  ably  go  public  next  year. 
Big  medical  equipment 
companies  will  try  to  horn 
in,    but    patents    should 
keep  them  at  bay  for  a 
while.    Oratec's    closest 
competitors,  Arthrocare 
and  Mitek,  are  suing  each 
other    over    patents    on 
radio-frequency  devices. 
Neither      has      Oratec's 
microscopic    thermostat 
that  can  adjust  the  intensi- 
ty  of  the    radiation    50 
times  a  second. 

The  Oratec  probes  and 
the  machines  to  run  them 
cost  as  much  as  $295,000 
a  set,  but  if  they  replace 
cosdy  cut-and-sew  surgery, 
they  could  considerably 
reduce  medical  costs.    9M 


Bell  buster 

Level  3  Communications'  James  Crowe 
is  making  a  dramatic  assault  on  the 
traditional  telephone  companies 
(Forbes,  Sept.  7).  We  let  Forbes  Digital 
Tool  readers  (www.forbes.com/pulse) 
throw  questions  of  their  own  at 
Crowe.  A  sample: 

Q:  Why  do  you  spend  so  much  time 
laying  your  own  lines  when 
there  is  already  an  abundance  of 
fiber-optic  cable? 

A:  There  is  no  abundance  of  the 
right  kind.  It's  like  asking  back  in 
1987  why  you  would  want  to  develop 
a  486  processor  when  there  are  plen- 
ty of  386  processors.  We  expect 
there  will  be  a  new  generation  of  fiber 
perhaps  every  three  or  four  years.  We 
need  to  build  a  network  that  can 
accommodate  this  kind  of  rapid 
improvement. 

Q:  With  advances  that  have  been 
made  in  wireless  services,  wouldn't 
that  have  been  the  way  to  go? 

A:  The  amount  of  bandwidth  avail- 
able [with  fiber  optics]  is  thousands 
of  times  greater  than  the  whole  wire- 
less spectrum  as  it  is  commercially 
available  today.  But  fiber  and  wireless 
complement  each  other.  Fiber  pro- 
vides the  high-bandwith  connection 
and  wireless  provides  the  communi- 
cation-anytime-anywhere  capability 
that  customers  want. 

Q:  How  do  you  plan  to  handle  the 
last  mile  of  a  phone  connection? 

A:  We  are  in  the  process  of  con- 
structing fiber  links  to  larger  build- 
ings and  businesses.  For  smaller 
businesses  and  for  residential 
users,  at  least  in  the  near  term,  cop- 
per is  the  only  real  alternative.  We 
will  resell  our  services  to  others  who 
will  have  a  whole  series  of  ways  of 
dealing  with  the  last  mile,  like  wire- 
less and  cable. 

Q:  How  do  you  deal  with  starting 
behind  the  likes  of  ixc  and  Qwest? 

A:  This  is  going  to  be  a  10-  or  20- 
year  process,  and  we  are  in  the 
Model  T  stage.  To  be  saying  that  any- 
one has  a  lead  would  have  been  like 
saying  that  Lotus  will  dominate 
spreadsheets  forever.  It  didn't  work 
out  that  way. 

-Katarzyna  Moreno 
and  t0mas  kellner  wu 
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computers  &  communications 


A  little  Swedish  software  outfit  is  taking  on  the 
likes  of  SAP,  Oracle  and  Baan. 

Lotsa  luck,  Bjorn 


By  Terril  Yue  Jones 

With  sales  last  year  of  $216  mil- 
lion, Sweden's  Intentia  International 
is  a  small  fish  in  the  fast-growing 
market  for  enterprise  resource  plan- 
ning (ERP)  software.  This  is  the  criti- 
cal stuff  that  ties  companies'  infor- 
mation technology  systems  together. 
But  this  little  fish  is  thinking  like  a 
whale.  Vows  Bjorn  Algkvist,  Intentia 
president  and  cofounder:  "When 
people  talk  about  the  erp  market,  we 
want  them  to  say  SAP,  Baan,  J.D. 
Edwards,  Intentia." 

Together  those  other  companies 
control  50%  of  the  erp  market;  Oracle 
has  another  14%.  Intentia  accounts 
for  a  mere  3.5%,  but  just  wait:  "In  the 
U.S.,  Intentia  is  blowing  competitors 
away,"  says  Gilder  Technology  Report 
editor  George  Gilder. 

Germany's  $3.3  billion  (revenues) 
sap  and  $684  million  Baan  of  the 
Netherlands  serve  the  ERP  needs  of 
big  clients  such  as 
Microsoft,  Northern 
Telecom  and  General 
Motors.  Intentia  mar- 
kets its  Movex  brand 
systems  mainly  to  midti- 
er  companies,  with  rev- 
enues up  to  around 
$1.3  billion.  Priced 
between  $300,000  and 
$5  million  per  system, 
Movex  systems  are 
remarkably  flexible,  and 
food,  beverage  and 
pharmaceutical  compa- 
nies use  Movex  software 
to  trace  inventory  and 
follow  lot  control  and 
batch  handling.  Auto 
parts  and  mechanical 
engineering  firms  use  it 
to  monitor  components 
and  delivery  and  to  trace 
quality  problems. 

Bjorn  Algkvist,  an 
athletic  39 -year-old, 
started  Intentia  in  1984 


1996 


with  three  classmates 
from  southern  Sweden's 
Linkoping  University,  a 
hotbed  for  Swedish 
technology  entrepre- 
neurs. They  sold  Movex 
programs  to  local 
Swedish  clients,  but 
soon  branched  out  into 
France,  Switzerland  and 
Britain,  and  finallv  invad- 
ed the  U.S.  in  1996. 
Algkvist  took  the  com- 
pany public;  the  stock 
trades  in  Stockholm, 
with  a  New  York  listing  MB 
in  the  offing.  He  says  he 
will  continue  growth  through  aggres- 
sive acquisitions,  especially  in  North 
America. 

In  an  interview  at  Intentia's  head- 
quarters in  the  leafy  Stockholm  suburb 
of  Kista,  home  to  a  number  of  high- 


Strong  sales  ahead 
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Steady  growth  as  Intentia 
improves  profitability. 


Bjorn  Aigkvist 
Thinking  big. 


tech  ventures,  Algkvist  predicts  Inten- 
tia's revenues  will  grow  fivefold  by , 
2002,  to  SKr  9  billion  ($1.2  billion).  A 
big  chunk  of  that  growth  will  come 
from  Japan,  where  Algkvist  figures 
there  are  40,000  companies  lumbering 
along  with  internally  developed  man- 
agement software  systems  that  need  to 
be  replaced  soon. 

China  beckons, 

too — Movex  is  available 
in  both  the  simplified 
Chinese  used  on  the 
mainland  and  the  tradi- 
tional Chinese  charac- 
ters used  in  Taiwan  and 
Southeast  Asia. 

Intentia  lags  in  the 
crucial  U.S.  market, 
which  still  accounts  for 
less  than  11%  of  Inten- 
tia's sales.  That's  a  prob- 
lem— but  a  terrific 
opportunity  as  well. 
Algkvist  says  that  will 
rise  to  25%  (of  a  much 
larger  sales  base)  over 
the  next  two  or  three  years. 

This  is  one  ambitious  little  outfit. 
Algkvist  says  he's  now  gunning  for 
bigger  contracts.  This  year  he  expects 
to  win  30  contracts  worth  $1  million 
or  more  each;  three  years  ago  Inten- 
tia booked  only  2 
seven-figure  deals. 

The  ERP  software 
industry  is  highly  frag- 
mented, but  Algkvist 
says  of  some  200  com- 
panies today,  only  20 
will  be  around  in  five 
years.  "We  will  defi- 
nitely be  in  those  20," 
he  says,  "and  I  think 
we  will  be  in  the  top  5 
in  2002." 

Brave  words.  Intentia 
netted  a  slim  $1.2  mil- 
lion last  year,  after  a 
small  loss  in  1996. 
Without  big  profits  and 
a  widely  traded  stock, 
Intentia  will  have  trou- 
ble making  the  acquisi- 
tions it  needs  to  contin- 
ue strong  growth  unless 
it  can  excite  investors. 
Next  step:  Get  some 
attention  from  the 
investment  world.     H 
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Reuters  can  help  you 
;d  to  know. 
--  300-2: 

<change  transactions 
:  efficiently  and  reliably 
world's  leading 
I  financial  news  and 
on.  www.reuters.com 
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The  technology  boom  was  nice  while  it  lasted,  but  no 
boom  lasts  forever.  Witness  the  ripples  of  trouble  in 
the  northern  California  economy. 

Paradigm  shift 


By  Tim  W.  Ferguson 

It  happened  all  at  once:  The  stock 
options  aren't  worth  what  they  were 
a  short  while  ago,  exports  to  the  Far 
East  are  falling  off  and  the  real  estate 
boom  shows  signs  of  surplus.  Add  it 
up  and  you  have  the  makings  of  a 
local  recession  in  Silicon  Valley 

Analysts  at  the  Milken  Institute 
warn  that  a  "pessimistic"  projection 
of  the  current  Asian  contraction 
would  leave  the  San  Jose  technology 
region  dividing  up  a  3%  smaller  eco- 
nomic pie  by  the  year  2000.  San  Jose 
is  acutely  sensitive  because  an  esti- 
mated 25%  of  its  personal  income 
derives  from  manufactured  exports  to 
the  10  biggest  Asian  economies. 
Around  the  U.S.,  only  the  Portland, 
Ore.  area  (22.4%)  and  Seattle 
(15.5%)  come  close  to  that  exposure. 

Add  royalty  and  professional  ser- 
vices income  and  the  San  Jose  expo- 
sure may  approach  30%,  says  region- 
al economist  Ross  DeVol  at  the 
institute.  His  pessimistic  scenario 
assumes  a  devaluation  of  the  Chinese 
currency,  which  would  trigger  further 
monetary  convulsions  in  Asia.  Milken 
officials  rate  that  risk  as  one  in  four — 
but  say  a  downturn  in  the  Valley  is 
likely  even  without  the  worst  news. 

The  drop-off  in  tech-stock  valua- 
tions alone  is  enough  to  cool  off  the 
chase  for  assets  in  Silicon  Valley.  Con- 
sulting economist  Lynn  Sedway  says 
institutional  money  has  suddenly 
become  scarce:  "We  were  awash  in 
capital  just  a  few  weeks  ago,  and  all 
that  has  changed."  Companies  are 
backing  off  real  estate  deals.  Giant 
Applied  Materials,  which  announced 
a  15%  cutback  in  its  work  force, 
decided  it  didn't  want  400,000 
square  feet  built  for  it  in  Sunnyvale. 

Here's  another  indicator:  The 
stock,  of  Silicon  Valley  Bancshares — a 
niche  lender  to  the  tech  industry 
both  locally  and  in  other  areas  of  the 
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Michele  Murphy,  daughter  Chelsea  Cayer,  6 
Escaping  Silicon  Valley  for  saner  San  Diego. 


U.S. — collapsed  from  a  high  of  $39 
to  below  $15. 

Luxury  home  prices  are  still  firm , 
but  the  days  of  annual  office  leases 
topping  $50  a  foot  in  the  space-con- 
strained financial  district  of  San  Fran- 
cisco may  be  over.  "It's  now  very 
tough  to  find  anyone  willing  to  pay 
those  rents,"  says  economist  Sedway. 
In  the  Valley,  Goldman,  Sachs  and 
Morgan  Stanley  Dean  Witter  report- 
edly agreed  to  a  staggering  $70  a  foot 
on  prestigious  Sand  Hill  Road. 

Such  froth  masked  what  was 
already  a  fading  boom.  Job  growth  in 
the  San  Francisco  metro  area  is  down 
to  about  1.5%  year  over  year,  half  the 
rate  for  California  as  a  whole.  Econ- 
David  Friedman  says  the  Bay 
Area  1 1  >wth  rate  has  slowed  by 

two  tin       in  the  last  year. 

The  con*     w  n  of  the  haughty  Bay 


Area  and  its  critical  mass  of  m.b.a.s,. 
techies  and  scientists  isn't  just  thei 
result  of  foreign  upheaval.  Real  estate  i 
prices  simply  have  reached  such  levels 
that  it  makes  sense  to  put  technology 
workers  somewhere  else — Seattle,  sav, 
or  Austin  or  San  Diego. 

"We  are  seeing  that  engineers  want 
to  move  out  of  the  Bay  Area  for  a; 
number  of  reasons,"  says  Charles 
Haggerty,  chief  executive  of  Western 
Digital,  located  in 
booming  (but  rela- 
tively inexpensive) 
Orange  County. 
Home  prices  top  the 
list — the  median  is 
155%  that  of  other 
coastal  areas  of  Cali- 
fornia— but  there  are 
other  beefs.  Traffic 
tie-ups  for  one.  Even 
child  care  is  a  stretch: 
By  one  estimate,  it's 
50%  more  expensive 
than  in  Los  Angeles 
or  San  Diego. 

Michele  Murphy, 
35,  is  one  happy 
refugee.  Formerly  in 
marketing  at  Apple 
Computer,  she  has 
found  similar  work  at 
Elemental  Software 
in  the  San  Diego 
area.  A  single  mom, 
she  also  was  able 
to  leave  a  $960-a- 
month,  one-bedroom  apartment  next 
to  a  freeway  in  laughably  misnamed 
Mountain  View  for  a  $l,100-a- 
month  deal  on  a  two-bedroom,  two- 
bath  condo  in  lovely  Del  Mar. 

For  employers,  the  imperatives  are 
just  as  real.  The  Kosmont  Cost  of  Doing 
Business  Survey  by  Kosmont  &  Associ- 
ates, consultants  in  Los  Angeles, 
attempts  to  track  taxes  and  fees.  Per 
resident,  Kosmont  figures,  they  are 
$1,310  a  year  in  San  Francisco  and 
$343  in  San  Diego. 

Housing  costs  in  Sacramento,  now 
a  tech  burg,  are  a  fifth  of  Palo  Alto's. 
Says  John  Long,  a  developer  in  San 
Diego  and  Sacramento  who  has  a 
track  record  of  anticipating  market 
shifts:  "What  you  see  now  is  that 
pricing,  coupled  with  the  Asia  crisis, 
means  that  the  convenient  [Silicon 
Valley]  location  has  its  limits."       tm 
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Forbes  brings  you 


his  November  in  Las  Vegas,  the  leaders 
f  the  IT  industry  are  going  to  speak  their 
linds  —  and  Forbes  is  proud  to  bring  you  their 
isions  of  the  future.  If  you  want  to  know  where 
achnology  is  going  to  take  your  company  next, 
•ou  won"t  want  to  miss  a  word. 

or  more  on  Forbes  or  Forbes  ASAP,  visit 

www.forbes.com 


Special  Sunday 

night  keynote... 


face-to-face 

with  technology' 
best  minds. 
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Gates 


Chairman  and  CEO.  Microsoft  Corporation 
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Wang 


Charles 


Chairman  and  CEO.  Computer  Associates  International,  Inc. 
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Craig  Barrett 

President  and  CEO,  Intel  Corporation 
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Papows 

President,  Lotus  Development  Corporation 
MONDAY,  NOVEMBER   IS  •   8:30  A.M. 


Michael 


Dell 


Chairman  and  CEO,  Dell  Computer  Corporation 
MONDAY,  NOVEMBER  10  •   4:30  P.M. 
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rhoman 
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Xerox  Chief  Scientist,  Director  of  Xerox  PARC 
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Money  & 

U.S.  REITs  are  expanding  into  the  global  property  markets. 
Sounds  promising,  but  be  careful. 

REITs  go  international 


By  Carrie  Coolidge 

Now  that  real  estate 
investment  trusts  are 
transforming  the  U.S. 
property  market,  the 
REIT  concept  is  spread- 
ing abroad.  Japan  and 
Mexico  are  considering 
RElT-like  entities  that 
would  pass  earnings 
through  to  sharehold- 
ers without  paying  cor- 
porate taxes.  Turkey, 
Belgium  and  the  Neth- 
erlands already  do.  In 
the  meantime,  some 
U.S.  REITs  are  jumping 
ahead  by  buying  for- 
eign properties  them- 
selves, creating  a  new 
class  of  global  REITs — 
and  some  new  risks  for 
shareholders. 

The  allure  of  foreign  properties  is 
obvious  for  REITs  with  U.S.  tenants 
who  also  do  business,  and  need  facili- 
ties, overseas.  And  there  may  simply 
be  better  property  buys  outside  the 
U.S.  The  European  market,  in  partic- 
ular, looks  attractive  because  its  cycle 
has  lagged  the  U.S.'  by  as  much  as 
three  years,  says  Patrick  Yam,  REIT 
investment  manager  at  Private  Capital 
International,  which  runs  a  Bermuda- 
based  REIT  fund.  "Real  estate  has  been 
in  the  doldrums  in  Europe,  but  it's 
coming  out,"  Yam  says.  Rents  on 
prime  office  space  in  London,  for 
example,  are  rising  fast,  up  20%  last 
year.  The  tattered  proper  t\  markets 
in  Asia  and  Latin  America  may  offer 
bargains. 

Sam  Zell,  chairman  of  REIT  holding 
company  Equity  Group  Investments, 
agrees  that  there  are  good  opportu- 
nities worldwide.  But  the  lack  of  reli 
able  financial  information  in  many 
foreign  markets  means  REITs  must 
move  cautiously,  he  says.  So  far,  /.ell 
has  invested  only  his  own  money  in 
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foreign  proper- 
ty,   in    Latin 
America  and 
Eastern 
Europe. 

These 
worries  have 
not  stopped 
a  number  of 
REITs  from 
going  global. 
They  include: 
Patriot  Amer- 
ican Hospitality, 
which  bought 
European  hotel 
developer  Arca- 
dian Internation- 
al in  April  for 
$296  million. 
The  deal  brings 
19  hotels  in  the 
United  Kingdom,  Italy  and  France. 
The  company  plans  joint  ventures  in 
15  or  more  European  and  Asian 
Pacific  cities. 

■  ProLogis,  formerly  called  Security 
Capital  Industrial  Trust,  which  paid 
$395  million  in  January  for  Frigo- 
scandia,  a  Swedish  cold-storage  ware- 
house and  transport  company.  In 
April,  ProLogis  bought  a  distribution 
complex  in  Warsaw.  The  company  is 
now  operating  or  developing  facilities 


in  40  U.S.  cities  and  44  foreign  mar- 
kets, including  France,  the  United 
Kingdom  and  Mexico. 

■  CarrAmerica  Realty,  an  office  REIT 
which  in  May  paid  $54  million  for 
HQ  Holdings  Ltd.,  a  London-based 
office  suites  operator. 

■  Shurgard  Storage  Centers,  which 
has  12  self-storage  facilities  in 
Belgium,  France  and  Sweden  and 
plans  to  expand  into  the  United 
Kingdom. 

■  Simon  DeBartolo  Group  (soon  to 
be  renamed  Simon  Property  Group), 
which  plans  to  acquire  a  minority 
stake  in  BEG  S.A.,  a  retail  real  estate 
developer  and  manager  in  Paris. 
Simon  will  partner  with  Harvard  Pri- 
vate Capital  Group  and  Argo  II  in 
the  $80  million  venture. 

Until  recently,  U.S.  REITs  bidding 
for  property  abroad  usually  had  one 
clear  advantage  over  foreign  proper- 
ty companies:  They  could  make 
acquisitions  using  their  own  stock 
trading  at  a  premium  to  their  liqui- 
dation value,  while  most  foreign 
companies  traded  at  a  discount.  With 
U.S.  REIT  prices  now  slumping  (see 
Streetwalker,  p.  196),  that  advantage 
has  largely  disappeared. 

But  a  shrinking  premium  is  not  the 
only  complication  for  REITs  shopping 
overseas.  There  may  be  currency  risk, 


Globe-trotting  REITs 

Company/property  type 

Market  cap 
($mil) 

Recent 
price 

FF0 

per  share* 

Selected  foreign 
locations 

CarrAmerica  Realty/office 
Patriot  American  Hospitality/hotel 
ProLogis/warehouse,  trucking 
Shurgard  Storage  Centers/self-storage 

$1,628 

2,030 

2,747 

703 

$20.63 
12.13 
21.06 
24.69 

$2.60 
2.43 
1.79 
2.50 

U.K. 

U.K.,  Italy,  France 
Sweden,  Poland,  Mexico 
Belgium,  France,  Sweden 

Prices  as  of  Sept.  14.  "Estimated  1998  funds  from  operations  (net  income  plus  depreciation). 
Sources  First  Call  Corp..  Prudential  Securities,  company  documents. 

For  a  growing  number  of  real  estate  investment  trusts,  the  old  saw  "location 
is  everything"  now  means  buying  and  developing  properties  overseas. 
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for  example — tenants  in  Paris  are 
likelv  to  pay  in  francs  no  matter  who 
their  landlord  is.  Most  reus  hedge 
this  risk  by  using  local  debt,  says 
Louis  Taylor,  senior  real  estate  ana- 
lyst at  Prudential  Securities.  Some  are 
exploring  the  use  of  foreign- 
exchange  derivatives. 

REITs  don't  get  the  same  corporate 
tax  benefits  abroad  as  in  the  U.S., 
where  they  are  exempt  from  income 
tax  on  earnings  distributed  to  share- 
holders, reits  must  usually  pay  at 


least  some  foreign  income  tax  on 
their  foreign  earnings.  Compared 
with  similar  income  earned  in  the 
U.S.,  returns  to  shareholders  are 
reduced. 

Another  drawback  for  REITs  going 
global  is  high  prices  for  properties — 
high,  that  is,  in  relation  to  the  rents 
that  can  be  collected  from  them. 
While  a  REIT  might  earn  a  6.5% 
return  on  a  property  in  Europe,  for 
example,  a  similar  U.S.  property 
might  yield  7.5%. 


Despite  the  pitfalls,  there  is  money 
to  be  made  overseas  by  REITs.  Which 
will  succeed?  Paul  Kearney,  senior 
manager  at  Arthur  Andersen's  real 
estate  group  in  London,  thinks 
investors  should  look  for  REITs  that 
use  local  property  managers,  or, 
better  yet,  that  link  up  with  experi- 
enced foreign  partners.  ProLogis  and 
CarrAmerica  have  done  both  well, 
says  Prudential's  Taylor.  Even  in 
today's  globalized  market,  Paris  is  a 
world  away  from  Pittsburgh.  ■■ 


Winning  streak 

Take  performance  claims  with  a  grain  of  salt, 
especially  when  they  bubble  up  in  a  turbulent  market. 


By  William  P.  Barrett 

Thomas  F.  Thurlow  is  having  one 
swell  year.  His  no-load  Thurlow 
Growth  Fund  is  up  a  stunning  28% 
through  Aug.  31.  That  result  puts  it 
among  the  country's  five  best-per- 
forming funds,  says  Lipper  Analytical 
Services.  After  the  Aug.  31  market 
crash  Thurlow  issued  a  flashy  press 
release  saying  his  fund  rose  15%  that 
day  alone. 

No,  don't  run  out  and  send  a 
check  to  Thurlow.  We  think  his  little 
fund  is  worth  mentioning  only  as  a 
case  study  in  how  flaky  performance 
numbers  can  be. 

Thurlow  Growth,  which  the  36- 
year-old  Thurlow  runs  out  of  his 
home  in  Palo  Alto,  Calif.,  has  a  mere 
$700,000  in  assets,  most  of  that  from 
his  own  family.  The  fund  has  been 
around  only  since  the  summer  of 
1997  and  lost  14%  in  its  five  months 
of  operation  last  year. 

Thurlow,  a  former  criminal  defense 
lawyer,  had  no  previous  experience 
running  mutual  funds.  Why  the 
career  switch  from  defending  killers 
to  making  a  killing?  Says  Thurlow, 
"It's  a  whole  lot  more  fun." 

Especially  when  your  fund  charter 
permits  you  to  invest  in  almost  any- 
thing— bonds,  illiquid  stocks,  short 
positions,  uncovered  options,  100% 


Thomas  F.  Thurlow  of  Thurlow  Growth  Fund 
From  defending  killings  to  making  one. 


cash.  By  mid-August  Thurlow  sold  off 
almost  all  of  his  stocks  and  went  to 
cash;  not  long  after,  he  put  a  fourth  of 
the  fund  into  put  options.  It  was  a 
crapshoot — and  a  well-timed  one.  But 
one  or  two  lucky  bets  don't  make  you 
into  a  Peter  Lynch. 

From  Thurlow's  position,  a  crap- 
shoot is  a  rational  way  to  play  the 
market.  If  he  gets  lucky  again  and  hits 
the  top  of  the  1998  performance 


chart,  it's  quite  possible  that  millions 
of  dollars  will  roll  in,  since  the  public 
is  a  sucker  for  a  performance  story. 

From  our  point  of  view,  the  Thur- 
low fund  is  a  reminder  that  raw  per- 
formance is  never  a  good  way  to 
judge  a  mutual  fund.  Beware  of  per- 
formance records  compiled  with  a 
small  base  of  assets — "incuba- 
tor" funds,  as  the  industry 
cynics  call  them.  This  precept 
applies  whether  the  fund  in 
question  is  operated  by  a 
nobody  in  Palo  Alto  or  a  bil- 
lion-dollar giant  in  Boston. 

Beware  also  of  winning 
streaks.  In  the  Forbes  fund- 
rating  system,  outsize  results 
compiled  in  short  periods  are 
discounted.  Look  for  consis- 
tency of  results  over  years.  We 
don't  even  rate  a  stock  fund 
unless  it  has  been  around  for 
at  least  three  up-and-down 
market  cycles. 

One  more  thing,  often 
overlooked  by  investors  but 
just  as  important,  in  our  view, 
as  performance  records:  the 
cost  of  ownership.  Thurlow 
didn't  mention  this  in  his  press 
release,  but  his  fund  carries  an  annual 
expense  burden  of  $1.95  per  $100  of 
assets.  That's  about  double  what  you 
should  pay  for  a  domestic  stock  fund. 
Indeed,  the  fund's  expense  ratio 
would  be  higher  were  Thurlow  not 
eating  some  of  the  costs  himself. 
He  figures  he  needs  $8  million  in 
assets  to  break  even.  To  drum  up 
interest,  he  attends  investing  shows 
and  posts  chatty  memos  on  the 
Web.  Wish  him  luck,  but  send  your 
money  elsewhere.  ■■ 
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INTERNET  @  THEIR  ADDRESSES  LISTED  BELi 


u 


Acura 
www.acura.com 


Aetna  US  Healthcare 
www.aetnaushc.com 


Allstate  Insurance  Company 
www.allstate.com 


American  lsuzu  Motors,  Inc. 
www.isuzu.com 


CellNet  Data  Systems 
www.cellnet.com 


CNBC 
www.cnbc.com 


Danka  Office  Imaging 
www.danka.com 


E'Trade 
www.etrade.com 


Embassy  Suites 
www.embassy-suites.com 


Fairchild  Aerospace 
www.fairchilddornier.com 


Fidelity  Investments 
www.fidelity.com 


First  Penn-Pacific  Insurance  Company 
www.moneyguard.com 


GE  Financial  Assurance 
www.ge.com 


GMC  Yukon  Denali 
www.denali.gmc.com 


Honeywell 
www.honeywell.com 


Iowa  Department  of  Economic 

Development 

www.smart.state.ia.us 


International  Watch  Company 
www.iwc.ch 


Island  Shangri-La,  HK 
www.Shangri-La.com 


Liberty  Mutual 
www.libertymutual.com 


Massachusetts  Mutual  Life 

Insurance  Company 

wwv.massmutual.com 


Northwestern  Mutual  Life  lnsur 
www.northwesternmutual.coi 


PageNet 
www.pagenet.com/2way 


the  Principal  Financial  Grouj 
www.principal.com 


Qwest 
www.qwest.net 


Raytheon  Travel  Air 
www.raytheon.com/rac 


Reuters 
www.reuters.com 


Scudder  Kemper  Investments 
www.scudder.com 


Toshiba  America  Information  System: 
Computer  Systems  Division 
http://computers.toshiba.com 


Toyota  in  America 
www.toyota.com/usa 


United  HealthCare 
www.unitedhealthcare.com 
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ICThtH! 


■Thanks  to  its  recent  volatility,  the 
■Dow  Jones  industrials  now  hold 
Bonly  a    1%   gain   for  the   past   12 
ftnonths.  Investors  in  small  capital- 
isation  issues    have    had   it    much 
worse:  The  Russell  2000  index  is  off 
0%  over  the  same  period.  Jerrv 
Herman  and  Robert  Craig,  who  spe- 
cialize in  small  caps  at  Everen  Secu- 
rities, think  that  there  are  now  some 
interesting   buys   in   this   battered 
sector.  One  is  Bright  Horizons,  Inc. 
(BFA.M,  $25  l,  which  runs  on-site  day- 
care   centers    for   big   companies. 
Everen  expects  BFAM's  earnings  to 
grow  at  25%  annually  for  the  next 
three  to  five  years.  Among  other 
picks:  Labor  Ready  (LBOR,  $16),  an 
employment  agency  that  provides 
unskilled  workers,  and  Market  Facts 
[MFAC,     S23),     a     contract-based 
market  research  outfit. 


Special  focus 


"Stocks  arc  grossly  oversold,"  says  Peter 
Canclo,  l'  S  strategist  at  Morgan  Stanley 
Dean  Witter  He  predicts  the  Don  Could 
rebound  to  as  high  as  8700  by  mid 
October,  with  technology,  financial  and 
retail  stocks  making  a  strong  recovery. 
C'anelo  expects  the  eight  stocks  below  to 
make  a  particularly  strong  rebound 


Rebounding? 


Company 

Recent 
price 

Price 
change  t 

American  Home  Products 

$53.44 

-1% 

Cisco  Systems 

61.83* 

-7 

Dayton  Hudson 

39.63 

"25 

First  Union 

50.50 

-23 

Gap 

59.75 

-8 

Intel 

84.94 

2 

Mellon  Bank 

56.44 

-21 

Schlumberger 

51.13 

-24 

*  Split  adjusted. 

tFrom  7/17/98  to  9/11/98. 


The  overall  market 


6500 
5500 

The  Barra  All-US 

price 

index  as  of  9/1 1/98 

,.A.  12-month  closeup 

jh*  A 

Market  value-.  $10.7  trillion 
WE:  21.5 

4500 

P'E  minus  negative  EPS: 
Price/book:  3.3 
Yield:  1.5% 

19.9 

5800                 r  PW  1 

3500 

™hJ/\ 

2500 

WooryV|r/       1 

Performance 

Price           Total  return 

4600     / 

1500  t 

Last  4  weeks 
Since  12/31/97 

-7.1%              -7.0% 
-2.4                 -1.4 

/ 

■ Bana index 

■  200-day  moving  average 

S    0  N    D  J    F  MA   M    J    J   AS 

'88      '89     '90 

'91 

■92      '93      '94 

'95     '96      '97      '98 

'97              '98 

1 

Closeup  on  the  markets 

Index  or  investment 
Barra  Ail-US  index 

%  chang 
1  year  ago 

e  from 
5-year  high 

-17.3% 

-2.0% 

1.1% 

SIP/Barra  Growth  index 

-2.7 

18.5 
-0.2 

-13.1 
-17.1 
-16.5 

SIP/Barra  Value  index 
Dow  lones  industrials 

-0.7 

-3.2 

■■■ 

0.7 

SiP  500 
NYSE 

-1.8 
-2.4 

■1 

9.2 

-15.0 

3.5 

-16.8 

Nasdaq 

0.1 

1 

-0.5 

-18.5 

PSE  Tech  100 

1.7 

-5.5 
-0.6 

-15.9 
-15.8 

eafe' 

CRB  futures  index 
Gold   (Comei  spot) 
Yen  (per  SUS) 

1.5 
3.1 
7.0 

1 

| 

-16.6 

-23.0 
-29.2 
-11.2 
-46.1 

|      9.3 

-7.8             | 

8.0 
I      -25.9 

Oil   (W  Texas  Intermediate) 

6.1 

The  bast  and  worst  performing  st 


Recent 
Best                                    Price 

2-week 
change 

1998 
EPS' 

Worst 

Recent 
price 

2-week 
change 

1998 
EPS' 

Transaction  Network  Svcs        $23.00 

59% 

$0.78 

Ciena 

$15.94 

-55% 

$1.09 

GetchellGold                          14.25 

52 

-0.148 

Think  New  Ideas 

7.34 

-53 
-52 

0.659 
0.41 

Cross-Continent  Auto  Retailers     9. 56 

51 

0.65 

CMP  Media 

8.00 

Halter  Marine  Group                 12.94 

51 

1.15 

Imperial  Credit  Industries 

7.81 
5.19 

-49 
-49 

1.64 
2.24 

Medical  Manager                     20.44 

48 

0.77 

Southern  Pacific  Funding 

The  best  and  woi 

i  factors0 

Best 

2-week 
:hange 

Change 

since 

12/31/97 

Worst 

2-week 
change 

Change 

since 

12/31/97 

Precious  metals 

32.4% 

19.3% 
-11.4 

Cosmetics 
Financial  services 

-17.9% 

-22.5% 

Trucking 

27.3 

-11.7 

-10.2 

Oilfield  services 

16.1 

-39.5 

Beverages 

-10.3 
-9.5 
-9.5 

-15.4 
-17.3 
-19.0 

Oil  refining,  distributing 
Liquor 

12.5 

-12.9 

Paper 

ate 

10.5 

36.3 

Real  est 

Data  for  period  ending  9/1 1/98.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  who  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs,  REITs  and 
closed-end  funds  are  excluded.  'Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  ?Total  return  of  more  than  300  large- 
capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnmgs  ratios.  'A  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  "A  dollar- 
denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  -Index  of  21  commodity  futures.  'Source:  Bridge-Commodity  Research  Bureau.  'Consensus  estimate. 
'Flash  estimate  is  the  average  of  a  firm's  new  and  revised  estimates  received  over  the  last  four  weeks.  Flash  estimate  is  printed  when  it  differs  from  the  consensus  mean  by  at  least  15%.  '1999  estimate.  l0Shows  return  after 
controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  Principal  sources:  Barra,  Inc.;  IBES  Express. 
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The  Dividend 


Corporate  vs.  government  yfeids 


6% 


Real  T  bondyie.d' 


'90  '92  '94  '96         '98 


Corporate  dividend  revisions 

3  000 

2,500 

■  Positive 

■  Negative  and  omissions 

2,000 

1,500 

.      ll 

1,000 

1 

500 

Ll 

0 

IIiL 

■  L 

■ 

■  ■ 

'90           '92           '94           '96           '98 

Through  Aug.  31,  1998 

Industry 

Yield2 

Payout23 

P/E2 

Industry 

Yield2 

Payout2'3 

P/E2 

Auto  &  truck  mfg 

3.4% 

22% 

Paper  &  forest  prods 

2.6% 

Banking 

2.1 

32 

17 

Petroleum 

2.9 

59 

21 

Electric  utilities 

4.6 

74 

17 

Pharmaceuticals 

1.1 

42 

42 

Food  processing 

1.8 

45 

27 

Retailing 

0.8 

19 

29 

Health  care  svcs 

0.2 

8 

33 

Software 

0.1 

BY  ERIC  S.^H 


The  specter  of  lower  earnings  has  lee 
companies  to  start  cutting  dividends 
Through  August  the  number  of  firmr 
reporting  to  Standard  &  Poor's  that 
have  slashed  dividends  over  the  las? 
year  grew  66%,  to  53  companies 
Dividend  increases  remained  flat  at 
1,454.  The  payout  ratio  (dividends 
divided  by  net  profits)  is  still  ir. 
record  low  territory  at  35%.  But 
shrinking  profits  could  foreshadow 
deeper  cuts  in  dividends,  according  to 
Arnold  Kaufman,  editor  of  Standard 
&  Poor's  newsletter,  Outlook. 

The  eight  stocks  below  left  are 
already  in  trouble.  Their  1998  earn- 
ings are  expected  to  be  down  37%, 
on  average,  and  their  estimated  1998 
payout  ratios  average  100%.  Any 
additional  reduction  in  earnings  is 
likely  to  put  these  generous  dividends 
in  jeopardy. 

If  stock  market  volatility  is  the  case,, 
and  not  lower  earnings,  consider  the 
table  below  right.  It  features  compa 
nies  whose  yields  beat  the  s&P  500's 
current  mark  of  1.6%,  and  whose  div- 
idends increased  an  average  of  15%  in 
the  latest  quarter.  Historically,  high-  "% 
yielding  stocks  have  proven  to  be 
strong  buffers  against  volatility. 


fro: 


vissi 


IN 

ptrs 
ksen 
kGrc 

V: 

fcm; 
Mr 


Mr 


Company/industry 

Price 

Yield 

1998  est 

payout 

ratio 

Calgon  Carbon/charcoal  products 

$6.06 

5.3% 

67% 

Chemed/healthcare 

25.81 

8.2 

133 

Helix  Technology/vacuum  pumps 
Intl  Flavors  &  Frag/flavors  &  perfumes 

10.63 
38.06 

7.9 
3.9 

200 
74 

Luby's  Cafeterias/restaurants 

15.56 
22.31 

21.19 

5.1 

64 

Westvaco/paper  products 
Weyerhaeuser/forest  products 
Witco/specialty  chemicals 

3.9 
5.3 

66 
103 
91 

Stocks  with  growing  yields 


Company/industry 

Price 

Yield 

Qtrly 
dividend 
growth 

Air  Products  &  Chemicals/hydraulic  pumps 

$31.50 

2.2% 

13% 

Commercial  Intertech/hydraulic  pumps 

19.50 

3.1 

11 

Communications  Sys/telecomm  equip 

12.69 

3.2 

11 

Decorator  Industries/interior  furnishings 

7.88 

2.8 

25 

Dexter/specialty  chemicals  &  materials 

25.44 

4.1 

8 

Fleetwood  Enterprises/motor  homes 

33.19 

2.2 

6 

Hollinger  Intl/specialty  insulation  prods 

14.50 

3.8 

38 

Snap-On/tools  &  hardware 

29.38 

3.0 

5 

Note:  Dividend  data  as  of  8/31/98.  Stock  prices  as  of  9/11/98.  'Yield  on  30 year  Treasurys  adjusted  for  Inflation  using  the  trailing  12  months'  increase  in  the  Consumer  Price 
Index.  2Capitalization-weighted.  dividends  divided  by  latest  12  months  eami  ire  all  extraordinary  items  are  excluded. 

Sources:  IBES  Inc.  and  Market  Guide  via  OneSource  Information  Services. 
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POINT 


Special    Edition 

A  timely  message  to  Commerzbank's 
international  clients  and  shareholders 


^ofiting  from 
owth  in  global 
set  management 


Commerzbank  is  a  rapidly  growing  European 
universal  bank  with  a  global  sales  network. 
To  serve  its  clients  and  270,000  shareholders, 
the  Group  concentrates  its  activities  on  three 
main  areas  of  business:  investment  banking, 
international  finance,  and  domestic  branch 
banking  This  special  edition  of  Viewpoint 
highlights  our  strategies  and  progress  in  global 
asset  management. 


International  presence: 
Almaty  Amsterdam,  Antwerp, 
Atlanta,  Bangkok,  Barcelona. 
Beijing,  Beirut,  Bratislava,  Brussels, 
Bucharest.  Budapest,  Buenos 
Aires,  Cairo,  Caracas,  Casablanca, 
Chicago,  Copenhagen,  Dublin, 
Geneva,  Gibraltar,  Grand  Cayman, 
Hong  Kong,  Istanbul,  Jakarta, 
Johannesburg,  Kiev,  Labuan, 
London,  Los  Angeles,  Luxembourg, 
Madrid,  Manama,  Mexico  City, 
Milan,  Minsk,  Moscow,  Mumbai, 
New  York,  Novosibirsk,  Osaka, 
Paris,  Prague,  Rio  de  Janeiro, 
Sao  Paulo,  Seoul,  Shanghai, 
Singapore,  St.  Petersburg,  Sydney, 
Taipei,  Tashkent,  Tehran,  Tokyo, 
Toronto,  Warsaw,  Zurich. 


Rise  in  Global  Asset  Management.  In  the 
early  1990s,  Commerzbank  embarked  on  a 
concerted  initiative  to.  become  a  prominent 
player  in  global  asset  management.  The  goal 
was  to  be  present  in  all  major  asset  manage- 
ment regions  of  the  world  with  units  offering 
all  main  products  in  local  markets.  Starting 
from  a  relatively  modest  domestic  position,  the 
Group  has  established  25  operations  in  14 
countries  and  boosted  assets  under  manage- 
ment from  some  DM39bn  in  1990  to  DM205bn 
by  mid- 1998  -  an  average  annual  growth  of 
25%.  Equally  important  are  the  sizeable  and 
growing  contributions  these  operations  are 
making  to  Group  profitability. 

Clear  Focus  Paying  Off.  Fundamental  to  our 
successful  strategy  is  the  combination  of  three 
main  components:  (1)  developing  multi-prod- 
uct, multi-asset,  multi-investment  style  capa- 
bilities covering  institutional  asset  manage- 
ment, mutual  funds  and  private  banking,  (2) 
building  up  presence  in  key  international  mar- 
kets, organically  or  via  acquisitions  and  (3) 
adopting  a  regionalized  marketing  approach, 
offering  local  and  other  Group  products  to  local 


clients.  This  formula  has  substantially  en- 
hanced the  size,  reach,  and  efficiency  of  the 
Group's  Asset  Management  Division,  which 
increased  equity  investments  from  12.4%  in 
1992  to  over  47%  in  1998.  International  client 
business  has  grown  to  over  30%  of  our  total 
assets  under  management. 

Engines  of  Quality  Growth.  In  Germany, 
Commerzbank  holds  a  large  stake  in  the  ADIG 
Group,  which  offers  an  array  of  mutual  funds 
to  private  clients  and  manages  over  DM58bn. 
Commerzbank  Investment  Management  GmbH, 
which  manages  over  300  special  funds  for 
German  institutional  investors,  has  lifted  its 
fund  volume  to  DM50bn  in  1998.  Commerz 
International  Capital  Management  GmbH 
(CICM),  which  serves  non-German  insti- 
tutional investors  from  Frankfurt,  Dublin, 
Boston,  Singapore  and  Tokyo,  currently  man- 
ages some  DM15bn.  Starting  mid-1998,  CICM 
is  marketing  its  mutual  funds  in  Japan. 

Key  Acquisitions.  The  Group  subsidiary 
Caisse  Centrale  de  Reescompte  (CCR)  is  the 
biggest  mutual  fund  manager  of  any  foreign 
group  in  France.  Acquired  in  1993,  CCR  now 
manages  over  30%  of  all  international  money 
market  funds  in  the  second-largest  fund  market 
in  the  world.  In  the  UK,  Jupiter  International 
Group,  a  subsidiary  since  1995,  has  expanded 
dramatically,  particularly  in  unit  trusts.  Since 
end-1994,  Jupiter  has  increased  this  business 
to  over  £2.2bn  for  more  than  500,000  clients. 

Our  acquisition  in  1997  of  Montgomery  Asset 
Management,  San  Francisco,  gives  us  solid 
local  asset  management  presence  in  all  the 
world's  leading  financial  markets.  This  compa- 
ny, which  focuses  on  mutual  funds  and  insti- 
tutional portfolio  management,  has  over 
US$10bn  under  management  -  half  of  which 
for  its  320,000  fund  clients. 

Backed  by  exclusively  buy-side  research  capa- 
bilities in  Frankfurt,  London,  New  York,  Tokyo, 
and  Singapore,  the  Commerzbank  Group  is 
poised  to  continue  its  profitable  growth  as  a 
global  asset  manager. 

Group  Profits  up  2 1 .9%  in  First  Half  1 998. 

Applying  International  Accounting  Standards 
(IAS)  for  the  first  time,  the  Commerzbank 
Group  recorded  a  pre-tax  profit  of  almost 
DM1. 5bn  in  the  first  six  months  of  1998,  up 
5.4%  over  the  comparable  year-earlier  period. 
After-tax  profit  increased  by  21.9%  to 
DM978m,  and  total  assets  reached  a  record 
high,  surpassing  DM600bn. 

For  more  information  about  Commerzbank, 
contact  the  Corporate  Communications 
Department,  Frankfurt,  Fax  +49  69  136-2  98  05 
http://www.commerzbank.com 


COMMERZBANK 


Edited  by  Matthew  Schifrin 

Omaha's  young  sage 

The  latest  sign  of  a  frothy  market  can  be  found  at 
www.MrMarkets.com.  The  Web  site  is  the  creation  of 
a  14-year-old  high  school  freshman  from  Omaha 
named  Doug  Sherrets.  Sherrets  launched  his  free  on- 
line investment  newsletter  in  early  August,  delivering 
commentary  with  teenage  attitude.  He  claims  to  have 
drawn  more  than  500  subscribers  and  gets  an  average 
of  500  hits  per  day. 

Sherrets'  advice  centers  largely  on  technology' 
stocks.  He  isn't  afraid  to  take  a  stand:  He  recom- 
mended selling  Amazon.com  on  Aug.  19  at  S128  in 
an  article  revealing  to  readers  "Amazon. corn's  dirty 
little  secret,"  which  is  no  secret  at  all — namely,  that 
Amazon  makes  no  money.  Amazon  trades  around  $73 
today,  and  Sherrets  rates  it  a  buy. 

Sherrets  currently  has  18  buys,  including  Warren 
Buffett's  Berkshire  Hathaway:  "At  $69,000  a  share,  if 
you  have  the  moolah,  why  not  go  for  it?"  Also: 
Excite,  CNet,  Level  3  and,  of  course,  Disney.  He  rec- 
ommends selling  Geocities  and  International  Paper. 
"You  can't  justify  IP's  31  p/e  ratio,  no  matter  how 
you  look  at  it.  The  future  outlook  is  so  horrible  it's 
almost  not  worth  talking  about,"  says  Sherrets. 

His  top  pick  is  Internet  portal  Infoseek,  which  he 


likes  mostly  because  Disney  owns  a  45%  stake.  "This 
stock  is  like  a  tracking  stock  for  Disney's  Internet 
strategy.  I  think  they  have  something  blockbuster,"  he 
says. 

Sherrets  does  do 
his  homework,  but 
primarily  in  things 
like  math  and 
English.  He  admits 
that  he  doesn't  know 
that  much  about 
financial  statements 
and  mostly  surfs  the 
Internet  for  ideas. 
Sometimes  the  ninth 

grader  sneaks  off  between  classes  to  look  up  quotes 
on  a  school  Internet  terminal.  His  column  appears 
daily — except  when  he's  playing  baseball. 

His  site  is  worth  a  visit,  but  Streetwalker  recom- 
mends that  rather  than  taking  the  young  Omaha  Web 
sage's  advice,  readers  should  view  it  as  a  sign  of  the 
times.  After  all,  Sherrets'  parents  won't  let  him  actual- 
ly invest  his  savings  in  stocks.  His  money  is  safely 
tucked  away  in  a  money  market  fund. 

-Scott  McCormack 


REIT  bait 

^^^  After  spectacular  gains  over 
"^™"  the  past  few  years,  REIT  stocks 

have  lately  been  in  the  dumps. 

Morgan  Stanley's  REIT  Index  is 

Going,  going  . . .  gone? 


REIT/business 

Ticker 

Recent 
price 

Discount  to 
est  private 
market  value 

Yield 

Arden  Realty/office 

ARI 

$20 

23% 

8.4% 

BRE  Properties/apartment 

BRE 
CRE 

22 
20 

16 

6.5 

CarrAmerica  Realty/office 

22 

8.9 

Patriot  Amer  Hospitality/hotel 

PAH 
SMT 

12 

35 

10.3 

Summit  Properties/apartment 

17 

18 

9.6 

Sources:  Green  Street  Advisors.  Inc. 

Forbes. 

down  24%  so  far  this  year,  and  most 
REITs  sell  at  an  average  of  close  to 
10%  discount  to  their  underlying 
asset  values,  according  to  Jon  Fos- 
heim  of  Green  Street  Advisors. 

Enter  leveraged  buyout  firms, 
which  are  flush  with  capital  and  hun- 
gry for  deals.  "Right  now  every  bank 
on  Wall  Street  is  running  going-pri- 
vate models  on  the  REIT  sector,"  says 
Thomas  Flcxner,  senior  managing 
director  at  Bear,  Stearns.  Because  of 
industry  specific  tax  regulations  and 
entrenched  managements,  the  deals 


are  likely  to  be  friendly. 

Streetwalker  has  compiled  a  table 
of  five  REITs  selling  at  big  discounts 
to  their  underlying  asset  values  that 
are  likely  targets.  These  stocks  could 
get  taken  out  at  prices  closer  to 
those  values, 
which  could 
mean  a  premium 
of  20%  or  more 
over  the  current 
stock  price.  Plus, 
REITs  have  an 
average  dividend 
vieldof7.5%. 

"If  these 
stocks  continue 
to  go  lower,  I 
predict  that  within  the  next  two  to 
three  years  over  one-third  of  the  176 
reits  will  disappear,"  says  David 
Sherman,  Salomon  Smith  Barnev 
analyst.  (For  a  view  on  reits' global 
expansion,  see  p.  190.) 

-Caroline  Waxler 


Temp  trouble 


■p    Shares  of  -1.2  billion  rev- 
em  n  based 
employment  outsou  cing  company 

Adminis! aff  [nc     \  SF)  are  up 


46%  over  nearly  a  year  ago.  Why? 
Because  American  Express  bought  a 
5%  stake  in  the  company  for  $17.7 
million  early  this  year  and  agreed  to 
help  Administaff  drum  up  business 
among  Amex's  extensive  list  of 
small-business  customers. 

The  Amex  deal  has  pushed 
AdministafPs  stock  price  to  $28,  30 
times  estimated  1999  earnings  of  93 
cents  a  share.  That's  more  than  twice 
the  price/earnings  ratio  of  its 
Florida-based  competitors,  Staff 
Leasing  and  Vincam  Group,  though 
Administaffs  gross  margins  of  3.6% 
are  by  far  the  lowest  of  the  three. 

Those  margins  could  fall  even  fur- 
ther when  the  company  reports 
third-quarter  earnings  this  month. 
Administaff  still  generates  80%  of 
revenue  in  the  Lone  Star  State,  and 
most  of  that  in  one  city,  Houston. 
Not  a  great  position  to  be  in,  since 
low  oil  prices  are  taking  their  toll  on 
the  Houston  economy  and  more 
companies  are  cutting,  not  increas- 
ing, staff.  On  top  of  that,  competi- 
tion is  moving  in.  Add  it  all  up,  and 
maybe  it's  time  to  sell.  Streetwalker 
thinks  Administaff  shares  are  worth 
less  than  $20. 

-Daniel  Fisher  H 
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Business  Committee  for  the  Arts,  Inc. 


,  Applause! 


The  winners  of  the  1998  Business  in  the  Arts 
Awards  deserve  our  applause.  Each  has  turned  in  an  exemplary  performance.  By  making 
support  for  the  arts  an  integral  part  of  the  way  they  do  business,  these  individuals  and 
companies  have  gone  above  and  beyond  "business  as  usual"  to  enrich  the  lives  of  their 
employees  and  the  quality  of  life  in  communities  all  across  the  country.  We  applaud  their 
leadership,  commitment  and  vision  in  developing  partnerships  with  the  arts. 


Congratulations  to  (ill  the  winners. 

Because  when  they  win,  we  all  win. 


FOUNDERS    AWARD 

The  Principal  Financial  Group 
Des  Moines,  Iowa 

LEADERSHIP    AWARD 
)ohn  H.  Bryan 

Chairman  and  Chief  Executive  Officer 
Sara  Lee  Corporation 
Chicago,  Illinois 

COMMITMENT    AWARD 
Small  Company 

Shugoll  Research 
Bethesda,  Maryland 

Large  Company 
General  Mills,  Inc. 
Minneapolis,  Minnesota 


INNOVATION    AWARD 

Large  Company 

Joseph  E.  Seagram  &  Sons,  Inc. 
New  York,  New  York 

NEW    INITIATIVE    AWARD 

Small  Company 

CVM  Associates 
Raleigh,  North  Carolina 

Midsize  Com  pan  x 
Columbia  Bank 
Tacoma,  Washington 

Large  Company 
Tektronix,  Inc. 
Wilsonville,  Oregon 


To  learn  more  about  these  Awards,  co-sponsored  by  the  Business  Committee  for  the  Arts,  Inc. 
and  Forbes  Magazine,  and  about  the  rewards  of  business  investments  in  the  arts,  contact  BCA  at 
1775  Broadway,  Suite  510,  New  York,  NY  10019-1942  •  T  212  664-0600  •  F  212  956-5980  or  visit 
the  BCA  Web  site  at  www.bcainc.org. 


By  Kenneth  L.  Fisher 

r 


strategy 


Don't  let  'em  scare 
you  out  of  stocks 


Bear  markets 
rarely  develop 
when  there  is 
liquidity.  The 
Federal  Reserve 
is  creating  lots 
of  it  and  inter- 
est rates  are 
benign. 


Last  ISSUE  I  said  I  thought  we  had  a  correc- 
tion, not  a  bear  market.  I  still  think  so. 
Here  are  my  reasons: 

First:  It's  rare  that  bear  markets  start  out 
with  a  big  break  like  the  one  we've  had. 
They  usually  begin  gently  to  lull  people  into 
complacency. 

Second:  The  U.S.  bond  market  is  strong 
and  interest  rates  are  benign.  Most  bear 
markets  are  preceded  by  a  nice  long  period 
of  either  rising  short-term  interest  rates, 
rising  long-term  rates  or  both. 

Third:  In  the  past  when  bear  markets 
began  without  rising  interest  rates,  the 
dollar  was  weak.  The  dollar  has  been  strong. 
Bear  markets  rarely  develop  when  there  is 
lots  of  liquidity  around.  And  there  is  now, 
because  the  Federal  Reserve  is  creating  lots 
of  it  by  printing  money  aggressively.  Even 
more  liquidity  is  coming  here  from  overseas 
where  the  dollar  is  strong. 

Fourth:  Recall  history  and  my  "third- 
year-of-a-President's  term"  rule,  showing 
how  1999  should  be  a  good  year  (see  my 
May  4  column).  Bear  markets  generally  take 
a  long  time,  and  there  isn't  time  for  one 
between  now  and  a  good  1999  market. 

Fifth:  All  the  media  talk  is  similar  to  what 
we've  heard  for  almost  a  year  now.  Asia. 
Now  Latin  America  and  Russia.  Monica. 
High  p/es.  All  old.  As  I  wrote  on  Mar.  13, 
1995,  in  one  of  my  alltime  favorite 
columns,  old  and  widely  circulated  argu- 
ments lose  their  power.  As  I  said:  "Bearish- 
ness  may  yet  be  vindicated,  but  you  will 
need  new  fuel  to  justify  it." 

Sixth:  People  have  a  hard  time  fathoming 
how  big  the  economies  are  in  the  U.S., 
Western  Europe  and  Japan.  And  how  small 
everything  else  is.  In  the  rest  of  the  world 
there  are  many  bodies  and  little  economies. 
It  you  take  all  those  countries  and  aggregate 
their  real  international  trade,  Russia  and 
China  included,  it  looks  like  several  dozen 
major  U.S.  firms. 

A  major  downdraft  in  all  those  places  at 
once  would  look  about  like  a  major  indus- 
trial sector  rotation  here  (of  which  we've 
had  many  over  the  decades).  It  would  likely 


cause  the  Fed  to  cut  interest  rates  early  next 
year,  and  we  would  move  on.  Shy  of  a  Rus- 
sian revolution  that  put  nuclear  weapons 
into  the  hands  of  whackos,  there  really  isn't 
a  there  there. 

Seventh:  Politics  look  good.  The  elections 
now  seem  assured  of  providing  us  more 
gridlock.  Bullish. 

So  don't  let  the  correction  scare  you  out 
of  stocks.  Use  it  as  an  opportunity  to  buy 
stellar  European  firms  like  Royal  Philips 
Electronics  (60,  phg,  www.philips.com). 
This  is  Europe's  largest  and  the  world's 
third-largest  consumer  electronics  firm, 
with  $40  billion  of  revenue  and  250,000 
employees.  It  is  a  great  firm,  selling  at  52% 
of  annual  revenues  and  11  times  earnings. 
As  I  said  on  May  4,  it  could  hit  150,  maybe 
by  2002,  which  would  be  33%  per  year. 
Don't  miss  it. 

While  on  the  subject  of  consumer  elec- 
tronics, don't  overlook  Sony  (76,  SNE, 
www.world.sony.com).  It  is  a  classic  global 
vendor  that  has  been  hammered  by  its 
Japaneseness.  I've  been  wrong  on  it  since 
last  year,  but  its  time  will  come.  It  sells  at 
55%  of  revenue  and  18  times  earnings. 
Should  double  by  2001. 

French-based  Rhone-Poulenc  (45,  RP, 
www.rhone-poulenc.com/indexu.html)  is 
one  of  the  world's  leading  pharmaceutical 
and  chemical  firms.  It  actually  sells  more 
here  than  in  France,  and  even  more  in 
Europe.  After  losing  money  in  1997  its  p/e 
looks  near-infinite — but  that  is  misleading. 
It  sells  for  one  times  annual  revenue  and  is 
cheaper  than  most  all  of  its  peers.  Earnings 
are  picking  up  now.  I  think  70  by  2001  is 
realistic.  That  gets  you  22%  per  year. 

National  Australia  Bank  (61,  NAB, 
www.national.com.au)  has  weathered  the 
Asian  turmoil  well  since  I  recommended  it 
at  66  on  Jan.  12.  Those  of  you  in  the  Mid- 
west may  also  know  this  $12  billion  (rev- 
enues) giant  as  Michigan  National  Bank. 
It's  all  over  the  world.  It  sells  for  a  p/e  of 
10,  150%  of  revenue  and  has  a  4.4%  divi- 
dend yield.  It  could  be  over  100  by  2001. 
That's  27%  per  year  with  the  dividend.      M 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money  manager.  His  third  book  is  100  Minds  that  Made  the  Market.  E-mail:  kenfisher@fi.com 
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By  Martin  Sosnoff 


trends 


Cracks  in  the  Nifty  Fifty 


The  best  I 
can  see  is  flat 
numbers  for 
S&P  earnings. 
For  1999,  it's 
easier  to 
rationalize  a 
5%  decline. 


This  market  takes  no  prisoners.  The  bull 
run  of  1996-97  left  small-  and  midcap 
stocks  in  the  dust,  but  now  many  big-cap 
growthies  and  financials  are  casualties.  The 
list  is  growing  daily.  Institutional  names 
down  30%  or  more  from  their  highs 
embrace  Coca-Cola,  Disney,  Gillette, 
Schlumberger,  Lucent,  Hewlett-Packard. 
American  Express,  Citicorp,  Merrill  Lynch, 
even  Morgan  Stanley  and  Travelers  have  lost 
40%  or  more  of  their  market  value. 

What  we  are  seeing  here  is  a 
correction  of  ovcroptimistic 
earnings  forecasts.  The  correc- 
tion may  have  further  to  go. 
There  are  similarities  between 
now  and  1973-74,  though  the 
situation  is  not  nearly  so  bad 
this  time.  Then  we  were  head 
ing  into  recession,  oil  shock, 
Nixon's  demise,  a  real  estate 
bubble.  Now  we  face  some  of 
the  same  music:  disappointing 
earnings,  international  turmoil, 
the  possible  fall  of  a  President 
and  the  deflation  of 
price/earnings  ratios  for  prime        ^^^^^^ 
growth  stocks;  bubble 
economies  in  Japan,  South  Korea  and 
Indonesia. 

Today  many  capital  markets  are  in  disarray. 
Treasury  bonds  finally  are  outperforming 
stocks,  but  there  is  a  minor  panic  in  the  junk 
bond  sector.  Yield  disparities  between  BB 
paper  and  long  Treasurys  have  widened  to 
six-year  highs.  If  the  weakness  in  high-yield 
bonds  is  a  leading  indicator  of  recession,  it  is 
certainly  forecasting  fast  and  furious. 

The  chief  difference  today  is  that  perva- 
sive deflation  in  commodity  prices  is  sup- 
pressing inflation  and  we  are  enjoying  low 
interest  rates  at  home.  What  made  1974  so 
bad  was  that  we  had  both  rising  interest 
rates  and  worsening  inflation. 

In  the  end  the  stock  market  must  adjust 
to  lowered  earnings  expectations  whether  or 
not  we  get  a  full-blown  recession.  There 
remain  plenty  of  projections  for  s&P  500 
earnings  between  $48  and  $52  in  1999,  but 
the  market  is  saying  this  is  pie  in  the  sky. 
And  not  without  reason:  Corporate  profits 
before  taxes  during  the  second  quarter  were 


pretty  flat.  The  myth  of  levitating  profit 
margins  breaks  down  when  you  use  pretax 
numbers.  Cash  flow  at  the  corporate  level 
also  has  flattened  in  recent  quarters. 

The  bull  market  of  the  Nineties  was 
fueled  by  rising  profits,  but  it's  getting 
harder  and  harder  to  make  a  case  for  long- 
term  profitability  compounding  at  more 
than  4%  per  annum.  Remember,  the  corpo- 
rate world  learned  how  to  make  itself  rich 
this  cycle  through  stock  options,  which  held 
down  the  salary  expense  line.  As 
Forbes  has  pointed  out,  this 
depressed  the  total  salary  expense 
line  in  the  income  statement,  fur- 
ther diminishing  the  quality  of 
reported  earnings.  But  in  recent 
quarters  compensation  of  employ- 
ees rose  in  relation  to  revenues, 
from  65%  to  66%.  Corporate 
profits  also  got  a  nice  boost  from 
declining  interest  rates:  Net  inter- 
est for  corporations  has  fallen 
from  5%  of  sales  in  1989  to  2% 
today.  Much  of  the  benefit  of 
lower  interest  rates  is  already 
^^^^      baked  into  the  profit  pie. 

I've  pulled  in  my  sights  on  cor- 
porate profitability.  The  best  I  can  see  is  flat 
numbers,  around  $45  to  $46  a  share  on  the 
s&P  500  this  year.  For  1999  it's  easier  to 
rationalize  a  5%  decline.  Bank  and  broker- 
age house  earnings  will  decline  for  at  least 
two  quarters,  by  as  much  as  40%.  I'm  sur- 
prised that  astute  bankers  like  J. P.  Morgan 
got  caught  in  the  emerging  market  debt 
disaster.  They  would  have  done  much 
better  financing  my  jumbo  mortgage 
(which  they  declined). 

I  now  expect  long  Treasurys  to  reset 
below  5%  with  lower  money  market  rates  by 
year-end.  Though  earnings  will  be  disap- 
pointing, lower  interest  rates  will  help  stock 
valuations.  Though  I  expect  continuing 
volatility — and  perhaps  more  shocks — I 
would  still  stick  with  the  better  growth 
stocks,  especially  the  pharmaceuticals.  Yes, 
the  growthies  remain  pricey,  but  value 
investing  has  not  worked  this  year,  either. 
(Check  the  performance  of  the  Windsor 
Fund.)  And  I  still  feel  extremely  comfort- 
able with  Microsoft.  H 


Martin  Sosnoff  is  chief  investment  officer  of  Atalanta/Sosnoff  Capital  in  New  York  and  author  of  Silent  Investor,  Silent  Loser.  E-mail:  mts@atalantasosnoff.com 
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By  A.  Gary  Shilling 


strategy 


Kiss  the  bull  good-bye 


Most  of  the 
forces  that 
created  the 
powerful 
increase  in 
profit  margins 
during  the 
Nineties  have 
run  their 
course. 


The  key  to  the  U.S.  stock  outlook  isn't 
Yeltsin's  longevity  as  Russian  president  or 
Clinton's  sex  scandals.  It  isn't  a  risk  that 
Asian  financial  collapse  will  spread  here.  It 
isn't  even  the  Fed's  next  interest  rate  move, 
up  or  down.  It's  corporate  earnings,  and  the 
outlook  is  not  good. 

As  the  Asian  contagion  has  spread,  Amer- 
ican exports  have  dropped.  They're  down 
4%  overall  in  the  year  since  Thailand  pulled 
the  plug  on  the  baht  in  mid- 1997,  and 
down  20%  to  Asia  alone.  At  the  same  time, 
U.S.  imports  are  up  4%  in  total  and  8%  from 
developing  Asian  countries  that  are  dump- 
ing their  unused  capacity  and  excess  labor 
on  America. 

And  the  import  onslaught  has  just  begun. 
As  in  Mexico  after  the  1994-95  peso  crisis, 
in  Asia  it  takes  time  to  reorient  production 
from  collapsed  domestic  markets  to  exports. 
Foreigners  and  locals  prefer  different  auto 
models.  It  also  takes  time  to  reestablish  the 
financing  of  raw  material  imports  as  well  as 
exports.  Until  someone  will  accept  a  local 
bank's  letter  of  credit,  an  emerging- country 
manufacturer  can't  import  the  cloth  to 
make  the  U.S. -bound  dress. 

Lower  import  prices  force  domestic  com- 
petitors to  follow  suit,  and  today  most  U.S. 
manufacturers  and  even  an  increasing  list  of 
service  companies  face  strong  import  com- 
petition. Ford  didn't  announce  lower  aver- 
age prices  for  1999  models  for  the  first  time 
in  30  years  because  it  is  altruistic.  Imports 
are  now  30%  of  total  American  demand. 

Throw  in  weaker  foreign  sales  by  U.S. 
multinationals  and  currency  translation 
losses,  as  well  as  the  tight  U.S.  labor  mar- 
kets that  force  U.S.  firms  to  pay  up,  and 
you  have  a  squeeze  on  earnings.  Corporate 
profits  in  the  second  quarter  fell  1.5% 
from  a  year  earlier,  the  first  decline  in 
almost  a  decade. 

That's  just  the  start.  The  decline  will 
accelerate. 

Most  of  the  forces  that  created  the  pow- 
erful increase  in  profit  margins  during  the 
Nineties  have  run  their  course.  Aftertax 
profits  have  risen  at  a  17.3%  annual  rate 
since  1991,  far  outdistancing  the  5.8% 
growth  rate  in  sales.  This  near-doubling  in 


margins,  from  4.2%  to  7.9%  last  year,  is  also 
reflected  in  profits'  share  of  national 
income,  which  leaped  from  8.6%  to  12%. 

But  there's  more  than  good  luck,  good 
management  and  restructuring  behind  these 
fattened  profit  margins.  Depreciation  has 
fallen  from  10.2%  of  corporate  gross  prod- 
uct in  1991  to  9.4%  last  year,  as  corporate 
America  took  big  writeoffs  of  obsolete  plant 
and  equipment  in  the  early  Nineties.  This 
eliminated  the  depreciation  of  these  assets 
and  boosted  earnings. 

Lower  interest  rates  have  also  gone  right 
to  the  bottom  line.  Interest  expense  in  rela- 
tion to  gross  product  has  fallen  from  4.3% 
to  2%.  These  savings,  too,  have  fattened  the 
income  statement.  So  have  falling  tax  rates: 
Tax  inducements  abroad  slashed  American 
multinationals'  tax  bills  while  Washington 
encouraged  exports  by  allowing  firms  to 
knock  one-third  off  their  earnings  on  export 
sales  before  computing  the  tax.  The  effec- 
tive tax  rate  on  U.S.  pretax  profits  fell  from 
39.1%  in  1991  to  32.3%  last  year. 

When  you  strip  out  these  nonoperational 
events,  profits  rose  only  at  a  7%  annual  rate 
in  the  last  six  years,  less  than  half  the  report- 
ed rate  and  barely  faster  than  the  growth  in 
corporate  sales. 

If  I'm  right,  interest  costs  will  continue  to 
fade  as  deflation  pushes  rates  further  down, 
but  most  of  the  big  decline  from  double- 
digit  interest  rates  is  over.  With  their 
economies  in  deep  trouble,  Asians  will  drink 
less  Coke  and  make  their  razor  blades  last 
longer.  As  foreign  operations  of  U.S.  multi- 
nationals slow,  effective  tax  rates  will  rise 
and  foreign  currency  translation  losses  will 
persist  as  the  buck  continues  to  climb.  Big 
writeoffs  are  history. 

My  fellow  Forbes  columnist,  John  Rut- 
ledge,  thinks  earnings  will  grow  in  step  with 
sales  from  now  on.  He's  too  optimistic. 
-  The  bottom  line  is  that  the  August-Sep- 
tember market  break  was  more  than  an 
interruption  in  a  bull  market.  When  you  cut 
through  all  the  bullish  rationalization,  most 
of  the  happiness  came  from  rising  earnings. 
Now  that  they  have  stopped  climbing  and 
will  soon  begin  falling,  you  can  kiss  the 
bull  good-bye.  WM 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants  and  investment  advisers.  His  firm  publishes  Insight,  a  monthly  newsletter  covering 
the  business  outlook  and  investment  strategy.  His  latest  book,  Deflavon,  was  published  in  June  (Lakeview  Publishing).  E-mail:  shil@ix.netcom.com 
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,  Bv  Laszlo  Birinvi  Jr. 


Yankee,  stay  home 


Have  the  people 
who  peddle 
emerging  market 
securities  told 
you— along 
w  ith  their  sales 
pitches— that 
their  commis- 
sions are  higher? 


In  my  last  two  COLUMNS  I  rendered  my 
opinion  that  the  market  was  in  the  midst  of 
a  correction — nothing  more — though  I  had 
underestimated  its  severity.  A  small  part  of  it 
was  a  result  of  investors  looking  for  new 
favorites,  away  from  the  Mercks,  aols,  ibms 
and  other  larger  names.  A  mistake.  I  would 
stick  with  the  big  names;  to  the  ones  I  have 
reiterated  in  earlier  columns,  I  would  add 
Avon  Products  (28,  avp),  Perkin -Elmer 
64,  PKN)  and  Boston  Scientific  (68,  BSX).  If 
you  own  them,  hold  them.  If  you  don't 
own  them  and  have  cash  to  spare,  now  is 
the  time  to  buy  them. 

I  will  now  turn  to  foreign  stocks.  My 
views  here  can  be  illustrated  by  the  gentle- 
man who  came  home  from  church.  His  wife 
asked  the  subject  of  the  sermon,  to  which 
he  replied  that  the  minister  spoke  of  sin. 
The  missus  asked  for  the  details,  and  her 
husband  responded:  The  reverend  was 
against  it. 

It's  that  simple  and  that  consistent.  I  do 
not  recommend  international  investing  for 
most  individuals.  Yes,  brokers  and  analysts 
extol  the  virtues  of  diversification,  the 
chance  to  get  in  on  the  ground  floor  of 
developing  markets  and  the  fun  of  owning 
Singapore  Airlines  rather  than  TWA  or 
Southwest.  But  have  they  told  you,  along 
with  their  sales  pitches,  that  their  commis- 
sions are  higher  and  your  total  return — after 
all  charges  and  currency  adjustment — is 
usually  lower? 

For  the  average  investor  there  are  some 
major  hurdles  that  have  to  be  overcome. 
The  first  is  currency.  In  addition  to  the 
usual  ups  and  downs  stocks  are  susceptible 
to,  you  have  to  live  with  the  ups  and  downs 
of  the  local  currency. 

A  second  problem  you  face  is  the  cost  of 
doing  a  trade.  Your  broker  will  charge  you, 
the  broker  overseas  will  charge  you,  and  the 
local  traders  may  take  advantage  of  you.  I 
run  a  small  number  of  international  funds 
and  recently  bought  an  active,  well-known 
European  company  2%  above  the  high  for 
the  day.  Despite  our  protestations  and 
inquiries,  no  relief  was  forthcoming. 

There  is  an  abundance  of  books  on  inter- 
national investing,  but  for  the  most  part, 
they  extol  its  virtues.  They  describe  the 


country,  the  market,  the  economy,  etc. 
They  don't  tell  you  the  critical  details  you 
should  know.  Simple  things,  like  what  a 
round  lot  is  or  if  short  sales  are  allowed. 

I  once  wrote  a  manual  on  global  markets 
and  asked  some  authorities  if  local  brokers 
were  allowed  to  trade  for  their  own 
accounts.  If  so,  there  is  a  possibility  that 
they  might  buy  the  stock  in  the  market  and 
then  sell  it  to  you  a  franc  or  a  mark  higher.  I 
also  asked  if  there  were  laws  against  insider 
trading.  I  found  that  there  are  in  almost 
every  country.  Then  I  asked  when  was  the 
last  time  a  broker  went  to  jail  for  insider 
trading.  In  almost  every  market,  no  one 
could  remember  a  case  because  "our  bro- 
kers are  all  honest."  Oh,  sure. 

My  dislike  for  emerging  market  investing 
does  not  come  from  lack  of  knowledge.  In 
1986  I  wrote  a  detailed  analysis  of  these 
markets.  Since  then  my  firm  has  gathered  an 
abundance  of  data  and  has  even  published  a 
1 ,200-pagc  book  that  details  all  the  emerg- 
ing market  indexes,  from  Argentina  to 
Zanzibar,  including  Iran,  Malawi  and 
Nepal.  Birinyi  Associates  publishes  the  per- 
formance results  of  all  the  emerging  markets 
in  the  world.  The  data  appear  in  the  finan- 
cial press  at  the  beginning  of  every  year. 
Last  January  our  survey  covered  65  coun- 
tries. These  data  are  not  otherwise  available 
(if  they  were,  we  wouldn't  do  it),  but  funds 
show  little  interest  in  them.  Can  it  be  that 
they  don't  want  to  look  too  closely  at  the 
merchandise  they  are  peddling? 

The  attitude  of  too  many  emerging 
market  funds  was  reflected  in  one  case  in 
which  a  fund  raised  millions  of  dollars  and 
then  found  there  were  not  enough 
investable  stocks  in  the  area.  Apparently  the 
sponsors  didn't  learn  this  until  they  had  the 
money.  So  virtually  their  first  act  was  to 
announce  a  buyback  of  the  fund's  shares. 

If  you  have  a  significant  portfolio  and  you 
have  done  very  well  the  last  several  years, 
you  might  consider  a  well-run  diversified 
international  fund.  Recognize,  however, 
that  you  are  buying  it  as  a  long  shot  and 
that  volatility  in  most  of  these  funds  exceeds 
volatility  in  the  U.S.  The  Templeton  group 
(which,  I  must  note,  is  a  client)  is  perhaps 
the  best  known  and  best  established.  ■■ 


Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Greenwich,  Conn.-based  financial  consulting  firm. 
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I  Nibbling,  sipping,  scratching  and 
£  sniffing  at  the  Fancy  Food  Show. 

9 

I  Let  them  eat 
-  cheese  straws 


By  Clark  Wolf 

Food  is  one  place  where 
the  trickle -down  theory  is 
unassailable.  Trends  that 
start  among  the  elite  usu- 
ally work  their  way  to  the  masses. 
That's  not  to  say  that  caviar  is 
headed  for  Mickey  D's,  but  con- 
sider the  croissant  or  the  cafe  latte. 
What  starts  out  rare  and  won- 
drous can — and  usually  does — 
become  part  of  daily  life. 

Once  a  year  35,000  or  so  food- 
biz  types  gather  at  the  Jacob  Javits 
Center  in  New  York  City  to 
nibble  and  sip,  scratch  and  sniff. 
They're  prospecting  for  gourmet 
gold  at  the  Fancy  Food  Show, 
which  showcases  current  trends  in 
eating  the  way  Milan's  runway 
shows  do  for  fashion.  The  ques- 
tion on  every  foodie's  mind:  What 
is  this  year's  food  equivalent  of  the 
little  black  dress?  This  is  high- 
stakes  stuff.  The  fancy  food  busi- 
ness, worth  around  S9  billion 
annually  in  the  mid-1970s,  has 
become  in  these 
affluent  times 
worth  S33  billion 
or  so  today. 
Every  exhibitor 
at  the  show  is 
hoping  his  down- 
home  pepper 
sauce  emerges  as 
super  salsa  at  six 
bucks  a  bottle. 
Food  fashions 


YUM 

Rustichella  d'Abruzzo  Genovese  real  Ligurian  pesto 

Summer  in  ajar. 

Vermont  Epicurean  Maple  Rosemary  Marinade 

Sounds  awful.  Tastes  terrific. 

Fondo  di  Toscana  long-stemmed  artichoke  hearts 

For  a  former  Cahfornian.  'his  is  imported  bliss. 

Tom  Cat  Bakery  Breads 

Truly  the  upper  crust. 

Chef  Allen's  (New      itural!)  sauces  and  marinades 

Too  exii       int.  but  basically  very  tasty. 


come  and  go  as  capriciously  as  rag-trade  trends.  Time  was 
when  brie  and  beluga-ruled.  These  gave  way  to  hot  sauce 
and  salsa.  The  buzz  word  these  days  is  "purity."  Sudden- 
ly  Danish  farmhouse  cheeses,  made  the  same  way  for  200 
vears,  are  labeled  to  tout  their  organic  origins.  I  happened 
upon  organic  European  pet  food  from  a  company  called 
Wedgie,  Inc.  and  even  another  company  that  makes 
organic  cheese  straws.  From  what?  Free-range  cheese? 

Take-out  is  humongous!  As  Wolfgang  Pucks  Pizza  melts 
into  the  mainstream,  every  other  celebrity  chef  worth  his 
sea  salt  is  plotting  for  a  piece  of  the  take-it-home  pie.  The 
list  runs  from  impressive  to  fairly  frightening:  Jacques 
Pepin  sauces  make  sense;  likewise  Goldwaters'  (yep,  them) 
fruit  salsas.  But  why  is  a  guy  called  Adam  Kaufman  the  fea- 
tured chef  of  Mikee  Authentic  Chinese  Sauces?  And  who 
in  hell  is  Chef  Wayne,  anyway? 

Some  items  have  names  that  evoke  God  knows  what. 
Tell  me  why  someone  would  buy  something  called  Gib's 
Bottled  Hell.  Did  those  lethal  South  American  bees  polli- 
nate the  Killer  Pecans?  My  favorite  unfortunate  names  this 
year  were  Eurobubblies  and  Legumes  Plus.  Please! 
The  big  news  is  hardly  much  of  a  scoop  anymore. 
Nearly  everything  Italian  is  magic, 
even  if  it  hails  from  the  Napa 
Valley — olives,  risotto,  balsamic 
anything.  This  isn't  a  bad  thing, 
but  are  Italians  the  only  ones  who 
can  cook? 

So  I'm  nearly  gleeful  that 
there's  goat  cheese  from  upstate 
New  York,  Vermont,  California, 
even  Texas.  And  have  I  men- 
tioned the  American  farmhouse 
cheddars  and  local  sheep's  milk 
Tommes  from  near  New 
Orleans?  Cheese,  that  unfairly 
maligned  treat,  is  back  big  time, 
even  if  the  occasional  white  Stil- 
ton with  lemon  peel  offends  my 
sensibilities. 

So  will  key  lime  Moravian  sugar 
cookies  or  Gil's  Fire  of  the  Sea 
Sardines  change  our  lives  any  time 
soon?  Will  sun-dried  okra,  rice 
cereal  dipped  in  chocolate  or  any- 
thing from  the  Minnesota  Pavil- 
ion alter  the  palate  of  millions? 
Probably  not,  but  with  a  market 
out  there  worth 
$33  billion  you 
can't         blame 
people  for  want- 
ing to  get  even  a 
little  piece  of  it. 

Clark  Wolf  ts  a 
New  York -based 
food  and  restau- 
rant consultant. 
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BUM 

WebFuel  Mints 

No  fear  of  displacing  your  Altoids. 

Appenzeller  cheese  in  a  can 
An  idea  with  holes  in  it. 

Perona  Farms  salmon  sausage 

Tastes  like  mom 's  unfortunate  salmon  patties. 

Blender  Latte 

Made  from  soy  and  canola  oil.  I  call  it  Crapuccino. 

Lulus  White  Truffle  Honey 

Smells  like  a  well-used  cheap  motel. 
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I  George  Nakashima's  daughter,  Mira  Nakashima-Yamall, 
is  giving  his  woodworking  studio  a  second  life. 

ITrees  with  souls 


By  Ashlea  Ebeling 


On  May  24,  1989,  the  day 
before  George  Naka- 
shima's 84th  birthday,  the 
second -largest  collection 
of  his  prized  wood  furniture  was 
reduced  to  a  pile  of  ash  in  a  house 
fire.  The  loss  of  the  110  made-to- 
order  pieces  lovingly  assembled  by 
collectors  Arthur  and  Evelyn  Kros- 
nick  grieved  them  terribly,  so 
Nakashima  agreed  to  replace  the 
entire  collection,  down  to  the  12 
wooden  place  mats  he  had  given  the 
Krosnicks  as  a  Christmas  present. 
Nakashima's  health  was  failing,  so  he 
passed  the  project  on  to  his  daughter, 
Mira  Nakashima-Yarnall,  who  had 
apprenticed  with  him  for  20  years. 

From  that  loss  came  a  great  benefit. 
After  this,  Mira  was  on  her  own. 
Nakashima  died  a  year  later,  but  the 
Krosnick  project  gave  his  daughter  the 
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courage  to  carry  on  her  father's  work. 
Now  56,  each  year  she  transforms 
hickory,  walnut  and  cherry  into  some 
300  desks,  tables  and  benches — often 
using  her  father's  original  drawings. 
The  spirit,  too,  lives  on. 

Nakashima  said  he  believed  trees 
have  souls.  In  his  woodwork  he  tried 
to  bring  out  those  souls  rather  than 
treat  the  wood  as  so  much  raw  mate- 
rial. "I  thought  the  idea  that  trees 
had  souls  was  a  little  hokey  growing 
up,"  says  Yarnall.  "But  now  it  hits 
me  when  I  go  out  into  the  shed  and 
see  the  slabs  of  lumber:  There's  a 
certain  energy.  I  turn  to  the  wood 
for  inspiration." 

Indeed,  much  of  the  Nakashima 
art — both  the  father's  and  now  the 
daughter's — consists  of  finding  and 
cutting  remarkable  trees.  The  aim  is 
to  work  with  the  knots,  wormholes 


and  cracks  that  give  each  tree  its 
unique  personality.  It  is  this,  more 
than  ornate  woodworking,  that  dis- 
tinguishes Nakashima's  work. 
"George  let  the  wood  speak  for 
itself,"  says  Gerald  Everett,  a 
Nakashima  studio  woodworker  for 
29  years.  "He  turned  so-called  imper- 
fections into  beauty  marks.  Mira  tries 
to  stick  to  the  same  philosophy." 

The  pieces  have  free-flowing 
edges,  dovetail  joinery,  inlaid  but- 
terfly-shaped bridges  of  contrasting 
wood  that  stop  natural  cracks  from 
spreading  and  at  least  four  coats  of  a 
hand-rubbed  oil  finish.  What  the  fin- 
ished pieces  lack  in  highly  milled 


precision,  they  gain  in  energy. 

A  leading  collector  of  Yarnall's 
work  is  Apple's  Steve  Jobs,  who  owns 
more  than  40  new  studio  Nakashima 
pieces,  including  a  custom-made  cab- 
inet for  his  dress  shirts.  On  his  com- 
puter, Jobs  sketched  out  a  cabinet 
that  should  have  held  three  shirts  per 
shelf.  But  the  vagaries  of  the  wood's 
thickness  yielded  a  cabinet  with  room 
for  only  two.  Jobs'  extra  shirts  now 
sit  on  the  floor.  With  Nakashima,  one 
makes  allowances. 

You  can  see  why  when  you  visit  the 
serene  Nakashima  studio  in  New 
Hope,  Pa.  George  Nakashima  de- 
signed and  built  its  Japanese-influ- 
enced buildings  himself.  The  heavy 
scent  of  hickory  and  walnut  hits  you 
as  soon  as  you  arrive.  Yarnall  is  still 
working  through  the  trees  her  father 
picked  out  with  painstaking  care  from 
the  world's  forests;  thousands  of 
planks  are  stored  in  a  giant  shed  on 
the  9 -acre  property. 

Yarnall  also  has  her  own  network 
of  "wood  scouts,"  who  call  whenever 
they  find  a  world-class  tree.  One  of 
them  sent  photos  recently  of  an 
extraordinary  burl  on  a  Norway  maple 
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Furniture  by  father  and  daughter  in  the  Nakashima  studio. 

tree  in  New  Jersey.  Yarnall  took  it  and 
rewarded  her  informant  with  a  coffee 
table  made  from  one  of  the  planks, 
keeping  the  rest  for  her  stockpile. 

Unlike  George  Nakashima's 
pieces,  the  new  Nakashima  studio 
furniture  doesn't  have  much  of  a 
secondary  market — yet.  By  furniture 


standards   it   isn't 
cheap  — S4, 240 
for       an       8 -foot 
dining  table — but 
it  isn't  out  of  reach. 
Robert         Aibel, 
owner  of  Moderne 
Gallery  in  Philadel- 
phia,   claims    the 
daughter's      work 
will  one  day  appre- 
ciate as  the  father's 
has.   "She  takes  a 
board  and  figures 
out  solutions,  and 
the  result  is  as  great 
as  what  her  dad  did,"  he  says.  Aibel 
has  been  selling  vintage  Nakashima 
since  1986  and  is  putting  on  a  joint 
show  with  Yarnall  on  the  origins  and 
continuity  of  the  Nakashima  tradi- 
tion. It  opens  Oct.  9  at  Moderne 
Gallery  (215-923-8536)  and  Oct.  16 
at  the  studio  (215-862-2272).      n 


Vintage  knots 
and  wormholes 

In  the  1980s  galleries 
started  selling  vintage 
George  Nakashima  furni- 
ture. Prices  were  some- 
times lower  than  what 


you'd  pay  for  a  contem- 
porary piece  made  at  his 
New  Hope.  Pa.  studio. 
Nakashima  died  in 
1990.  Auction  houses 
began  selling  his  work; 
prices  began  rising  and 
now  have  gone  wild.  At  a 


Mention  Finland  and  you  think 
reindeer  and  saunas.  What  you 
should  be  thinking  is  music. 

A  fine  earful 
from  Finland   i 


By  Albert  Innaurato 

A  young  Finnish  violinist 
named  Linda  Brava  appeared 
in  the  April  1998  issue  of 
Playboy  with  a  gold  violin — 
and  absolutely  nothing  else. 

Looking  at  Brava  in  the  altogether, 
it's  easy  to  miss  the  larger  point:  For  a 
tiny  country  (pop.  5.1  million)  Finland 
sure  turns  out  a  lot  of  talented  musi- 
cians. Though  the  entire  country  has 


Sotheby's  auction  in 
March  1998,  a  walnut 
dining  table  and  six 
chairs  with  hickory  spin- 
dles drew  $43,700.  They 
had  been  estimated  to 
go  for  $10,000  to 
$15,000. 

You  will  spend  far  less 
on  one  of  the  Naka- 
shima-designed  pieces 
licensed  for  mass  pro- 
duction and  produced  by 
Knoll  from  1947  to  1953 
and  Whiddicomb  from 
1958  to  1959. 

It  isn't  exactly  the  real 
thing,  but  a  complete 
Whiddicomb-produced 
Nakashima  bedroom 
suite  just  sold  for 
$6,500  at  Moderne 
Gallery  in  Philadelphia. 
-A.E. 


Mattila  and  Saraste:  youth,  verve  and  brio. 

fewer  inhabitants  than  New  York  City, 
it  has  29  symphony  orchestras,  11  con- 
servatories and  150  music  schools. 

Lately  those  schools  have  been  turn- 
ing out  a  bumper  crop  of  virtuosos. 
Why  Finland?  Have  you  forgotten  Jean 
Sibelius? 

Sibelius  (1865-1957)  occupies  a  con- 
troversial niche  in  the  world  of  the  great 
composers.  Every  orchestra  must  play 
his  works — particularly  the  second,  fifth 
and  seventh  symphonies — but  many  of 
this  century's  most  sophisticated  musi- 
cal minds  have  sneered  at  him.  Too 
tuneful. 

Nevertheless,  Sibelius  explains  why 
music  plays  so  large  a  part  in  Finland's 
life.  A  nationalistic  upsurge  followed 
Finland's  liberation  from  Russia  in 
1917,  and,  as  Finland's  best-known 
figure,  a  lot  of  it  centered  on  him — just 
as  a  lot  of  Polish  pride  centered  on 
Ignacy     Paderewski     when     Poland 


M>4 
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Brava  owes  everything 
to  Sibelius.  Well,  almost 


became  independent, 
so  much  so  that  the 
great  pianist  was  actual- 
ly made  premier.  In 
Poland,  as  in  Finland, 
musicmaking  became 
fundamental  to  national 
identity. 

In  Finland,  at  least, 
the  tradition  has 
endured,  and  the  heirs 
of  Sibelius'  legacy  are 
well  worth  encounter- 
ing. Main  are  young, 
and  they  often  combine 

musical  refinement 
unusual  for  their  age 
with  great  verve  and 
brio.  You  find  them  in 
■very  classical  music  dis- 
cipline, from  the  bril- 
liant soprano  Kama 
Manila  to  the  orchestra 
conductor  Esa-Pekka 
Salonen. 

Salonen,  only  40,  is 
music  director  of  the 
Los  Angeles  Philhar- 
monic. Usually  seen  in 
jeans,  Izod  shirts  and 
Top-Siders,  Salonen  has 
movie-star  looks,  but  he- 
is  also  the  first  conduc 
tor  ever  to  win  the 
Siena  Prize,  given  only 
to  the  world's  best 
musicians. 

Salonen  won  his  intellectual  spurs 
with  recordings  of  symphonies  by  late- 
greats  like  Witold  Lutoslauski  .\nd 
Olivier  Messiaen.  His  recording  of 
Bernard  Herrmann's  fascinating 
movie  scores  is  an  intoxicating  high, 
and  his  recent  CD  of  Mahler's  massive 
Third  Symphony  shows  his  superb  ear 
and  grasp  of  a  tricky  style. 

There  are  three  other  formidable- 
young  turks  among  the  Finnish  con- 
ductors: Jukka-Pekka  Saraste,  now  42, 
is  almost  as  good-looking  as  Salonen 
and  has  built  the  Toronto  Symphony 
Orchestra  into  a  major  ensemble;  32- 
year-old  Sakari  Oramo  was  tapped  to 
succeed  Sir  Simon  Rattle  as  head  of 
the  important  Birmingham  Sympho- 
ny; and  Osmo  Vanska,  45,  single- 
handedly  saved  the  distinguished  BBC 
Scottish  Symphony  Orchestra  from 
mediocrity. 

Add  to  this  list  one  grand  old  man: 

Forbes  ■  October  5,  1998 


1  Leif  Segerstam,  54,  has 
%  stayed  nearer  home, 
;  which  makes  his  record- 
|  ings  harder  to  find — 

2  but  violinist  Joshua 
I  Bell,  for  one,  is  particu- 
|  larly  fond  of  him. 
>  Segerstam's       Mahler 

recordings  are  consid- 
ered to  be  the  most 
challenging  since  the 
second  Bernstein  series. 
There  are  also  two 
outstanding  Finnish 
pianists,  Ralf  Gothoni, 
52,  and  Olli  Mustoncn. 
Mustonen,  31,  has 
already  achieved  consid- 
erable international 
fame.  "He  owns  what 
he  plays — the  most 
unusual  quality  of 
today's  virtuosos,"  says 
Joshua  Bell.  "His  ci)  of 
the  piano  adaptations  of 
the  Beethoven  and 
Bach  violin  concertos 
taught  me  about  music 
I've  been  playing  my 
entire  life." 

Three   of  the   most 
important  living  com 
posers  m  the  world  art- 
Finnish:      Einojuhani 
Rautavaara,  who  will  be 
70  this  month;  the  40- 
year-old  Magnus  Lind- 
berg;  and  possibly  the  world's  most 
remarkable  female  composer,  Kaija 
Saariaho,  45. 

An  aging  Sibelius  named  Rautavaara 
as  his  only  heir.  His  confidence  was 
not  misplaced.  Rautavaara's  sym- 
phonies and  operas  have  a  rich, 
melodic,  spiritual  power  unique  in  the 
world  today. 

As  one  who  loathed  the  electronic 
"musique  concrete"  that  was  so 
trendy  in  the  Seventies,  I  was  prepared 
to  hate  Saariaho.  But  her  two  grand 
symphonic  works  conducted  by  Salo- 
nen on  Finland's  Ondine  label  are 
beautiful. 

•  Linda  Brava?  She  recendy  modeled 
Bjorn  Borg's  line  of  women's  under- 
wear and  ran  for  a  seat  on  Helsinki's 
city  council.  She  won.  We  would  like 
to  think  she  won  because  Finns  love 
music,  not  because  they  were  mes- 
merized by  her  naked  charms.       Wk 


■  It's  not  too  late  to  place  your 
2  bets  on  this  football  season's 
road  to  the  Super  Bowl. 

Pool  party 


The  price  of  pigskin  1999 

Team  Cost($) 

Broncos,  Packers  80 


Niners 

75 

Bucs.  Chiefs 

65 

Jaguars,  Jets,  Steelers 

60 

Patriots 

55 

Cowboys,  Dolphins,  Giants,  Redskins 

50 

Oilers,  Vikings 

40 

Falcons,  Lions,  Panthers,  Ravens,  Seahawks  35 

Cardinals,  Chargers,  Eagles 

30 

Bengals,  Colts,  Raiders 

25 

Bills,  Rams 

20 

Bears,  Saints 

15 

Source:  "Poolman." 

Another  year,  another  chance  to  test  your 
football  betting  acumen  against  your 
friends'  and  coworkers'.  At  Forbes  we've 
always  favored  the  "Poolman"  system, 
which  bypasses  point  spreads  and  weekly 
picks  but  still  guarantees  a  full  season  of 
football  action  and  fun. 

This  year  procrastinators  are  invited  to 
cough  up  $250  (play  dough,  as  always)  to 
purchase  a  minimum  of  four  or  as  many  as 
a  dozen  different  teams  according  to  an 
agreed-upon  price  list  (see  table).  Players 
then  get  one  point  for  each  of  their  team's 
regular  season  wins,  three  points  for  each 
playoff  victory  and  five  points  for  each  title: 
conference,  division  and  Super  Bowl.  The 
highest  point  total  takes  home  75%  of  the 
pot;  second  place  and  the  regular  season 
winner  each  get  10%;  the  lowest  point  total 
gets  the  final  5%.  With  20  people  in  a 
$250  pool,  the  prizes  would  work  out  to 
$3,750,  $500,  $500  and  $250. 

Of  course  the  table  is  only  a  guideline — 
the  poolmaster  can  handicap  local 
favorites  as  he  or  she  sees  fit.  Any 
questions  can  be  sent  to  our  football 
betting  guru,  Mr.  Poolman,  at 
Poolmanl3@msn.com.  Good  luck! 

-Ben  Pappas 
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financial  services 


Receive  Value  Line 
for  only  $7f£$55 

An  introductory  subscription  to  The  Value  Line  Investment  Survey  brings  you  the 

2000-page  Investors  Reference  Library — Value  Line's  most  recent  Ratings  and  Reports 

on  1700  stocks  and  the  practical  guide  How  to  Invest  in  Common  Stocks .  You  will  also  receive 

analyses  of  about  130  stocks  each  week  for  10  weeks  for "5?£S55-  Available  only  once  every 

three  years  to  any  household.  SPECIAL  BONUS:  WALL  STREET  WORDS,  Revised 
Edition:  An  Essential  A  to  Z for  Today's  Investor  (retail  price,  $12.00).  In  addition  to  clear 
definitions  of  4,000  terms,  this  convenient  guide  contains:  60  case  histories  illustrating  the 
real-world  application  of  key  concepts,  as  well  as  samples  of  technical  charts.  You  also  gel 
explanations  and  ideas  from  industry  professionals  on  50  special  topics,  including  tax  law, 
financial  management  and  accounting.  Available  while  supplies  last.  Free  with  your  trial 
subscription.  Your  subscription  may  be  tax -deductible,  consult  your  tax  advisor.  Send  check 
or  money  order  along  with  name,  address  and  zip  code  together  with  this  ad  or: 

Call  Toll-Free  1-800-833-0046 

Ext  2903  Dept.  616WF05  American  Express,  MasterCard,  Visa  or  Discover. 

24  hours  a  day,  7  days  a  week  If  you  are  nol  completely  satisfied  return  all  materials 

in  good  condition  within  30  days  from  the  start  of  your  trial  subscription  lor  a  full 

refund  of  your  fee  Allow  4  weeks  tor  delivery.  Foreign  rales  upon  request 

www.valueline.com 

The  Value  Line  Investment  Survey* 

PO  Box  3988.  New  York 

NY  10008-3988 


ASSET  PROTECTION 

& 
OFFSHORE  BANKING 


We  show  you  "How  To" 

create  a  financial  fortress  that 

will  protect  your  wealth  with 

complete,  tested  and  secure 

privacy,  including: 

Confidential  Banking. 

Offshore  Centers.  Debit  and 

Credit  Cards,  access  to 

International  and  US  Funds. 

Overseas  and  Domestic 

Brokerage  Services 


Call  us  today:  800-266-821 1 
Merrill,  Scott  &  Associates 

http://www.merrillscott.com 


business  opportunities 


INCORPORATE  IN  DELAWARE 


Sprafcls  in  setting  up  Oelowore  Corporations.  Genera/,  Aircraft, 
Boer  S  Sheri  Corporations  Col  or  wme  for  our  fSCt  XIV 

f*db)rstrv(r*feri 


3511  SiwradoRd. /10S+B»WilmingtDci.  DE  USA  19810 
302-477-9800  •  80O32K0tf  •  FAX  302-477-981 1 
l-mtt  c0rp@delrB9.com  •  lattntt  http://cyreg.com 


OFFSHORE 

CORPORATIONS 


1  Protection,  Privac\,  Tax  Free 

1  Licensed  Offices:  Las  Vegas  -  Nassau 

'  Flat  Rate  Fees.  Nevada  Corps.  $95 


ORDER  BY  PHO.XE   FREE  ISFO 

1-800-997-2550 

www.ie9ai.0nevegas.com 


Earn  8%  Tax-Free 

secured  municipal  leases 

S50m..  3-5  yr.  term 

principal  only 

Ms.  Springs  847.441.5684  Ex.  3 


business  opportunities 


OFFSHORE 


Private  Bank  for  Sale 

call  for  FREE  report!!! 

Call:  800-733-2191 

Worldwide  Business  Consultants 


financial  services 


Streaming  Real-Time  Quot 


YAHOO  (YHOO)  UP  23  IN  ACTIVE  TRADING 


educational  services 


#1  on  the  Internet 
Available  Worldwn 


Download  Free 

software  today  at 

www.dbc.com/sm  i 

888.200.1011  xi80i 


The  Leader  in  Distance  Learn- 
ing for  20  Years 


■Associate*  Bachelor  'Master  'Doctor 

Business  (Mgmt,  HRM,  Health  Care) 

Management  of  Technology 

Psychology 

Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  F 

Santa  Ana,  CA    92705 

800/477-2254  wwo.scups.edu 


University  Degrees 

Bachelor's,  Master's.  Ph.D.s. 

Take  courses  using  texts^honeymail/ErriaiL 

No  classes.  Low  costs. 

Columbia  Pacific  University 

105  Digital  Drive.  Novate  CA  94949 

800-552-5522  -  httpyAvww.CPUniv.edu 
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CAPITALIST  TOOI 
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It  keeps 

more  than 

memories 

alive 


THE  AMERICAN  HEART 

ASSfiTIATlON 
MEMORIAL  PRCERAM 


American  Heart  Association  %J 

This  spoce  D'ovideo  as  o  pubtlc  service 


FORBES  MARKET  CLASSIFIED 

uirsjHvinUnpnxUui  or  service  to  an  ({(fluent  e.eecnlire  audience. 
ill  Linda  Lot  en  (212)  J<i()-()(L>()  01  Fax  (212)  :J(i0-Sl<S;l  01 

E-mail:  Uoren@forbes.com 


>  authors/ publishers  business  opportunities 


software 


AUTHORS 

JLISH  YOUR  WORK 

SUBJECTS  CONSIDERED 

I  - 

5  WOMDWIOE  INVtTH). 

INERVA  PRESS 


travel  &  fitness 


ES  (..uidc:  »  here  to  Uork  Out 
1'rt  on  th*  Road.  Vwell-orga- 
ence  to  hotel  facilities,  health 
t,  fitness  and  dance  classes  in 
[  popular  IS  destinations  "- 
/ine  Available  in  bookstores. 
.orbs  mail  Send  SM.^5  to 

.Publishing.  POBox.UDR. 
10159-n.UO.  :i:-o47-092l. 

lard  call  \l)l  SIHI-.M3-4001 


executive  gifts 


ejmm 


There  is 
an  answer! 

Send  for  FREE  information 
on  a  revolutionary  NEW 
device  designed  by  a  leading 
Alexander  teacher  that  can 
help  relieve  today's  pain  and 
help  prevent  tomorrows 


hred-it 


To  Success 


1  Shredding  for  over  40,000 

companies  in  8  countries. 
1  World  leader  in  mobile  document 

shredding  and  recycling. 
'  Offering  a  unique,  proven 

franchise  system  successful  in 

over  60  markets. 
'  Business  to  business  service; 

national  account  program; 

training;  exclusive  territories. 
1  Excellent  opportunities  nation 

wide. 
1  Featured  m  Forbes,  March  1997. 

Caii:  Doug  \rVcnrreri 

(905)  855-2856  Ext  237 

E-mail:  doug@throdit.com 


$$  VirtualGoldmine  $$ 


Monthly  Residual  Income 
Great  product 

Proven  Industry 

No  selling,  No  MlN 

Turnkey 


800-926-6882 


TAKI  YOm  BUSINESS  OFFSHORE  FOR  THE 

BEST  ASSET  PROTECTION  AND  PRIVACY 

Companies  -  Bahamas,  BVI.  Cayman 

Tnmn.  Bank  &  Srcimnci  Accra.       -,"'"'''»■ 

CaUcCjbIi  ,*8?S 

VNMQttaa  'J""P'<7C 

(800)551.9105     Universal^ 


[H!l^lX^]iiV/il;H 


888-999-2611 

Shipping 

1349 

.259 
.219 
.109 


TOLL 
FREE 

MICROSOFT 

Office  97  Pro  Retail  8o»  CD-ManuaRicense  MS«53-00005 
OfliM  97  Pro  license  ml  MS  Envelope  COA 

Office  97  Pro  Small  Business  Ed  v«  !0*/puD98 

Windows  98  CD  Manual  Full  Version 
Windows  98  single  user  license  S  manual 

Word  97  Publisher  97.  Works  4  0  S  Bookshelf  97  $129 
Works  4  5  &  Money  98  co  I45 

Project  98  Full  Ver  Retail  Box  cd -Manual  License       1 1299 

Visual  0+  Pro  6.0  Full  Ver  CD-manual  1 1199 

Visual  Basic  Pro  6  0  Fuiva  cd  manual  $199 

Visual  Fox  Pro  97  Full  V«  CO-manual  $279 

NT  Workstation  4  0  Real  Box  CD-Manual-Uen»  $209 

NT  Server  4  0 CD w/CO-Manual  5-Client license  $599 

NT  Server  4  0  20  CM  license  Pack  $349 

BackOffice  i  0  Small  Business  Server  25  cnem  $1 495 

BackOffice  Server  4  0  «>?o  ci«ni  uen«  $2195 


psoft'«Jaal.com 


ADOBE 

Pagemaker  6  5  or  Premier  5.0  Full  Version 
Photoshop  5.0  Full  Version 
Illustrator  7.0  Full  Version 

WordPerfect  Office  Suite  8.0  v.-Oragon  Naturally  Speaking 

CorelDraw  8  0  CD-Man  w/Photopaint/Dream  3D 

LOTUS 

Lotus  SmarlSuite  97  CD  WCD-Mannal-License 


PC  Anywhere32  8  0  Host  8  Remote  w/CD-Manual-U 
ACT  4  0  wCD  Manual-License.  Full  Version 


$369 
$369 
$249 

$159 
$249 
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_      W         WW  Bkl    CODs  WELCOME 
DEALER   INQUIRIES  WELCOME 

PACIFIC  STANDARD  TIME  MONDAY  -  SATURDAY  7AM-6PM 

SoftMan  Products  Co 

12658  W   Washington  Bl.  »103,  LA.  CA  90066 


home  furnishings 


V  Buy  Direct!  ^ 

from  North  Carolina,  furniture  capital  of  the 
world  Shop  and  save.  In  home  delivery. 
Over  400  manufacturers  to  choose  from 

BuMHua  h  km  n  ki  Commni 

^  PO  Box  1548.  Mt.  Airy,  NC  27030  i 
L      (800)  334-9094  •  (336I  786-6151      A 


gemstones 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

Wc  buy  &  sell  Diamonds 

and  all  Precious  Cicmstoncs. 

Free  wholesale  catalog  since  1967! 

Member:  Jewelers  litmrtl  of 

Trade  &  ( 'hamber  nf  C  ommerce 

HOUSK  OK  ONYX 

I  Main  St.,  Greenville,  KY  42345 

1-800-844-3100  or  FAX  502-338-9605 


Send  for  a 

FREE 
CATALOG 

of  business  books  for  sale 

by  the  U.S. 

Government! 

Free  Business  Catalog 

U.S.  Government  Printing  Office 

Office  of  Marketing — 

SM  Washington,  DC  20401 


business  products 


Logo  Tattoos!! 


-    W    x 


iporary  Tattoos  w/  your  Logo, 
JliSt  $189.00!!!  or  2000,  Just  $299  00 


franchising 


Franchise" 

your  business! 

Call  lor  Information  on  franchising 

your  business  or  ssminars  scheduled 

throughout  the  country. 

Ffoncon> 


:apitalist  tool 


//   v      a   f ./  /   U   0  n  1 


houghts  on  the  business  of  life 


I  wonder  if  those  of  us  who  live  in  America  appreciate  the  fact  that  we  are  more  fully  enlightened 

on  what  is  going  on  in  the  world  than  any  other  people.  There  was  a  time  when  Britons, 

thanks  to  the  London  Times,  were  better  informed  on  international  events  than  any  other  people. 

But  that  is  not  true  today.  My  visits  to  Europe  have  convinced  me  that  leading  American 

newspapers  devote  far  more  space  to  international  happenings  than  do  the  newspapers 

of  any  other  country.  The  least-informed  people  are  those  living  under  dictatorships.      -B.C.  Forbes 


J  Since  custom  is  the 
|  principal  magistrate 

||  of  man's  life,  let 
!  men  by  all  means 
:  endeavor  to  obtain 

1 3  good  customs. 

\l  Francis  Bacon 


\e  Habit  is  a  sort  of 

;  second  nature. 
II  Cicero 


s  Often  a  quite 
\<  assified  remark 
becomes 
sanctified  bv  use 
and  petrified  bv 
custom;  it  is  then 
a  permanent 
term  of  activity  i 
geological  period. 
Mark  Twain 


The  chains  of  habit 
are  too  weak  to  be 
felt  until  they  are 
too  strong  to  be 
broken. 
Samuel  Johnson 


Innumerable  are 
the  illusions  and 
legerdemain  tricks 
of  custom: 
but  of  all  these, 
perhaps  the 
cleverest  is  her 
knack  of  persuading 
us  that  the  miracu- 
lous, by  simple 
repetition,  ceases 
to  be  miraculous. 
Thomas  Carlyle 


Custom  is  the  guide 
of  the  ignorant. 

English  proverb 


Custom  looks  to  things 
that  are  past,  and 
fashion  to  things 
that  are  present,  but 
both  are  somewhat 
blind  as  to  things 
that  are  to  come. 
Charles  C.  Colton 


What  men  call 
civilization  is  the 
condition  of  present 
customs;  what  they 
call  barbarism,  the 

n  of  past 
ones. 
Anatole  France 


Customs  and  convic- 
tions change; 
respectable  people 
are  the  last  to  know, 
or  to  admit,  the 
change,  and  the  ones 
most  offended  by 
fresh  reflections 
of  the  facts  in 
the  mirror  of  art. 
John  Updike 


The  despotism 
of  custom  is  every- 
where the  standing  hin- 
drance to  human 
advancement. 
John  Stuart  Mill 


There  is  nothing  sa- 
cred about  convention; 
there  is  nothing 
sacred  about  primitive 
passions  and  whims. 
But  the  fact  that  a 
convention  exists 
indicates  that  a  way 
of  living  has  been 
devised  capable  of 
maintaining  itself. 
George  Santayana 


Habit  is  a  second 
nature  that  destroys 
the  first.  But  what 
is  nature?  Why  is 
habit  not  natural? 
I  anrvery  much  afraid 
that  nature  itself 
is  only  a  first  hab- 
it, just  as  habit 
is  a  second  nature. 
Bi-AisE  Pascal 


Without  the  aid  of 
prejudice  and  custom 
I  should  not  be  able 
to  find  my  way  across 
the  room. 
William  Hazlitt 


Nature  is  seldom  in 

the  wrong,  custom 

always. 

Lady  Mary  Montagu 


A  Text .  .  . 

Remember  now  thy 
Creator  in  the 
days  of  thy  youth, 
while  the  evil  days 
come  not,  nor  the 
years  draw  nigh, 
when  thou  shalt 
say,  I  have  no 
pleasure  in  them. 
-Ecclesiastes  12:1 

Sent  in  by  Mark  Simonetti, 
Roseboro,  N.C.  What's  your 
favorite  text?  Forbes  Book  of 
Quotations:  Thoughts  on  the 
Business  of  Life  is  given  to 
senders  of  Bible  texts  used. 


More  than  14,000  "Thoughts," 
arranged  alphabetically  by  subject, 
are  available  in  a  900-page 
one-volume  deluxe  edition, 
Forbes  Book  of  Quotations-. 
Thoughts  on  the  Business  of  Life. 
The  price  is  $40  plus  $3.50  ship- 
ping and  $1  per  item  for  handling 
(add  applicable  sales  tax). 
To  order,  please  call  toll-free, 
1-800-87&6556. 
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You  know  our  portables, 
now  meet  the  rest  of  the  family. 

You  may  know  thai  Toshiba  is  the  first  name  in  portable  computers.  But  what  you 
ma\  not  know  is  that  now  you'll  Unci  our  name  on  servers,  desktops,  and  the 
rest  of  the  hardware  you  need  for  enterprise  solutions.  All  our  products  share  the 
same  heritage  of  reliability  and  performance.  And  when  you  build  your  whole 
system  within  the  Toshiba  family,  you'll  realize  greater  flexibility  and  lower 
total  cost  of  ownership.  What's  in  a  name?  Everything  if  the  name  is  Toshiba. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  call  1-800-TOSHIBA  or  look  us  up  on  the  Web  at  www.toshiba.com. 


An  investor's  Dream 


Introducing  the  new  E*TRADE.  The  web's  one-stop  financi; 


All  You  Need  to  Invest 

You  can  invest  in  stocks, 
options  and  over  4,000  mutual 
funds.  You  also  get  cash 
management  features  like 
free  checking,  direct  deposit 
and  competitive  interest  on 
uninvested  funds.  You  can 
even  get  mortgages  and 
a  no  annual  fee  VISA®  card. 

Control  Your  Portfolio 

Set  up  and  track  your  portfolio. 
Create  watch  list  of  hot  stocks 
and  options.  Get  real-time 
views  of  what's  moving  the 
markets.  Receive  e-mail 
alerts  on  stock  prices  and 
P/E  targets  you  set. 


Still  $14.95  a  Trade 


E*TRADE  not  only  gives 
you  free  tools  to  track  and 
manage  your  money,  but 
you  can  place  trades  around 
the  clock — online  or  by  phone 
— for  as  low  as  $14.95. 


Bookmark  it!. 
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Moving  the  Markets 
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'Nasdaq,  limit  and  stop  orders  are  $19    5.  For  listed  orders  over  5.000  shares,  add  1*/share  to  the  entire  order.  Add  $15  for  broker-assisted  trade 
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Free  Ideas  &  Tools 

Free  investing  help  and 
education.  Like  mutual 
fund  screening  tools. 
"Analysts  Q  &  A"  feature. 
And  retirement  planning 
calculators. 


lOx  More  Research 

Get  breaking  news.  Quotes. 
Charts.  Analysis  from  leading 
sources.  Morningstar  ratings. 
Upgrades  and  downgrades. 
All  for  free.  Customers  also  get 
earnings  estimates,  fundamental 
company  data,  and  more. 


Unsurpassed  Security 

Using  the  leading  Internet 
encryption  technology, 
E*TRADE  offers  unsurpassed 
privacy  and  security  of  your 
data. 


]  Someday,  we'll  all  invest  this  way.9  mm      e*TRADE 

Orders  execute  during  market  hours.  10x  more  research  than  previous  generation  website.  ©1 998  E*TRADE  Securities,  Inc.  Member  NASD,  SIPC.  MFRBS98 
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MICHAEL  S.  MALONE 
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As   I   edited  this   second  annual 

JA       wealth  issue  of  Forbes  ASAP,  I 

m  M      found  myself  casting  back  over 

Lg^k    the  nearly  four  decades  that  I've 

M      V  lived  in  Silicon  Valley.  In  that 

*         v  time  I've  known  perhaps  half 

of  the  people  who  appear  on  this  year's 

list.  What  did  they  have  in  common? 

What  similar  traits  did  they  have 

that  distinguished  them  from 

the  rest  of  us,  that  put  them  on 

the  list  of  the  wealthiest  players 

in  this,  our  own  —  perhaps  now 

ending  —  Gilded  Age? 

Sure,  they  were  entrepreneurs. 
But  I've  covered  this  business  too 
long  to  buy  the  old  myth  that  entrepre- 
neurs have  a  common  personality.  Trust 
me,  you  can't  reach  much  farther  across  the 
human  spectrum  than  in  the  jump  from 
Gordon  Moore  to  Steve  Jobs  to  Michael 
Dell.  Besides,  I've  known  hundreds  of 
entrepreneurs  who  would  have  made  more 
money  in  the  long  run  wearing  a  headset 
and  taking  Big  Mac  orders. 

Any  reporter  will  tell  you  that  if  you 
cover  a  beat  long  enough  you  develop  a 
sixth  sense  about  your  subjects.  You  get  a  gut 
feeling  the  moment  you  walk  into  a  new 
startup,  whether  it's  headed  for  the  tank  or 
about  to  be  the  Next  Big  Thing.  So,  I  asked 
myself,  what  was  it  that  cued  me  about  the 
fate  of  a  new  company?  Folding  tables.  That 
was  it  Whenever  I  walk  into  a  new  startup 
and  see  nice  furniture,  plants,  posters  on 
Us,  and  a  receptionist  who  isn't  also 
the  director  of  marketing,  I  get  really  sus- 
picious. These  folks  are  thinking  too  much 
quality  of  life,  and  families  to 
i  ed.  But  give  me  a  half  dozen 


doles 


men  and  women  working  at  folding  tables, 
on  chairs  that  look  like  they're  liberated 
from  old  U-boats  and  I  get  a  good  feeling 
inside.  This  is  the  real  thing. 

Twice  in  the  last  three  years  I've  seen 
such  offices,  yet  the  people  inside  couldn't 
have  been  more  different.  One  was  Siebel 
Systems,  run  by  Tom  Siebel,  a  veteran  Val- 
^^^  ley  salesman.  You'll  find  Tom  near 
the  top  of  this  year's  list.  The 
other  was  Ebay,  which  by  the 
time  you  read  this  will  have  gone 
public.  I  swear  I  saw  the  same 
folding  tables  at  both  places. 

With  the  market  mercurial 
these  days,  one  wonders  if  we'll 
see  the  like  of  this  boom  again  in  this  cen- 
tury—  or  well  into  the  next.  So,  think  of  this 
issue  as  a  snapshot,  taken  at  the  most  deliri- 
ous, stratospheric  moment  of  technologi- 
cal and  economic  success  in  our  lifetimes. 
This  is  my  first  issue  as  editor  of  Forbes 
ASAP.  It  will  also  likely  be  one  of  my  last 
Editor's  Letters.  I've  long  believed  that  such 
columns  were  a  way  for  editors  to  pretend 
to  be  real,  working  writers.  Well,  I  am  a 
working  writer.  I  intend  instead  to  use  this 
space  for  the  key  reporters  of  each  issue  — 
those  listed  in  our  first-ever  masthead. 

For  now,  I'd  like  to  recognize  Nancy 
Rutter,  one  of  our  senior  editors.  Rutter  is 
a  charter  contributor  to  this  magazine  and 
one  of  the  best  reporters  and  editors  high 
tech  has  ever  produced.  She  directed  this 
annual  wealth  issue  —  for  which  she  had 
a  special  insight,  as  Mrs.  Jim  Clark,  #28  on 
the  list. 

It  goes  without  saying  that  Nancy,  too, 
started  in  a  windowless  office.  At  a  folding 
table.  ■ 
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GOODBYE,  MR.  EDITOR 

I  just  received  the  latest  copy  ot  Forbes  ASAP 
and  read  about  Rich  Karlgaard  becoming  the 
new  publisher  for  Forbes  ["Stepping  Down 
and  Up"  August  24].  I  would  like  to  congrat- 
ulate him  on  a  great  job  in  making  ASAP  a 
great  magazine  tor  us  (nontechnical  but 
business-oriented  people)  to  read.  What 
separates  ASAP  from  its  competitors  are  the 
opinions  of  its  contributors  (no  matter  how 
provocative)  and  the  wav  it  reports  on  trends 
and  on  up-and-coming  companies.  I  speak 
tor  a  lot  of  readers  when  I  say  one  of  the 
great  benefits  of  being  a  Forbes  subscriber  is 
Forbes   \s  \l\  May  you  continue  to  produce 
an  "editorial-driven,  not  marketing-driven" 
maga/me.  as  Mr.  Wolfe  put  it. 
BII.I.  WONG 
gwongt.  elink.net 

Your  farewell  in  Forbes  ASAP  is  a  classic!  No 
wonder  I  gave  up  Fortune  several  vears  ago 
and  came  to  Forbes,  (ireat  writing  and  great 
principles!  Good  luck  and  Godspeed. 

DAN  PI  I  I  Rs 
peters. dsH  pg.com 

When  I  joined  my  current  employer, 
I  discovered  the  joys  of  (free!)  periodical 
routing.  One  day  ASAP  was  in  the  pouch 
with  Forbes.  It's  tough  to  describe  how  my 


"Virginia  Postrel's  article  was  right. 
The  basic  wheel  does  not  need  to  be 
reinvented  each  time  someone  goes 
into  business.  You  go,  girl!" 


interest  was  peaked.  Here  was  a  magazine 
that  really  "got  it"  —  how  profoundly  tech- 
nology can  affect  businesses. ..even  entire 
industries.  Your  casual  listing  of  your  email 
address  was  quite  profound  at  the  time. 
Mr.  Gilder's  telecosm  articles  have  had  a 
profound  effect  on  me.  Previously,  I  was 
content  to  be  part  of  the  human  machinery 
that  kept  our  corporate  networks  running, 
but  Gilder  gave  me  a  glimpse  of  how  the 
world  will  change  in  a  few  short  years,  and 
that  knowledge  began  subtly  steering  my 
interests  and  my  investments  of  time  and 
energy.  I  thank  you  for  your  part  in  bringing 
ASAP  into  being. 
STEVE  STROH 
steve@strohpub.com 


My  sincere  congratulations  on  your  promo- 
tion. A  couple  of  years  ago,  I  decided  to  scale 
back  the  number  of  business  magazines  to 
which  I  subscribed.  Because  Forbes  ASAP 
was  the  one  magazine  that  was  not  available 
at  the  local  library,  1  continued  my  subscrip- 
tion to  Forbes.  Both  magazines  are  at  the 
top  of  my  reading  list.  Best 
of  luck. 

W.M.  DITTMER 
dittmer@smtp-gw.gdls.com 

Congratulations  on  your  new 
position  at  Forbes,  and  thank 
you  for  the  great  work  at 
Forbes  ASAP.  I've  eagerly 
awaited  each  ASAP  since  the 
first  issue  hit  my  mailbox 
and  am  thrilled  by  the  posi- 
tive implications  of  your  new 
appointment.  Keep  up  the  great  work.  Those 
of  lis  who  endeavor  to  create  value  very 
much  appreciate  your  integrity  and  the 
depth  of  your  substance. 
RALPH  MARSTON 
rmarston.  greatday.com 

YES!  VIRGINIA 

I  unite  enjoyed  Virginia  Postrel's  "The  Free- 
dom of  Order"  [August  24].  I  was  curious 
about  one  statement  within  it.  Postrel  wrote, 
"The 
dynamic 
processes  I 
celebrate  in 
my  book 
don't  under- 
mine order. 
They  estab- 
lish order 
without 
design." 

What  did  she  mean  by  order  without  design? 
I  would  argue  that  the  examples  of  good 
order  she  mentions  were  "designed"  accord- 
ing to  what  works  best.  Or  put  another  way, 
"best  ways"  exist  and  good  design  orders 
things  in  accordance  with  those  ways.  That 
of  course  begs  the  question,  Does  order  pre- 
exist? I  leave  that  open  to  discussion. 
RALPH  LORD 
ralph@fuegotech.com 

Over  the  past  few  months  I  have  really 
enjoyed  reading  Virginia  Postrel's  articles  in 
Forbes  ASAP.  As  far  as  this  article  is  con- 
cerned (to  borrow  from  the  current  idiom): 
You  go,  girl!  The  basic  wheel  does  not  need 
to  be  reinvented  each  time  someone  goes 


into  business.  Just  try  to  find  the  same  thing 
twice  on  a  search  engine.  A  month  ago  I 
used  Infoseek  Yellow  Pages.  Recently,  I  went 
back  to  the  same  Yellow  Pages  and  couldn't 
access  the  same  information.  In  fact,  the 
whole  interface  had  changed.  Aggravating. 
ANGELA  K.  DURDEN 
mHliHlilHi'HI     angelawrtr4hre@msn.com 

DRUCKER JOKER 

I  received  this  joke  from  a 
coworker  the  day  after  I  read 
Peter  Drucker's  article  ["The 
Next  Information  Revolution," 
August  24].  It  seemed  to  pretty 
well  sum  up  his  point  about 
the  current  status  of  all  T  and 
no  I:  A  man  is  flying  in  a  hot- 
air  balloon  and  realizes  he  is 
lost.  He  reduces  height  and 
spots  a  man  down  below.  He  lowers  the 
balloon  farther  and  shouts,  "Excuse  me,  can 
you  tell  me  where  I  am?"  The  man  below 
says,  "Yes,  you're  in  a  hot-air  balloon,  hover- 
ing 30  feet  above  this  field."  "You  must 
work  in  information  technology,"  says  the 
balloonist.  "I  do,"  replies  the  man.  "How 
did  you  know?" 

"Well,"  says  the  balloonist,  "everything 
you  have  told  me  is  technically  correct,  but 
it's  no  use  to  anyone."  The  man  below  says, 
"You  must  work  in  business."  "I  do,"  replies 
the  balloonist,  "but  how  did  you  know?" 
"Well,"  says  the  man,  "you  don't  know  where 
you  are  or  where  you're  going,  but  you 
expect  me  to  be  able  to  help.  You're  in  the 
same  position  you  were  before  we  met,  but 
now  it's  my  fault." 
TOM  KNOPP 
jazraj@cts.com 

Information  has  no  meaning  to  a  man 
except  to  the  degree  he  chooses  to  use  rea- 
son and  is  able  to  recognize  its  present  or 
potential  relationship  to  what  already  exists 
or  could  exist.  IT  needs  Ayn  Rand's  philoso- 
phy of  Objectivism. 
P.  L.  GRUCHALA 
Inkster,  Michigan 

LOW  ENTERGY  LEVEL 

I  broke  out  laughing  when  I  saw  that 
Entergy  was  one  of  the  companies  heralded 
a  Technology  Winner  for  its  "state-of-the-art 
customer  service  system."  ["America's  Best 
Technology  Users,"  August  24].  I  am  using 
their  customer  service  system  for  the  third 
time  in  as  many  days  to  find  out  how  long 
we  will  be  without  lights  and  air-condition- 
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ing.  While  Entergy  was  busy  building  its 
computer  system  and  pursuing  global  oppor- 
tunities, it  neglected  the  maintenance  of 
the  basics  of  its  business:  wires  and  trans- 
formers to  reliably  deliver  electricity  to  its 
customers.  I  have  to  sign  off  now:  They'll 
be  shutting  down  the  power  for  several 
hours  to  repair  the  underground  transform- 
ers that  caught  fire  today.  At  least  the  phone 
will  still  work,  so  I  can  talk  in  the  dark  in 
90-degree  heat. 
LAURA  PEEBLES 
New  Orleans,  Louisiana 

STARTING  UP 

Regarding  the  "Startup"  article  "A  Fractured 
Existence"  [August  24]:  Been  there... done 
that...  1992...pre-Mosaic!  Our  owner  and 
chief  technologist  beat  him  to  the  mark! 
CHERRE  NEITZKA 
Vice  President,  Telusys 
cln@telusys.com 

I  enjoyed  Geoff  Baum's  "Startup"  article 
["@Work  with  a  Head-Hunting  Rabbi," 
August  24].  In  it  he  noted  that  Rabbi  Bruce 
Abrams  had  what  seemed  like  an  odd  job  — 
being  a  headhunted  However,  Baum  seems 
to  have  overlooked  the  ultimate  oddity  — 
Rabbi  Abrams's  firm  name,  Christian  &  Tim- 
bers. How  does  the  rabbi  introduce  himself, 
"Hi,  I'm  Rabbi  Abrams  from  the  Christian 
firm"?  All  kidding  aside,  I  enjoyed  the  article 
and  enjoy  ASAP. 
LLOYD  E.  SHEFSKY 
lloyd@shefskyltd.com 

I  found  this  article  to  be,  on  the  one  hand, 
entertaining  and,  on  the  other  hand,  mis- 
leading. What  I  found  to  be  misleading  was 
that  a  rabbi  by  definition  has  an  obvious 
advantage  in  dealing  with  Israeli  companies 
in  the  U.S.  marketplace.  This  fuzzy  logic 
translates  into  saying  alternatively  that  a 
Catholic  priest  from  the  Vatican  has  an 
advantage  in  business  dealings  (or  recruit- 
ing, for  that  matter)  with  U.S.  companies 
headed  by  CEOs  who  happen  to  be  of  the 
Catholic  faith.  While  a  spiritual  leader  defi- 
nitely deserves  respect,  when  it  comes  to  the 
mundane  world  of  business,  one's  status  as  a 
clergy  member  does  not  necessarily  translate 
into  greater  business  clout. 
BEN  SHAMIR 
ben@sdkelly.com 

As  we  all  know,  nothing  is  free  —  especially 
when  we  arc  talking  about  government  rev- 
enue (taxes!).  In  your  blurb  on  investing  pre- 

res  into  a  Roth  IRA  ("Startup," "The 
Roth  Way,"  August  24],  you  give  an  example 
of  a  Cisco  Systems  employee  who  buys  400 


shares  with  his/her  $2,000  annual  contribu- 
tion. You  then  explain  that,  based  on  current 
levels  for  the  stock,  this  lucky  individual 
would  have  $1.57  million  —  "tax  free."  My 
grandmother  always  told  me  very  few  things 
in  life  worth  having  are  free,  and  money  in 
your  IRA  certainly  is  not  tax  free  —  it  is 
tax  deferred! 
SAM  MYERS 
myerss@bmur.com 

You're  mistaken.  Roths  are  tax  free  upon  with- 
drawal. — Eds. 

JULIA  ROBERTS? 

I  was  taken  by  your  cover  girl  on  the  June  1 
issue.  I've  asked  many  a  coworker  to  guess 
who  she  is,  and  they  cannot.  But  when  I 
say  Julia  Roberts,  they  turn  into  naysayers. 
Can  you  help  me?  We've  looked  all  over  for 
the  credits. 
B.  L.  CARLSON 
blc@kirkham.com 

Sorry,  our  cover  girl  is  an  unknown  (but 
perhaps  soon  to  be  famous)  figure  —  so 
to  speak.  — Eds. 

A  CLOGGED  WEB  STREET 

Your  article  on  Joe  Fox  at  Web  Street  Securi- 
ties ["Herd  on  the  Street,"  June  1]  intrigued 
me  greatly  since  I  am  a  very  active  online 
trader.  Unfortunately,  Jim  Fox  can't  deliver 
on  his  Web  site.  I  tried  to  fill  out  an  applica- 
tion online,  which  was  unsuccessful,  and 
then  tried  to  call  his  800  number  and  was 
put  on  hold  for  seven  minutes.  I  guess  I  will 
wait  for  Schwab  to  get  the  same  online  ser- 
vice that  Web  Street  has,  since  I  am  already 
with  Schwab. 
GEORGE  G.  THOMAS 
saggt@aol.com 

THE  BIG  ISSUE  IS  COMING 

When  is  the  third  Big  Issue  due  out?  I  read 
every  article  in  your  last  issue  and  will  send 
my  students  to  your  Web  pages  repeatedly 
for  different  views  on  current  IT  topics. 
SUSAN  KINNEY 
skinney@mindspring.com 

Look  for  it  this  December.  — Eds. 
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Sometimes,  to  simplify  means 
being  the  first  to  tell  people  when 
you  change  direction. 


Delphi  Automotive  Systems  developed  the  first  turn  signal  as  a  way  for  one 
driver  to  interact  with  another  back  in  1939.  Today,  Delphi  is  using  advanced 
electronics  to  develop  "smart"  new  systems  that  can  interact  with  the  entire 
vehicle.  Collision  Warning  Systems  like  our  Forewarn®  use  object  detection 
sensors  to  warn  drivers  of  potential  problems  and  take  action  to  reduce  the 
threat  of  a  possible  collision.  As  the  most  diverse  manufacturer  of  automotive 
components,  integrated  systems  and  modules,  Delphi  is  uniquely  positioned 
to  develop  the  smart  systems  of  tomorrow.  To  interact  with  us,  visit 
www.delphiauto.com. 


The     power     to     sim 


Tread  lightly  and  luxuriously  in  Lincoln  Navigator,  the  most  powerful  luxury  SUV  on  the  continent.  Tread  spaciously,  too.  Navigator  has  room  for 
seven  in  three  rows  of  leather-trimmed  seats.  Call  1  800  446-8888,  visit  www.lincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer. 


f  Lincoln  Navigator.  What  a  luxury 


should  be. 
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THE  STORY  OF  A  PRODIGY 


Remember  Prodigy?  When  it  blasted 
1  onto  the  national  scene  in  1990, 
'  it  was  touted  as  the  network  of 
the  future,  the  reason  millions  of 
Americans  would  ultimately 
\  power  on  their  PCs.  At  its  peak,  it 
had  2  million  subscribers  and  innovative 
services  that  even  today  would  be  consid- 
ered cutting  edge.  But  soon  after  its  debut, 
Prodigy  pulled  one  of  the  dumbest  mar- 
keting moves  in  digital  history. 

Tired  of  members  running  up  costs 
by  sending  too  many  emails,  New  York- 
based  Prodigy  announced  that  anyone 
sending  more  than  30  messages  a 
month  would  have  to  pay  25  cents  per 
email.  Outraged,  some  Prodigy  sub- 


scribers established 
the  Cooperative  De- 
fense Committee. 
The  dissident 
group,  which  grew 
to  have  18,000 
members,  according 
to  organizers,  lob- 
bied the  company  to  change  its  policy. 

The  company's  response?  Boot  the 
troublemakers.  "These  [email]  charges  are 
fair  and  going  to  go  into  effect,"  said 
Prodigy's  communications  manager  at  the 
time.  "Enough  is  enough." 

In  an  online  world  that  then,  and  now, 
is  mostly  about  chat,  Prodigy's  move  was 
insane  and  suicidal.  But  sadly,  it  was  not 


rodigy  failed 
ecause  Sears  and 
BM  peppered  it  with 
nept  executives. 


the  company's  last  bad 
decision.  Its  corporate 
owners,  Sears  and  IBM, 
delayed  strategic  deci- 
sions because  of 
infighting,  peppered 
Prodigy's  management 
with  inept,  slow-mov- 
ing executives,  and  saw  the  company  as 
they  saw  themselves:  powerful  and  estab- 
lished— instead  of  what  it  should  have 
been,  a  gutsy  startup.  Prodigy  didn't  even 
offer  management  the  greatest  of  all 
startup  incentives:  options.  Not  surpris- 
ingly, by  1996,  Prodigy  had  lost  half  its 
membership  (most,  no  doubt,  to  the 
online  winner,  America  OnlineV  Thanks^ 
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@WOrk  WITH  A  VENTURE  CAPITALIST 


People    Who 


Kevin  Fong  joined  the  prestigious  Mayfield  Fund  in  1988, 
and  over  the  last  decade,  has  made  investments  in  more  than 
20  high  tech  startups,  including  Crescendo  Communications 
(acquired  by  Cisco  Systems  in  1993)  and  Legato  Systems,  a 
publicly  traded  storage  management  software  company  with 
a  market  cap  of  $1.3  billion. 

"When  we  analyze  a  startup," 
says  Fong,  "we  look  at  the  peo- 
ple, the  markets,  and  the  technol 
ogy.  But  we  rank  people  first. 
The  trick  to  being  a  VC  is  figur- 
ing out  how  to  balance  these 
three  things  properly.  I'll  give 
you  a  surprising  example:  Cisco 
initially  didn't  get  funding 
because  of  the  team  —  not 
because  they  weren't  good  tech- 
nically; the  problem  was  that 
there  were  just  too  many  other 
dysfunctional  aspects.  [The 
founders,  a  married  couple,  ulti- 
mately divorced.]  Most  VCs 
looking  at  the  deal  thought  to 
themselves,  Do  I  want  to  tackle 


Need   People 


Real  Men  Don't... Kevin  Fong  of  the  May- 
field  Fund  likes  nothing  more  than  to  work 
with  real  entrepreneurs — not  those  wan- 
nahes  who  don't  "put  in  the  hard  work." 


this?  Well,  surprise,  surprise.  Sequoia  [Capital]  and  [founding 
partner]  Don  Valentine  took  the  lead.  Valentine  has  said  publicly 
many  times,  'I  don't  even  care  about  the  people.  Give  me  a  huge 
market.'  With  Cisco  he  was  right.  But  at  some  point,  Cisco  got 
great  people.  Great  markets  can  make  up  for  bad  teams,  but  [not 
forever] .  The  art  of  venture  capital  is  trying  to  figure 
out  how  to  make  those  trade-offs. 

"Every  great  startup  has  a  driven  entrepreneur  — 
an  absolutely  honest-to-goodness,  real  entrepreneur — 
someone  who  will  walk  through  walls  to  make  their 
vision  a  reality.  Companies  fail  when  they  have  what 
I  call  entrepreneur  wannabes.  They  like  the  glamour 
and  the  potential  wealth  creation  of  a  startup,  but 
they're  not  willing  to  put  in  the  hard  work. 

"Today,  it's  easy  to  raise  money  for  good  ideas.  So 
as  an  entrepreneur  you  should  be  looking  at  venture 
capital  the  same  way  you  do  any  other  service  busi- 
ness. If  you  don't  think  you  can  get  the  best  service  or 
the  best  value-added  from  Mayfield  or  an  angel  or 
whatever,  then  you  should  find  someone  else.  If  you're 
just  finding  someone  who  is  willing  to  give  money,  and 
they'll  never  add  anything  else,  you  are  making  a  big 
mistake.  A  VC  is  a  key  partner.  If  we're  not  a  partner, 
we  have  no  value." —  Geoff  Baum 


PRODIGY 


to  a  frustrated 
executive  broker- 
ing the  deal,  a  communications  company, 
International  Wireless,  with  financial 
backing  from  Mexican  communications 
and  industrial  conglomerate  Grupo 
Carso,  bought  the  company.  Sears  and 
IBM  lost  some  $750  million  in  the  sale. 

Online  players  that  have  recentiy  taken 
on  large  corporate  partners,  such  as  CNET, 
should  take  note.  Of  the  four  big  consumer 
online  services  in  1991,  three  were  owned 
by  large  corporations:  Prodigy  (Sears 
and  IBM),  GEnie  (General  Electric),  and 
CompuServe  (H&R  Block).  The  fourth, 
young,  independent  AOL,  would  ulti- 
mately beat  all  three. 

But  beyond  the  business  lessons  to  be 
learned,  there  is  also  a  moral  —  stamina 
pays  off — and  even  a  hopeful  ending. 
After  more  than  a  decade,  Prodigy  is  still 
alive  and  kicking.  Last  year,  after  appar- 
ently learning  its  lesson,  Prodigy  began  to 
transform  itself  into  a  nimble  startup. 
Under  the  direction  of  Russ  Pillar,  Prodigy 
has  become  an  Internet  service  provider. 

When  Prodigy  exploded  on  the  scene 
in  the  late  1980s,  it  seemed  to  be,  well... a 
prodigy.  Sears  and  IBM  invested  more 
than  $1  billion  in  building  their  ground- 


breaking  product.  By  merely  loading  a 
floppy  disk,  Prodigy's  members  could  enter 
into  a  complete  and  proprietary  commu- 
nity: They  could  trade  stocks;  buy  every- 
thing from  airline  tickets  to  stamps;  shop 
for  goods  from  J.  C.  Penney,  Spiegel, 
Kmart,  and  Sears;  keep  up  on  important 
financial  news  from  Dow  Jones;  and  access 
comprehensive  encyclopedias. 

But  what  pj 1 — ^ 

started  out  as  an  ^s  an  Internet  service 

asset  (Sears  han- 
dling the  e-com- 
merce  end,  IBM 
the  network  end) 
soon  became  a 
liability.  Bowing 
to  the  straitlaced 

image  of  its  owners,  Prodigy  early  on 
banned  discussions  about  sex  (which  was 
AOL's  big  draw)  and  even  prohibited  dis- 
cussions on  less  controversial  topics,  such 
as  AIDS.  The  company  was  also  slow  to 
get  on  the  world's  most  popular  platform, 
Windows.  "Prodigy  had  built  its  own 
operating  system  that  it  was  intent  on 
using,"  says  Scott  Kurnit,  executive  vice 
president  at  Prodigy  from  1993  to  1994. 
But  it  was  Pre  digys  failure  to  see  the 
possibilities  of  tl  .  Web  that  best  illus- 


provider,  Prodigy,  with 
466,000  subscribers, 
could  at  last  succeed. 


trates  the  incompetence  of  its  owners. 
Prodigy  was  one  of  the  first  online  ser- 
vices to  offer  access  to  the  Web,  but  it 
failed  to  completely  embrace  it.  If  all  of  its 
content  providers  had  been  moved  to  the 
Net  in  early  '95,  the  company  would  have 
distinguished  itself  from  AOL's  propri- 
etary system  and  become  a  portal  long 
before  Yahoo  gained  prominence. 

In  1995,  Ed  Bennett 
(now  CEO  of  My-CD, 
a  New  York-based  e- 
commerce  site)  was 
brought  in  as  CEO  to 
help  Prodigy  make  the 
jump.  "It  was  an 
impossible  situation," 
he  recalls.  Prodigy  had 
to  go  from  a  closed  network  to  an  open 
one,  from  a  powerful  gatekeeper  to  an 
enticing  barker.  Many  at  Prodigy  did  not 
want  to  give  up  what  power  they  had. 
Says  Bennett,  "All  the  code  was  in  the 
hands  of  the  engineers,  who  never  wanted 
to  see  themselves  lose  their  job." 

Adding  to  the  resistance  was  Prodigy's 
structural  schizophrenia.  The  managers 
tended  to  come  from  IBM  and  Sears,  says 
Bennett,  adding,  "They  were  accustomed 
to  big-company  thinking,  unlimited ^ 


''O 


FORBES  ASAP      October    S.   1998 


Kelly  Temporary 
Services" 


Kelly  Scientific 
Resources" 


Kelly  Staff  Leasing 


The  Wallace  Law 
Registry® 


Kelly  Technical 
Services" 


Kelly  Assisted 
Living® 


Kelly  Management 
Services" 


From  engineers  to  accountants,  analysts  to  graphic  designers,  our  experts  are  the 

best  in  their  fields.  That  is,  if  you  want  to  get  extremely  technical. 

For  information,  call  1-888-GO-KELLY,  or  visit  us  at  www.kellyservices.com 
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O  1997  Kelly  Services,  Inc.  All  nghts  reserved-  An  equal  opportunity  employer. 


Look  what  we  do  now. 


FOLLOW  THE  LEADER 

In  February  we  picked  the  100  most  dynamic  companies."  How  are  they  doing? 
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Reindexed  to  April  6  =  100.  "Dynamic  100  companies  picked  using  such  factors  as  market  opportunity,  human  capital,  strength  of  alliances,  and  prospects  for  growth. 

The  ASAP  Dynamic  100  represents  the  performance  of  the  100  information  technology  companies  selected  by  ASAPs  editors  for  the  Feb.  23, 1998,  issue. 

The  ASAP  Super  7  represents  the  seven  sector  winners  from  our  Dynamic  1 00.  Each  company  is  given  equal  weight  in  both  ASAP  portfolios.      Source:  Merrill  Lynch 
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1.  Amazon.com  Sales  up  31 6%  year-over-year  in  the  second 
quarter  to  S1 16  million.  The  stock  got  an  additional  lift  in 
June  when  Amazon  added  music  CDs  to  its  selection. 

2.  Yahoo  Site  traffic  continues  to  boom,  and  strong  advertising 
sales  pushed  second-quarter  revenues  up  36%  to  S41  million 
from  the  first  quarter. 

3.  Legato  Systems  This  network  storage  management 
software  maker  boosted  net  income  by  85%  in  the  second 
quarter  with  sharp  increases  in  domestic  and  international 
product  licenses.  Legato  added  to  its  technology  base  by 
acquiring  privately  held  Software  Moguls,  a  maker  of  backup 
retrieval  software. 


EEEE 

1 .  Radiant  Systems  The  Atlanta-based  retail  automation 
solutions  provider  preannounced,  and  its  shares  crashed 
50%  in  one  day.  Delayed  sales  and  elevated  operating  costs 
led  to  a  SI  .5  million  loss  in  second  quarter. 

2.  Vantive  Facing  stiff  competition  from  Siebel  Systems,  this 
front-office  automation  software  maker  badly  missed 
analysts'  2Q  estimates.  Flat  revenues  and  a  67%  decline  in 
net  income  attributed  to  poor  sales-force  execution. 

3.  Corsair  Communications  With  flat  revenues  of  $19 
million,  Corsair  lost  $3.6  million.  The  June  acquisition  of 
Subscriber  Computing  (wireless  billing  software)  led  to  S4.5 
million  in  acquisition-related  expenses. 


11  f%  i\  W\  I  f*  V  resources,  lots  of  time 

|Y  V  \J  I  VJ   I    to  make  decisions." 
Then  there  were  the  younger  employees,  who 
embraced  technology  and  entrepreneurship. 
"I  would  go  to  management  retreats  and  then 
I'd  go  hang  out  at 
the  local  restaurant 
with  the  [younger 
workers]  and  I'd  think: 
This  is  not  the  same 
company." 

Making  matters 
even  more  compli- 
cated, by  1995,  with 
losses  mounting  and 
the  dream  of  an  online 
shopping  paradise  still 
years  away,  Sears  tried 
to  sell  its  stake  in 
Prodigy.  IBM  was  will- 


Mission  Impossible  Past  CEO  Ed 
jBennett  found  it  nearly  impossible  to 
Inove  Prodigy  to  the  Web. 


ing  to  buy,  but  neither 

could  agree  on  a  price. 

"All  my  proposals  were 

in  gridlock,"  says  Bennett.  This  standoff  also 

hampered  the  company's  marketing  efforts  —  at 

a  time  when  AOL  was  carpet-bombing  America 

with  floppy  disks. 

"Sometimes,"  concludes  Bennett,  "it's  harder 
to  turn  something  around  than  it  is  to  build  it 


from  scratch."  Finally,  in  1996  the  two  compa- 
nies sold  Prodigy. 

Last  year,  under  the  leadership  of  Russ  Pillar 
and  CEO  Samer  Salameh,  Prodigy  began  to 
transform  itself  into  an  Internet  service  pro- 
vider. In  January,  it  decided  that  it  would 
no  longer  develop  its  own  content  and 
struck  up  a  deal  with  the  portal  Excite. 
To  many  of  Prodigy's  ex-executives, 
including  Bennett  and  Kurnit,  the  move 
makes  sense:  Prodigy's  best  asset  always 
was  its  robust  network.  Plus,  with  the 
ISP  arena  only  now  consolidating, 
Prodigy  Internet,  with  466,000  subscribers, 
is  one  of  the  biggest  ISPs  in  the  country. 
It  becomes,  in  Pillar's  words,  "a  big  fish 
in  a  little  pond."  This  is  a  good  position. 
Prodigy's  well-known  brand  could  play 
well  south  of  the  border  at  the  moment 
Latin  America  is  becoming  wired  and 
the  Internet  long-distance  phone  market 
is  emerging. 

As  of  press  time,  more  changes  were 
(rumored  to  be  afoot  at  Prodigy,  perhaps  an  IPO 
lor  a  management  shake-up.  But  whatever  tran- 
ispires,  if  Prodigy  wants  to  succeed  in  the  future 
it  will  have  to  learn  lessons  from  its  past,  such 
as  Scott  Kurnit's  adage:  "There  are  big  benefits 
kabeinp  a  little  company."  —  F.rir  W  Pfpiffpr 
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YOU'RE 
FIRED 

(WE  HOPE;  K 

Underbellies 
of  the 
Underwriter 


Thanks  to  online  dis- 
count brokers,  you  can 
now  invest  in  some  hot 
initial  public  offerings, 
brought  to  you  by 
big-name 


JP  Morgan 

23  IPOs' with 
average  one-year 
return"  of 
13.60%. 

Friedman, 
Billings,  Ramsey  > 

30  IPOs  with  a 
return  of  12.89%. 

Salomon  Smith 
Barney"* 

120  IPOs  with  a 
return  of  12.23%. 

Lehman  Brothers 

61  IPOs  with  a 
return  of  10.10%. 

Bear  Steams 

38  IPOs  with  a 
return  of  5.19%. 


under- 
writers. 
But  big 
names 
don't 
always 
mean  big 
bucks.  We 
crunched 
numbers 
for  the 
most 
prolific 
under- 
writers to  calculate 
average  annual  returns 
on  IPO  offerings  during 
the  past  three  years. 
Here  are  the  five  worst 
performers.  How 
poorly  are  they  doing? 
By  comparison,  the 
S&P  500  has  been  up 
15.89%  in  the  last 
12  months.  In  other 
words,  your  grand- 
mother is  doing  just  as 
well  with  her  30-year 
U.S.  Treasury  bonds. 
—  Toni Logan 

Source:  Securities  Data  Co. 
•IPOs  from  July  1.  1995  through  June  30. 
1998.  "Weighted  average  of  one-year 
aftermarket  rankings,  from  1 2  months 
ending  June  30,  1996,  through  12  months 
ending  June  30,  1998.  "'Numbers  were 
combined  for  years  prior  to  merger 
(Salomon  Brothers  and  Smith  Barney). 


Does  this  look  like 
the  \ear  2000  to  you? 


• 


To  your  computer,  it  might 

Businesses  everywhere  are  wringing  their  hands  over  the  "Year  2000 
Problem."  That's  when  computers  will  become  totally  confused  over 
what  century  it  is  —  because  main  were  allocated  only  two  dibits  to 
identify  the  year  in  a  date  Held.  To  them,  the  year  "02"  has  always 
meant  1902  —  not  2002.  go  The  problem  is  most  urgent  for  those 
w  ho  deal  with  dates.  Like  actuaries.  And  benefits  administrators,  who 
face  the  prospect  of  benefits  that  may  terminate  before  they  begin. 
Gel  What  can  they  do?  Find  Year  2000  experts  to  reprogram  all  of 
their  software?  Replace  their  entire  system?  Yes.  Or,  they  can 
download  their  data  to  ABR,  and  let  us  deal  with  it.  We  have  1,400 
people  performing  benefits  outsourcing  services  for  more  than 
30,000  companies  (who  won't  have  to  worry  about  the  year  2000  — 
or  much  of  anything  else).  COBRA.  HIPAA.  Flex.  401  (k).  We  do  it 
all  today  —  and  we're  ready  for  tomorrow. 
§8  If  you're  short  a  couple  of  digits, 
give  us  a  call:  1-800-366-3  130.      Information  Services,  Inc. 


ggABR 


Nasdaq:  ABRX     http://www.abr.com 


ANGELSIAMERICA 


WHH1S  INVESTING 


IN  WHAT  AND  WHY 


MICHAEL     CLAIR 

A  30-year  communications  industry  veteran  and  networking 
company  pioneer... one  of  the  founders  of 
SynOptics  Communications,  which  later 
became  multibillion-dollar  Bay  Networks. 
WHAT:  Invested  $1  million  in  Sunnyvale,  Cal- 
ifornia-based RadioLAN,  which  is  selling  the 
first-ever  wireless  Ethernet  local-area  network 
(LAN).  The  technology  eliminates  all  wires 
and  links  desktops  and  laptops  via  microwave  signals. 
WHY:  By  offering  a  cheaper,  more  convenient  technology, 
RadioLAN  can  cash  in  on  the  growing  worldwide  LAN  mar- 
ket, says  Clair.  It  can  also  capitalize  on  the  still  untapped  home 
market.  "People  will  be  installing  LANs 
in  their  homes  so  their  families  can 
stay  connected." 

ANDY     BECHTOLSHEIM 

Founder  of  Sun  Microsystems  and  the 
chief  architect  of  its  workstation  prod- 
uct line...  now  a  vice  president  of  engi- 
neering at  Cisco  Systems. 


WHAT:  Invested  $2  million  in  Magma  Design  Automation,  a 
Palo  Alto  software  startup  developing  a  new  generation  of  tools  j 
to  make  it  easier  to  design  complex  microchips. 
WHY:  Expects  a  good  return  on  his  investment.  "This  is  oneJ 
of  the  best  opportunities  I've  seen,"  he  says.  Chip  densities  are] 
quadrupling  every  18  months,  and,  as  a  result,  new  tools  are 
needed  to  design  them.  "It's  a  real  severe  issue.  We've  been  wait- 
ing for  a  tool  like  this." 

TIM     0  '  R  E  I  L  LY 

Founder  and  president  of  O'Reilly  &  Associates,  a  publisher  of  | 
technical  books... also  produces  Web-based  courses  and  tech- 
nical conferences. 

WHAT:  Invested  more  than  $500,000  in  two 
open-source  startups:  ActiveState,  a  developer 
of  Perl  language  tools  for  Windows,  and  Send- 
mail,  which  is  developing  a  commercial  version 
of  the  popular  "freeware"  Internet  mail  server. 
WHY:  Freeware  developers,  says  O'Reilly,  are  a 
major  source  of  innovation  in  the  industry.  "There's  going  to  be 
a  lot  more  people  who  are  creating  hybrid  businesses  that  lever- 
age the  power  of  free  software  communities."  —  Ingrid  Becker 


A^JJLPJJ^QF  T  B  0  0  K 


Battling  the  Complexity  Pushers 


Jim  Sachs  knows  good  design.  He  holds  a 
patent  for  the  Macintosh  mouse  and  has 
designed  memorable  consumer  electronic 
products,  including  Teddy  Ruxpin,  the 
talking  teddy  bear.  In  the  last  two  years, 
he  started  a  company,  Softbook  Press,  and 
turned  his  attention  to  creating  an  elec- 
tronic book.  His  SoftBook,  which  retails 
for  $299,  lets  users  plug  into 
the  Net  and  download  scientific 
papers,  novels,  and  company 
memos.  Disregarding  those  who 
urged  him  to  add  complex  fea- 
tures, Sachs  has  produced  what 
is  all  but  impossible  these  days: 
a  simple  computer  product. 
ASAP:  What  did  people  in  this 
industry  say  when  you  first 
showed  them  your  SoftBook? 
Sachs:  We  ran  into  two  different  types. 
The  Silicon  Valley  maven — venture  capi 
talists  or  people  in  the  industry  —  who 


tended  to  view  the  world  as  "you  make  a 
[product]  platform  and  then  you  jam  it 
full  of  features."  We  called  that  the  Apple 
Newton  scenario  because  the  result  is  that 
you  put  so  much  stuff  into  the  product 
that  no  one  can  figure  out  what  it  is  good 
for.  The  other  kind  of  person,  the  major- 
ity in  fact,  said,  "Don't  add  anything  else. 
I  understand  what  it  is.  It's  a 
book;  it's  not  a  computer." 
ASAP:  What  did  people  sug- 
gest you  include  in  the  design? 
Sachs:  People  commonly  said, 
"How  about  adding  a  calendar, 
and  Rolodex,  and  email?  And 
what  about  browsing  the 
Web?"  One  of  [Silicon]  Valley's 
large  networking  companies 
ed  to  put  a  Zip  drive  in. 
People  tended  to  want  to  turn  the  Soft- 
Book inl  11}  inexpensive  PC.  Living 
in  Silicon  Vi         we  are  not  surrounded 


by  people  who  think  simply. 
ASAP:  Why  do  you  think  that  is? 
Sachs:  Because  the  people  making  these 
suggestions  are  not  visionaries.  They're 
the  ones  thinking  within  the  PC  box.  They 
don't  realize  that  the  killer  app  is  content. 
ASAP:  Why  would  a  venture  capitalist  want 
you  to  jam  SoftBook  with  applications? 
Sachs:  VCs  share  the  belief  that  "the 
1990s  are  about  software,  so  put  more 
features  that  run  the  software  with  a  big 
installed  base." 

ASAP:  So  how  difficult  was  it  to  stay 
simple? 

Sachs:  It  was  really  hard.  We  questioned 
our  motives:  Are  we  doing  the  right  thing 
by  staying  simple?  This  was  before  the 
Palm  Pilot  proved  that  staying  simple  was 
smart.  One  of  my  team  members  said, 
'We'll  know  we're  finished  designing  this 
not  when  we  can't  think  of  anything  to 
add,  but  when  we  know  there's  nothing 
else  to  throw  out." 
ASAP:  Why  was  it  so  important  for  you  ^. 
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At  last,  something  to  show  for  all  your  hard  work. 

JVC's  FS  Music  Systems  represent  a  quantum  leap  in  sound 
&  style.  From  the  state-of-the-art  1  bit  CD  player  to  the 
Hyper  Neo  Olefin  drivers,  the  benchmark  technology 
inside  FS  reinforces  the  breathtaking  exterior. 


J 


For  convenience,  there  is  a  stand-up  remote  and  a 
Dual  Layer  Fluorescent  Display  that  allows  you  to 
choose  between  an  elegant  analog  clock  or  digital 
track,  time,  and  station  information. ..  at  will. 
There's  also  a  built-in  20  minute  backup  to  make  sure 
you  never  miss  an  important  meeting  or  tee  time. 


So,  if  music  is  a  big  part  of 
getting  you  through  the 
day— and  making  the  night 
feel  right,  JVC  FS  Music 
Systems  are  the  perfect 
24  hour  companion. 


JVC     41  Slater  Drive   Elmwood  Park,  NJ  07407   www.jvc.com 


. 


ShelfJ-ife 


WHAT  TECHNOLOGY  IS  HOT? 


WHAT'S  NOT? 


BOBGUCCIONEJR. 

Son  of  Penthouse  publisher 
Bob  Guccione... founding 
publisher  of  Spin  magazine 
and  newly  published  men's 
magazine  Gear. 
Favorite  technology:  "My 
Sony  Digital  Datman.  The 
first  time  I  used  it  I  inter- 
viewed Madonna,  who  liked 
it  so  much  she 
bought  one 
the  next  day." 
Least  favorite: 
"Voice  mail. 
Sure  it's  conve- 
nient, but  it's 
the  end  of  the 
human  race 
when  we  sanctify  convenience 
as  an  actual  virtue." 

NELL  NEWMAN 

Daughter  of  actor  Paul 
Newman. ..launched  New- 
man's Own  Organic ,  an 
organic  food  division  of 
Newman's  Own. 
Favorite  technology:  "My 
1965  Ford  Mustang  —  simpli- 


city, speed,  and  beauty  all  in 

one.  My  father  hates  it 

because  it's 
dangerous." 
Least  favorite: 
"Call  waiting. 
I  call  it  'call 
annoying.'  I 
got  rid  of  it, 

but  my  business  partner  got 

annoyed  with  me  and  I  had 

to  get  it  back." 

MICHAEL  BLOOMBERG 

Founder  and  president  of 
Bloomberg  News,  a  financial- 
market  news  service. 
Favorite  technology:  "Cell 
phone.  I'd  like  to  add  email 
and  my  PalmPilot  to  it.  But 
that  would  be  the  icing  on 
the  cake.  Right  now  it's  the 
greatest  advance  in  society." 
Least  favorite:  "VCR.  What 
the  public  needs  is  on-demand 
television.  It  would 
be  the  greatest 
threat  to  the  net- 
works. Their  whole  | 
business  is  predi- 


cated on  their  ability  to 
schedule  a  new  show  im- 
mediately after  an  existing 
successful  one.  They  depend 
on  your  lethargy." 

BOB  CRINGELY 

Computer  columnist... 
directed  1996 
series  Tri- 
umph of  the 
Nerds  and 
the  sequel 
Nerds  2.0.1: 
A  Short  His- 
tory of  the 
Internet,  due 
in  November. 
Favorite 

technology:  "Electronic  air 
cleaners  —  I'm  allergic  to 
everything.  I'm  convinced  if 
we  got  pollen  out  of  our  lives 
we'd  be  more  clearheaded." 
Least  favorite:  "I'm  tired  of 
word  processing  features  that 
I  don't  use.  Every  upgrade  adds 
new  features  and  I  haven't  used 
any  new  features  since  1985. 
This  is  a  plot,  a  conspiracy." 


JEFF  HAWKINS 

Founder  of  Palm  Computing 
(acquired  by  3Com) ...and 
creator  of  the  PalmPilot. 
Favorite  technology:  "I  like 
MP3.  It's  the  new  audio  com- 
pression standard  [used  to 
produce]  high-quality  audio 
in  the  CD-ROM  drive  on  your 
computer.  You  can  put  hun- 
dreds of  songs  on  your  hard 
drive.  Kids  are  distributing 
illegal  copies  —  it's  sweeping 
college  campuses." 
Least  favorite:  "Computers.  I 
think  they're  terrible.  They're 
hard  to  use.  They're  always 
crashing  and        EM/^^jT 
you  never 
know  why.  I 
also  recently 
bought  a  top- 
of-the-line  TV. 
I  hate  it.  It's  so 

hard  to  figure  out  —  so  many 
menus  and  modes.  I'm  not  a 
moron.  I  should  be  able  to 
figure  it  out,  but  this  is  hard. 
It  has  16,000  buttons." 

—  Carol  Pickering 


Q  A  P 14  Q to  stay 

^  f\  VII  w  Sachs:  It  was  important  from  a 
marketing  position.  I  felt  strongly  that  there  were 
too  many  products  out  there  that  had  too  many 
features.  They  didn't  have  a  strong  identity.  At  a 
certain  point  in  my  career,  I  studied  what  the 
successful  products  I  was  involved  with  had  in 
common.  It  turned  out  the  most  successful  did  a 
few  things  very,  very  well.  Plus,  I  knew  it  would 
be  easier  to  communicate  just  what  a  simple 
product  does. 

ASAP:  Do  you  think  your  battle  for  simplicity  is 
a  common  one  in  high  tech? 
Sachs:  It  is  a  battle.  And  the  bigger  the  company, 
the  bigger  that  battle  because  there's  more  j  oople 
to  please.  Every  time  you  add  a  feature,  si 
says,  "Oh,  we'll  sell  another  100,000  units." 
ASAP:  What  happens  if  we  don't  stay  simple  and 
continue  down  the  road  to  complexity? 
Sachs:  People  can  only  cope  with  so  much.  The 
PC  world  exists  because  Microsoft  does  a  good 
job  of  bringing  complex  systems  together.  If 
Microsoft  ever  makes  a  big  misstep,  it  could 
bring  the  industry  to  its  knees. 
—  Interview  by  Rodes  Fishluwie 


MODEM  MOUTH 


Besides  the  typical  flower  shows  and 
carnival  rides,  the  county  fair  for  Sil- 
icon Valley  held  a  modem-calling  con- 
test. Last  August  contestants  pressed 
mouth  to  mike  and  imitated  the 
sounds  of  a  typical  56K  modem.  After 
all  the  squeaks  and  beeps,  Josh  Elledge 
was  declared  the  winner,  giving  new 
meaning  to  the  term  bandwidth  hog. 
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WE  WERE  DAYS  AWAY  FROM  PO 


AND  MINUTES  FROM  THE  OFFICE  WEBSITE  VIA  INMARSAT 


TODAY,  WHEN  YOU'RE  OUT 

OF 

REACH. 

YOU   CAN 

STILL  BE 

IN  TOUCH. 

COMMUNICATE  VIA  VOICE.  VIA  E 

MAIL.  VIA   FAX 

.  VIA  TELEX. 

VIA  INTERNET.  VIA  VIDEO 

V     1     A          4^, 

Inmarsat^ 

GLOBAL    MOBILE    SATELLITE    COMMUNICATIONS 


(Q  +44  171  728  1 100      ^53  INFORMATION <S>INM«RS*T.0R6     @)  http://WWW.VU-INMIRSAT.ORG 

01998  INMARSAT.  INMARSAT  AND  THE  INMARSAT  LOGO  ARE  TRADEMARKS  OF  INMARSAT.  LONDON,  U.K. 


A  BOATLOAD  OF  DATA 


Quokka  Sports:  Going  Where 

_No  Broadcast  Has  Gone  Before 


In  1995,  as  chief  technology  officer 
for  Australia's  entry  into  America's 
Cup,  Alan  Ramadan  had  to  analyze 
tons  of  raw  data  about  his  sailboat: 
wind  speed,  rudder  angle,  wind 
direction  —  50  separate  variables. 
But  after  the  data  was  analyzed, 
much  of  it  was  tossed  overboard. 
Frustrated,  Ramadan  searched 
for  a  way  to  cash  in  on  these 
"digital  assets."  In  July  1996,  he 
founded  a  company  and  named  it 
after  an  Australian  marsupial.  A  year  later,  his  San 
Francisco-based  Quokka  Sports  was  covering 
an  event  that  ESPN,  the  networks ,  and  even  the 
online  sports  sites  didn't  cover:  all  nine  legs  of 
the  round-the-world  Whitbread  sailing  race.  For 
the  first  time  in  history,  viewers  were  able  to  expe- 
rience—  live  —  this  entire  grueling  eight-month 
event.  Quokka  wired  the  racing  vessels  with  cam- 
eras and  laptop  computers,  which  beamed  data 
via  satellite  to  the  company's  racing  site.  Armchair 
sailors  watched  as  boats  traded  the  lead.  They 


listened  to  audio  and 
read  the  crew's  email 
dispatches.  The  site 
averaged  5  million 
hits  per  day  and  was 
responsible,  through 
sponsorships,  for  most 
of  Quokka's  1 997  rev- 
enues of  $7  million. 
Sailor  Man  Alan  Ramadan  (left  and  below)  of  The  experience  has 

Quokka  Sports  saw  the  lucrative  potential  of  "digital    convinced  Ramadan 
assets"  while  chief  of  technology  for  a  sailboat.  t^at  ^e  potential  for 

selling  digital  assets  is  nearly  endless.  Quokka 
plans  to  expand  beyond  sailing  to  cover  other 
adventure  sports.  In  the  process,  it  could  change 
the  way  we  pay  for  and  experience  sports.  How 
much,  after  all,  would  it  be  worth  to  listen  to  a 
coach  talk  to  his  players  via  a 
wireless  mike?  And  how  would 
the  thrill  of  victory  change  to 
watch  a  swimmer's  heart  rate 
as  she  strokes  to  Olympic  gold? 
— Alex  Frankel 


PEEPING  ROBOTS 

ILLINOIS  STARTUP  HAS  AN  EYE  FOR  BUSINESS 


A  little  Illinois-based  startup  by 
the  name  of  Perceptual  Robot- 
ics Incorporated  (PRI)  has 
developed  a  way  for  computer 
users  to  remotely  control  a 
camera  (zooming  here,  pan- 
ning there)  and  bring  its 
images  right  to  their  desktops. 


Peeping  Paul  Out  of  research  he  was  conducting 
at  Northwestern  University,  Paul  Cooper  started  a 
company  that  gives  businesses  the  ability  to  see. 


For  businesses,  the  implications 
are  revolutionary  —  from  keep- 
ing close  tabs  on  suppliers  to 
marketing  to  customers. 

Currentiy,  Mercedes-Benz 
customers  are  using  PRI's  tech- 
nology to  poke  around  the 
company  museum  and  will  soon 
be  able  to  view  an 
assembly  line  in  action. 
One  large  aerospace 
company  is  keeping 
close  tabs  on  suppliers 
that  are  manufacturing 
parts  for  its  airplanes. 
These  efforts  repre- 
sent PRI's  quickest- 
growing  revenue  streams. 
But  to  date,  much  of  its 
income  (estimated  to 
.  Si  million  in 
n-.e  from 
the  nc      ledia  market. 
This  ye;      lie  NBA  used 
PRI  technology,  which 


costs  anywhere  from  $6,000  to 
$21,000,  to  "televise"  its  finals 
and  the  All-Star  Weekend.  Mul- 
tiple cameras  were  set  up,  and 
computer  users  not  only 
watched  the  play-by-play  but 
scanned  for  celebrities  next  to 
center  court.  The  company  has 
about  12  employees,  and. ..yes, 
they  take  advantage  of  the  tech- 
nology in  the  office.  In  fact,  the 
wife  of  CEO  Paul  Cooper,  39, 
uses  a  camera  to  make  sure  her 
husband  isn't  indisposed  before 
she  calls  him  on  the  phone. 

"What  we  are  trying  to  do 
is  extend  people's  ability  to  see," 
says  Cooper.  And  what  about 
the  possibility  of  invading  peo- 
ple's privacy  in  the  process? 
"We  certainly  are  not  in  the 
business  of  facilitating  some 
jOrwellian  kind  of  thing." 

Mrs.  Cooper  may  not  agree. 
L —  F.rir  W  Pfriffpr 
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Where  the  Chips  Are 

No  need  to  tell  Buzz 
Cardozo  that  a  Motorol 
68HCT-series  computer 
chip  is  in,  of  all  unliker 
places,  a  parachute.  He 
knows.  It  saved  his  life. 
The  chip,  located  in  the 
Cybernetic  Parachute 
Release  System,  manu- 
factured by  German- 
based  Airtec,  instantly 
sends  an  electronic 
impulse  to  deploy  the 
reserve  chute  once  the 
parachutist  is  danger- 
ously close  to  the 
ground.  For  Cardozo 
the  chute  was  activated 
after  he  was  knocked 
unconscious  in  a  routine 
skydiving  jump.  "Fortu- 
nately," he  says,  "I  landec 
in  a  grassy  place,  rather 
than  a  pond,  because  I 
was  still  unconscious 
when  I  landed." 
Megablight:  How  is 
Microsoft  combating  its 
bloatware?  (Its  Excel  97 
spreadsheet  program 
alone  has  twice  as  many 
megabytes  as  its  prede- 
cessor.) With  another 
feature:  the  adaptive 
user-interface,  which 
"visually  represses  the 
tools  you  don't  use,  until 
you  need  them."  And 
you  thought  the  dancing 
paper  clip  was  irritating. 
Stupid  Investors:  In  July 
CitySearch  announced 
its  IPO,  and  Web-crazed 
investors  pounced  —  but 
on  a  different  company. 
The  trading  volume  of 
CityScape,  a  mortgage 
firm,  increased  sixfold. 
For  their  efforts,  investors 
got  a  stock  worth  a 
measly  6  cents  a  share  in 
a  company  that  may  file 
for  Chapter  1 1 . 

—  Rodes  Fishburne 


Plug  it  in,  turn  it  on.  Now  adding 
network  storage  is  a  Snap! 


A  "  idvi  !'•  at  riendon  Data  Ira 


;d  CompUSA  and  CDW  are  trademark*  of  their  respective  comp 
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Starting  at  just  $995,  the  Snap!  Server"  from  Meridian  Data  is  everything  you  want  in  a  storage  server 

ft  comes  preconfigured  to  recognize  your  network,  so  you  really  can  just  plug  it  in  and  turn  it  on  —  with  no 

downtime  for  your  existing  servers.  And  with  prices  ranging  from  $995  for  the  4  GB  server  to  1 2  GB  for  $  1 795, 

Snap!  Server  redefines  network  storage,  offering  the  perfect  combination  of  quick  and  easy  installation  at  prices 

never-before-seen  for  a  file  server  In  fact,  Snap!  Server  is  so  hassle-free,  it  comes  with  an  unconditional 

30-day  money-back  guarantee.  And  now,  you  could  win  a  Snap!  Server  just  by  visiting  our  web  site 

at  www.snapserver.com/forb  or  simply  call  1-888-343-SNAP  ext.  700. 


ft  Meridian 

Network  Storage  Made  Simple 


COMP 


1-800-CompUSA 


Not  a  follower. 
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In  1997,  NEC  registered  more  patents 
an  all  but  two  of  the  top  250  technology 
and  manufacturing  companies. 


You  never  know  what  NEC  will  come  up  with  next.  That's  because  we're  at  the  heart  of  developments  in  the  integrated 
technologies  of  multimedia:  The  computers  and  Internet  servers  that  can  make  web  storefronts  and  other  virtual 
companies  possible.  The  communications  systems  and  imaging  devices  that  enable  second-graders  in  Mexico  to  share 
lessons  with  classmates  in  London.  The  semiconductors  that  tell  your  bank  in  Iowa  how  many  lire  you  just  withdrew  from 
a  cash  machine  in  Milan. 


And  we're  developing  a  whole  new  generation  of  display  technologies  that  can  bring 
fossils  or  other  objects  to  life  by  surrounding  them  with  3D  text  and  graphics. 

Discover  the  world  of  multimedia.  Because  it's  your  world.  And  NEC  multimedia  can 
help  you  run  it.  WWW.neC.com   1.800.338.9549 

Source:  1997  Registered  US-  Patents  -  US  Patent  and  Trademark  Office 
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The  e-commerce  revolution  is  near... 
are  you  prepared?  By  Geoff  Baum 


Investing  in 

Instant  Gratification 


Ordering  books  at  Amazon.com  isn't 
good  enough  anymore.  I  want  instant  grat- 
ification. So  while  I  was  forced  to  sit  and 
wait  for  the  CDs  I  bought  from  N2K's  Music 
Boulevard  last  week,  I  decided  to  spend  my 
time  doing  a  little  digging. 

Internet  commerce  is  booming,  but  so 
far  more  than  75%  of  Web-based  transac- 
tions are  from  one  business  to  another. 
That's  great  for  Dell  Computer,  Cisco  Sys- 
tems, and  GE,  which  use  the  Web  to  boost 
their  bottom  lines  by  eliminating  costly 
overhead.  But  it  doesn't  do  much  for  con- 
sumers. Relatively  small  consumer  orders 
haven't  justified  the  necessary  but  massive 
upgrades  of  communications  infrastructure. 

Happily,  this  will  change  soon.  New 
broadband  technologies  will  cut  band- 
width prices  drastically  and  initiate  huge 
volumes  of  consumer-based  e-commerce 
transactions.  Of  course,  not  every  product 
will  lend  itself  to  digital  delivery,  but  savvy 
market  players  interested  in  e-commerce 
should  keep  these  investment  possibilities 
in  mind: 

Music:  Download  your  favorite  group's 
latest  record  or  mix  and  match  songs  from 
the  more  than  2,000  offered  at  Liquid 
Audio's  Liquid  Music  Network.  Don't  like 
the  entire  album?  That's  okay.  Then  buy 
only  the  songs  you  like,  for  about  $1.50  each. 
Once  the  music  lands  on  your  hard  drive, 
you  can  listen  to  it  immediately  through  a 
networked  stereo  or  burn  your  own  custom- 
ized CD  using  Platinum  Technology's  new 
recordable  system  available  later  this  year. 
Other  companies  to  watch:  CDnow,  My-CD, 
and  Tunes  Network. 

Television:  You  thought  My  Yahoo  was 
cool?  Get  ready  for  My  TV.  Watch  what  you 
want,  when  you  want.  Maybe  you'll  pay  for 
commercial-free  viewing.  Maybe  you'll 
download  targeted  advertisements  to  re- 
ceive the  programs  at  no  cost.  Either  way, 
it  sure  beats  the  networks'  dictating  your 
schedule.  Paul  Allen's  hefty  $4.5  billion 
acquisition  of  cable  systems  company 


Charter  Communications  and  Microsoft's 
WebTV  Networks  subsidiary  both  un- 
derscore a  trend  that  is  blurring  the  lines 
between  television  and  the  Internet.  Over 
the  next  few  years,  look  for  the  two  media 
to  converge  into  one  powerful  consumer 
tool.  Other  companies  to  watch:  Intertainer, 
Broadcast.com,  RealNetworks,  CNET. 

Movies:  Tired  of 
making  trips  to  Block- 
buster? Don't  worry.  In 
the  near  future,  movie 
buffs  will  be  able  to 
download  videos  di- 
rectly to  their  homes. 
The  technology  is 
here  —  Time  Warner 
began  limited  trials  of 
video-on-demand  in 
1994.  No  more  late 
fees,  and  you  don't  have 
to  rewind  the  tape:  It's 
all  digital.  That's  one  reason  AT&T  will 
spend  $48  billion  to  buy  cable  giant  TCI  and 
why  Hollywood  Entertainment  acquired 
Reel.com  in  a  catch-up  move  late  last  sum- 
mer. And  you  don't  think  @Home's  market 
cap  is  more  than  $5  billion  for  its  customer 
base,  do  you?  They've  got  a  measly  147,000. 
The  market  knows  what's  coming  and  so 
should  you.  Other  companies  to  watch:  DIVA 
Systems,  C-Cube,  Adelphia. 

Books :  Amazon.com  is  cool,  but  it  could 
be  cooler.  Just  imagine  this.  In  the  future 
you're  reading  a  book  review.  You  click  on 
the  book's  title,  downloading  the  text 
instantly  to  an  electronic  gizmo  from  Soft- 
Book Press  (available  later  this  year).  Want 
to  make  digital  notes  in  the  book  while 
reading?  Write  away.  Rather  listen  to  a  text 
while  commuting?  Audible  Incorporated 
already  markets  downloadable  books.  Other 
companies  to  watch:  Everybook,  Nuvo- 
Media,  Cyberbookstore. 

Stocks:  This  new  kind  of  friction-free 
e-commerce  has  already  made  waves  in  cer- 
tain niche:    Take  online  trading.  Compa- 


Not  every  product 
will  lend  itself 

to  digital  delivery 
but  just  think  of  all 

the  possibilities. 


nies  such  as  E-Trade,  Charles  Schwab, 
and  Fidelity  Investments  slash  transaction 
costs  while  completing  stock  trades  in 
a  matter  of  seconds.  It  beats  placing  an 
order  through  your  broker.  In  1997,  some 
17%  of  all  retail  trades  were  already 
conducted  online,  and  discount  broker 
Schwab  reports  that  half  of  its  125,000 
average  daily  trades 
are  currently  executed 
via  the  Internet.  Other 
companies  to  watch: 
Ameritrade,  Web  Street 
Securities,  SureTrade. 
Software:  Another 
success  story — A  cus- 
tomer wants  the  new 
version  of  Intuit's 
TurboTax,  goes  to 
Beyond.com  (formerly 
Software.net)  and  down- 
loads the  program.  The 
user  continues  to  work  on  a  PC  while  the 
software  downloads  in  the  background. 
After  installation,  the  customer  can  easily 
have  his  taxes  calculated  automatically,  print 
ready-to-file  forms,  or  file  electronically. 
When  you  compare  this  to  the  software- 
shopping  model  of  yesteryear,  the  pure 
digital  transaction  is  the  hands-down 
winner.  Other  companies  to  watch:  Egg- 
head.com,  Cyberian  Outpost,  and  Software 
Unboxed. 

Until  now,  e-commerce  has  been  all 
about  trying  to  improve  on  the  things  we 
already  do.  That's  the  tip  of  a  very  large  ice- 
berg. The  big  money  will  be.  made  by  e- 
merchants  who  target  new  ways  to  use 
Internet  technology  to  attack  a  vulnerable 
and  mature  industry  niche. 

As  an  investor,  keep  your  eyes  open.  The 
digital  steamroller  is  coming,  and  it's  far 
better  to  be  in  the  driver's  seat  than  wan- 
dering down  the  middle  of  the  road.       ■ 

Geoff  Baum  is  a  cofounder  of  garage.com,  a  high  tech 
capital  firm  that  specializes  in  startup  finance.  He  may 
hold  financial  positions  in  companies  listed. 
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I  FOUND  THIS  ON  THE  INTERNET... 

It  beats  listening  to  my  broker's  "sure  thing"  everyday. 

Datek  is  only  $9.99  per  trade,*  and  I  get  free  news,  research  and  unlimited  real-time  quotes. 
Making  my  own  investment  decisions  has  never  been  easier. 
They  update  my  account  instantly  and  provide  me  with  what  I  need  to  manage  my  own  portfolio... 

now  I've  got  a  tip  for  my  broker. 


DATEK 

online  www.datek.com 


TRADE    NOW    M 


•  All  internet  trades  up  to  5  000  shares  are  only  S9 99.  Your  commission  is  waived  if  your  marketable  order  is  not  executed  within  60  seconds.  Some  restrictions  apply  Please  check  our  website  for  more  details  Average  execution  time  on  marketable  orders 
is  less  than  10  seconds  las  of  6/1/981  Trade  Now  .s  a  servicemark  of  Datek  Online  Orders  executed  through  Oatek  Online  Brokerage  Services  Corp.,  member  NASD/SIPC/Boston  Stock  Exchange.  01998  Datek  Online  Brokerage  Services  Corp. 


NEXT  YEAR,  70%  OF  YOUR  PEERS  WILL 

SCALE  BACK  BECAUSE  THEY  CAN'T  FIND 

ENOUGH  TRAINED  PEOPLE. 


, 


TRY  EXPLAINING  THAT  TO  YOUR 
SHAREHOLDERS. 

According  to  the  latest  Coopers  &  Lybrand  study,  the  fastest-growing  companies 
may  cancel  growth  plans  and  delay  expansions  in  a  scramble  to  find  trained  staff. 
Yet  all  the  guaranteed  training  you  need  can  be  a  single  phone  call  away 

As  the  world's  largest  network  of  authorized  training  centers,  with  more  than  200 
locations  around  the  globe,  New  Horizons  Computer  Learning  Centers®  offer  more 
classes  than  anyone  else.  Our  professional  instructors 
are  rated  by  every  student,  every  day.  And  our  help 
desk  is  available  for  desktop  support  24  hours,  365  days  a  year. 

To  see  how  our  guaranteed  training  can  keep  your  sharehold 
ers  happy,  call  1  800  PC-LEARN  or  visit  www.newhorizons.com 
for  your  free  guide,  choices  for  the  real  world. 


O  1998  New  Horizons  Computer  Learning  Centers.  All  trademarks  art'  the  property  of  their  respective  owners. 
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New  Horizons 

Computer  Learning  Centers 


BUSINESS  AT  WEB  SPEED 


Net  vs. 
Norm 


In  its  quest  to  beat  Vegas  at  its  own  game, 

online  gambling  is  facing 
I     ■  stiff  odds. 

m 


By  David  H. 


Stacked  Deck  Online  casinos  can  duplicate  the  basic  mechanics  of  any  form  of  real 
casino  gambling,  including  ever-popular  video  poker.  But  is  that  enough? 


The  Nevada  Casino  is  classically 
cheesy,  with  misspelled  signage 
and  only  three  types  of  slots.  But 
it  has  the  standard  games  with  the 
standard  payoffs,  there  are  no 
waits  at  the  tables,  and  the  slots 
celebrate  your  winning  pulls  with  merry 
jingles.  Best  of  all,  the  casino  is  open  24 
hours  a  day  in  your  living  room,  or  office, 
or  wherever  you've  got  a  PC.  It's  an  online 
gambling  site  —  one  of  hundreds  that  have 
sprung  up  in  the  past  few  years. 

Despite  the  fuss  over  online  compa- 
nies that  sell  books,  CDs,  and  cars,  the 
market  for  Internet  gambling  will  likely 
dwarf  them  all.  And  despite  new  legisla- 
tion, the  government  won't  be  able  to  stop 
it.  Last  year,  in  America  alone,  people 


wagered  more  than  $600  billion.  Legally 
wagered,  that  is;  another  $80  billion  worth 
in  bets  were  placed  with  bookies.  And 
that's  despite  enormous  obstacles:  In  the 
United  States,  the  opportunities  for  real- 
world  wagering  are  limited  either  by  geog- 
raphy—  casinos  are  only  permitted  in  half 
the  states  (unlike  Japan,  for  instance, 
where  gambling  is  legal  nationwide  and 
the  Japanese  put  $300  billion  into  Pachinko 
machines  annually)  —  or  by  the  various 
inconveniences  that  attend  doing  business 
with  criminal  enterprises. 

Now,  to  all  this,  throw  in  the  fact  that 
the  basic  mechanics  of  gambling  essen- 
tially comprise  a  pure  transfer  of  infor- 
mation that  can  be  perfectly  replicated 
with  bits.- 


But  for  all  its  promise, 
Internet  wagering  faces  a  series  of  unique 
barriers.  It's  ripe  for  fraud,  or  at  least  the 
perception  of  fraud.  It  could  lead  to  an 
explosion  of  already  widespread  compul- 
sive and  underage  gambling.  And  the  law 
is  gunning  for  it,  not  just  over  these  con- 
cerns but  also  over  turf:  A  growing  num- 
ber of  state  budgets  and  economies  are 
running  their  own  confidence  games 
called  lotteries. 

But  the  biggest  challenge  to  the  prom- 
ise of  online  betting  is  that,  like  eating  and 
sex,  the  sweat  and  thrill  —  the  gestalt  —  of 
gambling  may  not  easily  be  reduced  to  an 
efficient  virtual  version.  And  that's  why 
online  gambling  bears  watching:  It's  an 
experiment  in  what  happens  when  you  try 
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to  disentangle  a  simple, 
highly  desirable,  and 
otherwise  Web-friendly 
product  from  the  rich, 
profoundly  physical  en- 
vironment in  which  it's 
embedded. 

THE  REAL  THING 

I  am  buttonholing  gam- 
blers at  the  vast,  state- 
of-the-art  casino  at  the 
Luxor  resort  in  Las 
Vegas.  I  start  at  the  slots, 
where  hundreds  of  peo- 
ple sit  glassy-eyed  and 
slack-jawed,  mechani- 
cally feeding  nickels  and 
quarters  from  plastic 
cups  into  the  machines, 
often  wearing  gloves  to 
protect  their  fingers 
from  the  accumulated 
funk  of  thousands  of  coins.  No  one  will 
talk  to  me;  most  won't  even  look  at  me.  I 
blurt  out  the  question  about  the  Internet 
to  several  dozen  people,  and  those  who 
don't  ignore  me  simply  shake  their  heads. 

Finally,  I  approach  a  tall,  confident- 
looking  man  in  his  40s  who  has  just  left 
the  slots  to  cash  in.  He  is  Tim  Quigg,  an 
affable  construction  business  owner  from 
Aberdeen,  Washington,  who  comes  to 
Vegas  every  year  with  his  wife  and  three 
children.  "If  I  lose  a  hundred  bucks  here, 
it's  a  lot,"  he  says.  Would  he  gamble  on- 
line? I  ask.  He  looks  at  me  like  I've  sug- 
gested he  have  his  pancreas  removed  by 
Web  surgery. 

I  don't  have  any  trouble  finding  people 
to  talk  at  the  blackjack  and  especially  the 
craps  tables,  which  by  their  nature  tend  to 
draw  a  more  outgoing  lot.  At  one  craps 
table  I  speak  to  Paul  Bodnar,  fifty-ish,  of 
McKeesport,  Pennsylvania,  here  with  his 
fiancee  on  what  turns  out  to  be  a  quarterly 
pilgrimage  to  the  mecca  of  gambling.  He 
says  the  only  places  he  likes  to  gamble  are 
Las  Vegas  and  cruise  ships.  Gambling  on 
a  PC?  No  way,  he  says,  frowning.  "Where's 
the  atmosphere?"  pipes  up  his  fiancee.  1 
turn  my  attention  to  her,  but  she  quickly 


Leaving  Las  Vegas  Real 

casinos  are  glittering,  noisy, 

sensory  overload  tanks.  Online 

casinos  are  just  pictures  on  a 

screen — but  you  can  enter  them 

anytime  from  the  quiet  of  your  living  room. 


asks  not  to  be  identified.  "She  mosdy  plays 
the  slots,"  Bodnar  explains. 

The  best  way  to  understand  what  the 
online  casino  industry  is  up  against  is  to 
stand  facing  west  at  the  corner  of  Trop- 
icana  Avenue  and  Las  Vegas  Boulevard  — 
the  infamous  Strip.  Directly  in  front  of 
you  is  the  New  York  City  skyline,  com- 
plete with  a  Statue  of  Liberty  and  Brook- 
lyn Bridge,  as  lovingly  rendered  in 
one-third  scale  by  the  New  York-New 
York  resort-casino.  Behind  you  is  the 
MGM  Grand,  a  shimmering  contempo- 
rary palace  fronted  by  a  massive  "liquid- 
gold"  mirrored  lion  and  a  brilliant  video 
screen  taller  than  a  house.  To  your  left  is 
Excalibur's  medieval  casde,  with  its  joust- 
ing knights,  and  just  beyond  that  the 
high  tech  Luxor  pyramid  and  ersatz 
Cleopatra's  Needle. 

Inside  the  resorts,  the  splashy,  crassy 
fantasy  nearly  spins  out  of  control.  Steam 
spews  out  of  manhole  covers  in  New  York- 
New  York's  reconstruction  of  bustling, 
1930s  downtown  alleys,  while  a  Coney 
Island  roller  coaster  thunders  overhead. 
Robotic  birds  and  a  simulated  thunder- 
storm sturm  und  drang  at  the  MGM 
Grand's  Rainforest  Cafe.  And  every  place 


offers  motion-simula- 
tion rides,  large-screen 
attractions,  flashy  malls, 
and  an  array  of  high- 
energy  restaurants. 

Oh,  and  yes,  they 
also  have  gambling. 

The  layouts  of  the 
major  resorts  are  dis- 
orienting, and  inten- 
tionally so.  There  are 
few  signs  or  landmarks 
to  set  your  compass. 
And,  of  course,  no 
clocks.  It  doesn't  matter 
how  carefully  you  look 
or  which  employees  you 
ask:  If  you  want  to  get 
somewhere  else,  you're 
going  to  end  up  wan- 
dering past  a  large  frac- 
tion of  everything  the 
resort  has  to  offer  — 
most  notably,  the  brilliant,  perpetual 
midnight  of  the  casino,  where  a  universe 
of  clacking,  singing  slots  and  crisp  deal- 
ers and  croupiers  beckons. 

Even  if  you  manage  to  escape,  you're 
not  really  free  to  wander  the  neighborhood. 
Tunnels,  walkways,  pedestrian  bridges,  and 
monorails  quickly  and  inevitably  dump 
you  into  another  resort.  In  the  end,  all  that 
matters  is  the  endless,  random  ricochet 
from  one  offering  to  another,  which  pauses 
only  for  an  instant  when  you  stop  to  sam- 
ple whatever  catches  your  eye. 
Sound  familiar? 

It's  Net  surfing.  Las  Vegas,  born  in  the 
same  year  as  the  electronic  computer,  is 
the  ultimate  Web  site,  rendered  in  3D  that 
you  can  touch  and  taste.  It's  a  reverse  sim- 
ulation: not  an  imitation  of  reality,  but  the 
realization  of  fantasy. 

THE  MONEY  MACHINE 

The  escapism  —  not  gambling  in  and  of 
itself —  is  why  Las  Vegas  is  thriving,  says 
James  Murren,  the  preppy-looking  CFO 
of  MGM  Grand.  Comfortably  ensconced 
in  an  expansive,  sports-memorabilia-laden 
lair  within  the  resort's  plush  but  sur- 
prisingly conservative  corporate  offices, 


Tim  Quigg,  a  construction  business  owner,  comes  to  Las  Vegas  every  year  with 
his  wife  and  three  children.  Would  he  gamble  at  an  online  casino?  He  looks 
at  me  like  I've  suggested  he  have  his  pancreas  removed  by  Web  surgery. 
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G  ENERGY 


ITHOUT  ONLINE 
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G  INFORMATION 


IS  LIKE  JUMPING  ROPE  WITH 


DOWNED  POWER  LINES 


if  you're  making  energy  decisions        energy  information  services.  Get  your        should  be  doing,  too.  In  fact,  we're  adding 

without  detailed  usage  information,  you're        energy  usage  profiles,  24  hours  a  day.         f nearly  100,000  meters  a  month  to  the 

probably  paying  too  much.  That's  why  you  need        And  use  this  information  to  run  ^^^  over  one  million  meters  already 
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wasting  energy  playing  games. 
Once  we  connect  your  meter(s) 
to  our  network,  you'll  have  online 
access  to  a  world  of  invaluable 


mytnergytirio.com     ~ZZ.~ 


Get  online  access  to  your 
energy  usage  profile— 24  hours  a  day. 


C1998  CellNti  Dau  Syam 


125  SHOREWAY  ROAD     SAN  CARLOS    CA    94070 


Net  vs. 
Norm 


Murren  ticks  off  some  enviable  vitals: 
70,000  people  a  day  graze  through  the 
resort's  114  acres;  5,005  hotel  rooms  are 
operating  at  98%  occupancy.  The  resort 
cost  $1  billion  five  years  ago,  and  now  the 
company  is  about  to  spend  another  $550 
million  to  freshen  its  look.  "We've  got  to 
keep  the  level  of  excitement  high,"  he 
explains.  After  all,  he  points  out,  the  level 
of  competition  is  rising,  with 
a  host  of  new  themed  resort- 
casinos  springing  up  nearby 
in  the  coming  months  and 
years,  including  the  Venetian 
(think  canals),  Paris  (think 
Eiffel  Tower),  and  Mandalay 
Bay  (think  palm  trees  and 
Singapore  slings). 

But  hasn't  Vegas  been 
diminished  by  the  flood  of 
casinos  opening  up  around 
the  country? 

Apparently  not.  Thirty 
million  people  visited  Vegas 
last  year,  and  about  25% 
of  them  were  first-timers. 
Increasingly,  says  Murren, 
people  are  coming  to  town  to 
enjoy  both  casino  and  non- 
gambling  attractions.  That's 
why  the  leading  resorts  have 
jacked  up  prices  from  the 
artificially  low  levels  that  tra- 
ditionally drew  players  and 
were  subsidized  by  gambling  profits. 
"Five  years  ago,  hotel  margins  were  10%, 
food  and  beverage  operations  were  run 
at  break-even,  and  entertainment  lost 
money,"  says  Murren.  "Today  those  mar- 
gins are  all  in  the  mid-20s.  We  make 
money  on  every  single  department." 

As  a  result,  the  percentage  of  major 
Vegas  resort-casino  profits  that  come  from 
gambling  has  fallen  from  about  80%  10 
years  ago  to  about  60%  today  and  is  ex- 
pected to  flatten  out  at  about  50%  a  few 
years  hence.  There  are  plenty  of  advan- 
tages to  that  shift.  Nongambling  operations 
are  less  regulated,  less  subject  to  public  dis- 
approval, and  less  easily  duplicated. 

Online  gambling,  of  course,  dr  Drees 
the  act  of  betting  from  all  the  glitz,  not 


to  mention  the  stimulation  of  fellow 
gamblers.  It  might  appeal  to  compulsive 
gamblers,  says  Murren,  but  that  group  is 
a  losing  bet  anyway.  Aside  from  the 
inherent  ugliness  and  bad  PR  of  cus- 
tomers betting  away  their  life  savings 
in  a  blur  of  addiction,  it  is  a  rare  com- 
pulsive gambler  who  can  afford  to  return 
to  Vegas  year  after  year  and  bet  big. 


Somebody  Stop  Me  Online 
casinos  may  have  the  greatest  appeal 
to  compulsive  gamblers  who  just 
want  the  action,  with  or  without  the 
crowds.  But  compulsive  gamblers 
eventually  run  out  of  money. 


Anthony  Cabot,  a  lawyer  specializing 
in  gaming  with  the  Las  Vegas  law  firm  of 
Lionel,  Sawyer  &  Collins,  is  also  dubious 
about  the  prospects  for  Internet  casinos. 
"The  bottom  line  is  the  experience  online 
is  not  the  same  as  the  experience  in  the 
casino,"  he  says.  "There's  something  to 
the  experience  of  leaning  over  the  craps 
table  on  a  hot  run  with  [people]  cheer- 
ing all  around  you.  For  every  person 
who  wants  to  play  on  a  computer,  there 
are  far  more  who'd  rather  go  to  Vegas  and 
try  the  real  thing." 

BETTING  ON  CYBERSPACE 

Claude  Levy,  founder  of  Las  Vegas  Casino 
(www.lasvegascasino.com)  concedes  that 
real-world  casino  visitors  aren't  going  to 


move  to  the  Internet  in  a  big  way.  "No- 
body's going  to  cancel  their  trip  to  the 
casino  to  stay  home  to  gamble,"  says  Levy, 
who  runs  more  than  60  online  casinos 
from  his  bases  in  England  and  Belgium. 
"They  want  the  atmosphere  and  the 
nightclubs  and  the  good  food.  It's  a  good 
time  that  you  can't  have  online." 

But,  he  argues,  not  everyone  is  close 
enough  or  affluent  enough  to 
be  able  to  dash  out  to  a  casino 
every  time  he  or  she  gets  the 
urge  to  gamble,  adding  that 
even  a  fraction  of  the  money 
that  might  have  gone  toward 
plane  tickets,  a  hotel  room, 
food,  and  shows  would  keep 
a  person  in  virtual  chips  for 
many  hours.  And  while  on- 
line gambling  may  not  have 
the  full  appeal  of  a  real 
casino,  he  notes,  lottery  tick- 
ets seem  to  do  pretty  well 
without  buffet  meals,  lounge 
acts,  and  boisterous  crowds. 
"Even  online  you  still  have 
the  excitement  of  playing 
and  winning,"  he  says.  "The 
moment  you  start  to  play  for 
real  money,  the  adrenaline 
starts  to  pump."  He  insists 
there's  nothing  necessarily 
compulsive  about  it,  suggest- 
ing that  most  people  who 
gamble  will  do  it  curled  up  "in  front  of 
their  Web-TV,  with  their  families." 

Starting  a  viable  online  casino  costs 
between  $500,000  and  $1  million.  That 
includes  $50,000  to  $100,000  for  a  license 
from  one  of  the  several  Caribbean  nations 
that  have  legalized  online  gambling,  most 
prominently  Antigua  and  the  Dominican 
Republic.  (Australia  will  give  you  a  more 
stable  venue  for  half  a  million  bucks,  and 
now  even  Germany  is  eyeing  the  casino- 
licensing  market.)  The  software  gambling 
"engine" — everything  but  the  Web  de- 
sign —  can  be  bought  from  any  of  several 
vendors  for  $300,000  to  $500,000,  or 
leased  in  exchange  for  a  cut  of  20%  to 
50%  of  the  revenues.  If  you  want  to  build 
your  own  software  from  scratch,  plan  on 


Aside  from  the  inherent  ugliness  and  bad  PR  of  addicted  customers 
betting  away  their  life  savings,  it  is  a  rare  compulsive  gambler 
who  can  afford  to  return  to  Las  Vegas  year  after  year  and  bet  big. 
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Who  Stands  Behind  youR 


ICSA,  Inc.  has  been  leading  the 
charge  for  greater  computer  security 
assurance  and  computer  security 
product  certification  since  1989. 

Using  the  knowledge  and 
expertise  we've  gained,  we  provide 
the  most  comprehensive  network 
security  assessment  and  certification 
services  around. 

In  fact,  we're  the  industry's 
only  objective  authority.  There's  no 
hidden  sales  agenda.  Just  an  honest 
assessment  of  your  Internet  perimeter 
vulnerabilities  plus  recommendations 
on  how  to  fix  them.  And  with  our 
regular  security  updates  and  spot 
checks,  you'll  continue  to  fend  off 
new  threats  and  protect  your 
'jf*  important  information. 

Get  ICSA  behind  your  network 
security.  Visit  www.icsainc.com 


The  security  assurance  company 


Net  vs. 
Norm 


S5  million  to  $40  million,  and  years  writ- 
ing code.  Throw  in  SI 0,000  to  $100,000 
for  the  Web  design,  and  you're  in  business. 
Except  for  some  Web  design  ele- 
ments, Levy's  60  casinos  share  almost 
everything,  so  his  incremental  costs  for 
setting  up  additional  casinos  are  a  mere 
$10,000  or  so.  By  leveraging  his  invest- 
ment over  many  sites,  he  helps  assure  that 
he  has  good  presence  on  the 
most  popular  search  engines 
and  can  offer  his  customers 
the  chance  to  feel  like  they're 
casino  hopping  without  los- 
ing them  to  a  competitor.  He 
runs  his  entire  operation  with 
15  full-time  people,  bringing 
in  as  many  as  a  dozen  con- 
tractors as  the  need  arises.  He 
banner-advertises  heavily, 
paying  for  all  of  it  with  a 
commission:  The  sites  that 
run  his  ads  get  20%  of  every- 
thing spent  on  chips  by  any 
bettors  who  click  on  the  ads. 
He's  incorporated  in  the 
United  States  and,  because 
of  the  higher  bandwidths 
available  on  U.S.  soil,  hosts 
the  Web  sites  themselves 
on  U.S.  soil.  But  the  actual 


end  up  pulling  in  about  30%  of  what  the 
gambler  puts  at  risk.  If  Levy's  figures  are 
accurate,  he'll  be  taking  in  about  $55  mil- 
lion this  year  in  revenues. 

I  try  one  of  his  sites.  I  have  to  register 
and  give  a  credit  card  number,  and  am 
required  to  order  a  minimum  of  $14.95 
in  chips  to  gamble.  If  I  don't  return 
within  60  days,  I  can  expect  to  forfeit 


Adult  Disneyland  More  and 
more  of  Las  Vegas's  profits 
come  not  from  gamblers  but 
sightseers  ogling  the  high  tech  kitsch. 

bet-processing  and  gaming  software  runs      my  balance. 


on  machines  in  the  Caribbean,  where 
they're  legal. 

Competition  is  becoming  fierce;  there 
are  now  at  least  200  gambling  sites.  Get- 
ting reliable  revenue  and  profit  figures 
from  these  generally  shadowy  enterprises 
is  dicey,  but  one  company,  Interactive 
Gaming  &  Communications,  is  publicly 
held.  Last  year  the  corporation  claimed  to 
have  made  $43.9  million  in  revenues,  with 
a  profit  of  $1 .6  million.  But  the  vast  major- 
ity of  other  operations  seem  far  less  estab- 
lished. Levy  says  his  traffic  has  been 
doubling  every  month  since  he  opened 
last  January,  and  by  this  month  he  was 
projecting  that  about  5,000  people  a  day 
would  be  visiting  his  sites.  The  average 
customer  returns  about  once  a  week,  he 
says,  and  usually  gambles  between  5100 
and  S 1 50.  Like  real  casinos,  Levy's  casinos 


The  preparatory  transactions  go 
smoothly,  and  within  a  few  minutes  I  am 
playing  the  slots.  There  are  no  spinning 
wheels;  when  the  "pull  handle"  button  is 
clicked,  the  page  shows  the  result  of  the 
spin.  With  my  high-speed  Internet  con- 
nection, I  find  I  can  do  nearly  two  pulls 
per  second.  Gambling  the  minimum  20 
cents  per  pull,  and  factoring  in  my  occa- 
sional winning  pulls,  I  calculate  I  am  los- 
ing money  at  the  rate  of  about  $800  an 
hour.  I  decide  this  is  not  fun  and  move  on 
to  roulette.  This  is  worse  than  the  slots: 
All  the  screen  shows  is  the  table  of  num- 
bers you  can  bet  on,  along  with  the  tra- 
ditional red  and  black  bets.  When  you 
click  to  spin,  it  shows  you  the  winning 
(meaning,  generally,  losing)  number. 

The  site's  version  of  poker,  on  the 
other  hand,  I  find  oddly  compelling.  It's 


similar  to  the  video  poker  slots  that  have 
become  the  rage  in  those  states  where 
they're  legal.  The  hand  is  dealt  and 
all  you  do  is  decide  which  of  five  dealt 
cards  you  want  to  hold.  The  others  are 
changed,  and  if  you  have  a  pair  of 
jacks  or  better,  you  win.  I  lose  at  a  brisk 
clip  and  move  on  to  blackjack,  which 
is  pretty  much  exactly  like  the  casino 
version  without  the  free 
drinks  and  bored  dealer. 
Here  I  do  pretty  well  and 
break  even  after  more  than 
100  hands  —  far  more  than 
I  can  justify  as  research 
for  this  article.  Eventually, 
though,  I  tire  of  the  whole 
thing  and  sign  off  for  good. 
All  in  all,  I'd  say  the  experi- 
ence compares  to  real  casino 
gambling  the  way  a  slide 
show  compares  to  a  movie. 

THESE  CARDS  ARE  MARKED? 

After  the  boredom  factor,  the 
biggest  problem  facing  online 
casinos  is  trust.  How  do  you 
know  the  games  aren't  rigged? 
When  I  was  playing  the  vir- 
tual slots,  I  lost  20  in  a  row  at 
one  point  and  then  I  won  three 
in  a  row.  In  poker,  I  failed  to  get  so  much 
as  a  pair  of  twos  for  eight  hands  in  a  row 
and  then  I  got  a  pair  of  aces  twice  in  a 
row.  In  fact,  such  runs  are  completely  in 
line  with  the  law  of  odds  and  wouldn't 
raise  a  single  eyebrow  in  a  real  casino.  But 
online,  I  found  myself  wondering  if  it's 
really  random. 

Levy  grunts  when  I  tell  him.  He's  heard 
it  all  before  and  is  annoyed.  "Why  would 
a  casino  operator  want  to  fiddle  with  the 
hold?"  he  asks.  (The  hold  is  the  percent- 
age of  the  gamblings  that  a  casino  can  sta- 
tistically expect  to  rake  in  over  the  long 
run.)  "Our  profits  aren't  in  making  an 
extra  1%.  Who  cares  if  a  customer  gam- 
bles away  $500  instead  of  $505?"  Still,  he 
concedes,  customers  seem  to  worry  about 
it.  That's  one  reason  he's  opening  an  online 
sports-book  operation. 

Sports  booking,  which  is  simply  taking 


Not  everyone  can  afford  to  travel  to  casinos.  And  while  online  gambling 
may  not  have  the  full  appeal  of  a  real  casino,  lotteries  seem  to  do  all 
right  without  buffet  meals,  lounge  acts,  and  boisterous  crowds. 
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In  the  past  year,  we've  helped  bring  152  dream  products  to  life.  Yours  could  be  next. 

Got  an  electronic  product  idea  that'll  help  make  the  world  a  better  place?  Cadence  will  do 
whatever  it  takes  to  help  get  it  produced. We  have  the  worlds  most  comprehensive  suite  of 
electronic  design  software.  And  we  can  assist  your  team  with  an  extraordinary  range  of 
services — from  software  education  to  engineering  process  consulting.  We  can  also  design 
electronics  on  your  behalf.The  goal  is  simple:  getting  your  products  to  market  on  time,  on 
spec,  and  at  the  right  price.  As  "The  Design  Realization  Company,™"  we've  assisted 
electronics  giants  like  Compaq  and  Sony  Semiconductor,  as  well  as  emerging  companies 
such  as  Domosys  and  Tundra  Semiconductor.  Give  us  a  call  at  1.800.746.6223  or  visit 
www.cadence.com.  After  all,  isn't  it  time  people  got  in  touch  with  reality? 
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bets  on  sporting  events,  can  only  be 
fixed  by  fixing  the  actual  sporting  event. 
Plus  online  sports  booking  has  another 
advantage:  It's  competing  only  with  tele- 
phone bookie  operations,  which  have  no 
inherent  glamour.  The  entertainment 
comes  from  watching  the  ball  game 
or  race. 

Of  the  $80  billion  wag- 
ered last  year  on  sports,  only 
a  small  percent  of  it  was 
legally  wagered  —  that  is,  in 
the  sports-book  operations 
of  the  Las  Vegas  casinos. 
John  Avello  runs  what  is 
widely  considered  the  slick- 
est operation  in  the  world, 
at  Bally 's  casino.  Standing  in 
the  middle  of  his  betting 
area,  surrounded  by  1 1 
massive  Electrohome  video 
screens  and  210  smaller 
video  displays,  all  showing 
horse  races  and  baseball 
games,  Avello  —  who  actu- 
ally looks  a  lot  like  Robert 
De  Niro  in  the  movie 
Casino  —  is  worried  that 
online  sports-book  opera- 
tions could  represent  a  big 
hit  to  his  revenues.  There's  a  bright  side, 
though,  he  points  out.  "The  people  who 
like  to  bet  on  the  computers  are  pretty 
much  your  more  sophisticated  players," 
he  says,  "so  your  hold  percentage  on 
those  types  of  guys  is  much  less  than  the 
people  who  just  like  to  have  fun  here." 
Translation:  Computer-sawy  sports-book 
bettors  tend  to  win  more,  so  adios  to 
them,  with  no  hard  feelings.  Revenues 
would  go  down,  but  profits  up. 

This  surprising  philosophy  is  borne 
out  by  Steve  Christiansen,  a.k.a.  "The 
Professor,"  as  he  styles  himself  on  his 
business  card.  Christiansen  is  a  42-year- 
old  Vegas  resident  with  a  Krishna-like 
tuft  of  hair  sprouting  from  the  hack  of 
his  head,  who  actually  programs  casino 
gambling  systems  for  a  living.  At  least 
that's  his  day  job.  He  spends  much  of 
the  rest  of  his  time  hanging  out  at 
the  Bally's  sports-book  facility  in  gym 


shorts  and  T-shirt,  glued  to  a  computer 
terminal  that  allows  him  to  bet  on  base- 
ball games  pitch  by  pitch.  "I  look  for 
situational  things,"  he  explains,  "like 
where  you've  got  a  guy  on  first,  and  you 
think  the  batter  is  going  to  bunt,  so  you 
bet  that  it's  going  to  be  a  ground  ball." 


Lucky  Rolls  Claude  Levy  operates  60  online  casinos  that,  according 
to  his  figures,  bring  in  some  $55  million  a  year,  helping  to  finance  his 
car  habit.  Soon  he'll  be  running  an  online  sports-book  operation,  too. 


Would  Christiansen  gamble  from  his 
home  over  the  Internet  if  he  could  bet 
pitch  by  pitch  in  the  same  way?  "Oh,  man, 
that's  what  I'm  hoping  for,"  he  says. 

LAW  AND  ORDER 

Christiansen  probably  will  get  it,  too,  if 
the  government  doesn't  stop  him. 

In  July  the  U.S.  Senate  approved  a  bill 
that  threatens  anyone  who  gambles 
online  with  fines  of  up  to  $  1 ,500  —  or  up 
to  three  times  the  amount  wagered,  if 
greater  —  and  three  months  in  prison. 
The  House  was  expected  to  follow  in 
September.  Some  states  are  hot  to  crack 
down,  too:  Missouri  already  has  indicted 
Interactive  Gaming  &  Communications 
executives,  and  Indiana  and  California 
have  been  rumbling  to  prosecute. 

But  law  enforcement  is  probably 
helpless  to  do  anything  about  online 
gambling.  Sue  Schneider,  chair  of  the 


Interactive  Gaming  Council,  which  rep- 
resents 60  online-gambling-related  busi- 
nesses, insists  that  outlawing  online 
gambling  is  "an  Industrial  Age  solution 
to  an  information  age  question."  The 
Justice  Department  doesn't  seem  to  want 
much  to  do  with  it,  either.  "Nothing 
about  gambling  on  the 
Internet  suggests  that  crim- 
inalizing the  activities  of 
mere  bettors  should  be- 
come a  federal  law  enforce- 
ment priority,"  Deputy 
Assistant  Attorney  General 
Kevin  Di  Gregory  told 
Congress. 

So  online  sports  betting, 
at  least,  might  seem  to  have 
a  healthy  future.  There's  just 
one  little  hitch  for  entrepre- 
neurs like  Levy  looking  to 
score  big  with  it:  If  it  really 
takes  off,  pressure  would 
mount  on  state  gaming  con- 
trol commissions  to  ease 
restrictions  on  online  oper- 
ations. After  all,  why  would 
a  state  like  New  Jersey, 
which  now  derives  1.8%  of 
its  $18  billion  budget  from 
casino  gambling,  want  to  see  offshore 
operators  raking  in  the  "juice"  on  bets 
rather  than  allowing  it  in  state  and  get- 
ting a  cut  of  the  action? 

And  once  other  states  cave  in,  how 
long  would  it  be  before  Nevada  eased  up 
its  draconian  casino  regulations?  That 
would  put  John  Avello  in  the  online 
sports-booking  business.  "Hey,  it  already 
happens  everywhere,  through  bookies,"  he 
says.  "Why  not  here?"  It's  hard  to  imagine 
an  operation  like  Levy's  competing  with 
the  sort  of  Web  site  that  a  Bally's  or  an 
MGM  Grand  would  put  up. 

So  Vegas  may  get  your  money  one  way 
or  another.  And  if  that's  the  case,  you 
might  as  well  get  the  roller-coaster  ride 
around  the  fake  Chrysler  Building  as  part 
of  the  package.  ■ 

David  H.  Freedman  is  a  senior  editor  at  Forbes  ASAP. 
He  is  based  in  Massachusetts.  He  profiled  Realtor.com 
in  the  August  24  issue. 


Sports-book  operations  can't  easily  be  fixed.  Another  advantage:  They're 
only  competing  with  telephone  bookie  operations,  which  have  no  inherent 
glamour.  The  entertainment  comes  from  watching  the  ball  game  or  race. 
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/  or  (i  I  "REE  copy  of  an  object  ire  guide  to  evaluating  retirement  plan  providers 
rail  I-  $00-343-9184  now.  Supplies  are  limited. 


ANY  401(k)  PLAN  WILL  MANAGE  THE  DOLLARS. 
FIDELITY  WILL  HELP  YOU  MANAGE  THE  CHANGE. 


Life  is  change.  Your  company  changes.  Your  employees  and  their  plans  change.  Laws 
change.  Shouldn't  you  have  a  retirement  plan  that  can  anticipate  and  manage  the  change? 

Fidelity  Investments*  the  industry  leader  in  retirement  planning,  has  an  unequaled  track 
record  for  the  innovation  and  commitment  to  grow  and  evolve  with  our  clients.  So  why  trust 
your  retirement  dollars  to  anyone  else?  ^M^   Eiridalitor 

Call  1-800-343-9184  for  details  on  how  Fidelity  can  help   ^0~^  lnuf*<mtntf*nt*m 

make  change  WOrk  for  yOU.  Your  retirement  plan.  Our  full  time  job. 

1-800*343-9184   Ext.  7522,   www.401k.com 


Fidelity  Investments  Institutional  Services  Company,  Inc.  H2  Devonshire  St..  Boston.  MA  02109 
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Canon  Technology  Update: 


For  people  who  playadual  role  in  life,  the^ 


&s-^^ 


For  many  people,  it's  difficult  to  mix  business  with 
pleasure.  For  many  digital  cameras,  it's  impossible,  owing 
to  problems  with  size,  quality,  and  operation. 

Size  is  a  problem  because  many  digital  cameras  aren't 
palm-sized  and  aren't  easy  to  carry  around. 

Quality  is  a  problem  because  mam  digital  cameras  don't 
provide  an  affordable  means  of  taking  great  digiJal  pi , 

And  operation  is  a  problem  because  mam-  digital  cameras 
lack  the  simplicity  required  in  today's  fast-pac  :d  world 

So,  what's  the  solution? 

Something  that's  actually  quite  small:  the 
A5.  Weighing  in  at  8.1  ounces  excluding  ban, 


measuring 
just  4  inches 
wide,  yet  pro- 
ducing 24-bit 
images  in  millions 
of  colors  at  resolutions 
up  to  1024x768  pixels. 

How  it  looks  is  how  it  works. 

It's  small;  it's  beautiful.  It  works  simply;  it  works 
beautifully.  Despite  its  compact  size,  the  PowerShot  A5  is 
loaded  with  breakthrough  technology. 

' ' ■»»*-«— *rh-taro«hi  ©.998  Canon  Inc.    || 
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ttew  digital  camera  which  does  the  same. 


The  low-distortion,  all-glass,  aspherical  Canon  lens 
2js  placed  right  in  the  center  of  the  camera  body,  as  with 
13  a  traditional  point-and-shoot  35mm  camera,  which 
means  you  can  hold  the  PowerShot  A5  with  both  hands 
and  ne\er  worry  about  blocking  the  lens. 

Behind  that  lens,  there's  a  1/3-inch,  810.000-pixel 
CCD  sensor.  And  the  camera  automatically  adjusts 
from  ISO  100  to  ISO  400.  Its  proprietary,  Canon- 
deMgned  signal-processing  IC  is  far  superior  to  the 
software-driven  signal  processing  of  many  other 
digital  cameras.  So  superior,  the  PowerShot  A5  has 
a  between-shots  interval  of  under  four  seconds  for 
high  resolution. 

And  with  its  8MB  removable  CompactFlash'"  memory 
card,  the  PowerShot  A5  can  store  from  44  to  236  images, 
depending  on  the  image-quality  and  JPEG -compression 
modes  selected.  CompactFlash  cards  offer 
tremendous  potential  for 
capacity  expansion. 
They  "re  currently 
available  in  sizes 
from  2- 48MB 
but  future  \er 
sons  may  hold  up  to 
150MB. 


PowerShot  A5  Network 


The  Canon 
PowerShot  A5  utilizes  industry- 
standard  CompactFlash  memory 
cards,  available  in  various  capacities. 


Getting  professional  results  is  child's  play. 

First,  you  set  the  Command  Dial  that  lets  you  choose 
programmed  settings  for  common  photographic  situations 
or  lets  you  override  automatic  settings  for  special  effects. 
The  recessed  lens  cover  (another  first)  automatically 
retracts.  You  look  through  the  optical  viewfinder  or  gaze 
at  the  2-inch  TFT  color  active  matrix  display.  You  press 
the  shutter  button.  And  a  great  photo  happens. 

To  see  that  great  photo,  you  can  plug  the  camera's  serial 
cable  into  your  Windows®  or 
Macintosh^  computer  and  print 
images  on  a  Canon  Color  Bubble 
Jet  printer.  Also,  you  can  view 
images  on  a  TV  set,  with  the 
provided  video-out  cable.  Or  you 
can  insert  the  CompactFlash  card 

Canon 's  new  PowerShot  A5  digital  camera. 


PowerShot  A5 


BJC  Printer 

m  r~"  n 


XT 


into  Canon's  new  CD-200  Digital  Printer  and  print  images  in 
full  color,  without  needing  a  computer. 

To  utilize  that  great  photo,  there  are  many  easy-to-use 
software  applications  included  with  the  PowerShot  A5.  For 
business,  you  can  use  SlideShow  Maker  to  download 
images  or  PowerPoint*  slides  from  a  computer  and  display 
them  on  the  A5's  LCD  display  or  a  TV  monitor.  Or  you 
can  use  PhotoStitch  to 
combine  photos  into 
spectacular  panoramic 
shots.  For  pleasure,  you 
can  use  Time  Tunnel 
and  Zoom  Browser  to 
archive  and  view 
digital  images. 


Time  Tunnel.  One  of  the  useful  software 
tools  included  with  the  PowerShot  A5. 


And  to  what  do  we  owe  all  this? 

We  owe  it  to  the  simple  fact  that,  with  Canon,  one  thing 
inevitably  leads  to  another.  Our  first  camera,  produced 
more  than  60  years  ago,  led  to  ever-advancing  generations 
of  high-performance  cameras  and  lenses.  Which,  in  turn, 
led  to  many  of  the  new  technologies  embodied  in  the 
PowerShot  A5  digital  camera.  Technologies  driven  by 
Canon's  unending  search  for  the  next  frontier, 
the  next  solution. 

Whether  it  relates  to  business,  or  to  pleasure, 
or  to  both. 


Canon 


Canon  website  at  http://www.canon.com 
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le  ultra-compa 
Canon  ZR  Mini  DV  camcorder 
provides  brilliant  videos  and  stills, 
the  finest  llx  0ptical/44x  Digital 
cim,  a  2.5"  viewscreen  that  rotates 
degrees,  and  a  FireWire®DV  terminal.^ 
exquisitely  styled  in  a  lightweight     , 
etal  shell.  Carry  one  home  today. 
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It  sure  has  been  great,  but  it  can't  last 

forever,  cautions  our  market  watcher. 

By    Roger    McNamee 


Despite  the  market's  plunge  last  summer,  we  can  still  say  high 
tech  had  eight  years  of  an  epic  bull  market.  This  golden  age  of 
technology  has  produced  an  aggregate  market  value  of  pub- 
licly traded  stocks  that,  at  its  peak,  exceeded  $1.5  trillion.  A  num- 
ber larger  than  the  GNP  of  the  United  Kingdom. 

Obviously,  this  figure  can  diminish  when  the  market  dives, 
as  it  did  in  August.  But  even  if  the  '90s  boom  ends  tomorrow, 
it  sure  has  been  a  great  ride. 

As  our  annual  Forbes  ASAP  Top  100  list  proves,  a  significant 
percentage  of  this  market  value  accrued  to  the  entrepreneurs, 
executives,  and  employees  who  made  it  happen.  This  is  not  a  list 
of  people  born  rich.  These  are  self-made  tycoons  who  often 
started  with  little  more  than  a  dream.  These  are  people,  many  of 
them  shockingly  young,  who  acted  on  a  vision,  a  hunch,  a  good 
idea.  In  some  cases  they  created  successful  companies.  In 
others,  they  launched  whole  industries. 

The  fortunes  listed  in  this  ranking  of  technology's  richest  100 
should  be  a  tremendous  source  of  inspiration  to  the  next  gener- 
ation in  high  tech.  But  wealth  is  only  one  yardstick  of  success.  In 
the  Forbes  ASAP  100, 1  see  two  different  kinds  of  entrepreneurs. 
Those  landing  on  the  upper  third  of  the  list  largely  are  people 
from  the  PC  industry,  few  of  whom  could  possibly  have  imag- 
ined how  wealthy  they  might  become.  They  are  people  who  were 
driven  by  dreams  of  changing  the  world  or  making  technology 
better.  For  them,  wealth  was  a  by-product  of  success. 

Yet  this  year  the  list  is  dominated  by  entrepreneurs  of  the 
'90s,  many  of  whom  seem  more  motivated  by  the  gold  in  this 
golden  age.  As  I  make  my  rounds  of  Silicon  Valley,  I  am  struck 
by  the  degree  to  which  money  has  become  the  central  focus. 
Where  entrepreneurs  and  employees  once  dedicated  themselves 
to  building  great  companies,  there  is  now  a  relentless  pursuit 
of  wealth  and  the  toys  —  cars,  homes,  even  airplanes  —  that  come 
with  it. 

Thanks  to  the  market  boom,  opportunities  abound  and  tal- 
ent is  scarce.  In  the  scramble  to  build  companies  —  and  wealth — 
a  furious  competition  has  emerged  for  top  people.  The  result 


is  that  the  best  and  brightest  find  themselves  as  valuable  as  a 
great  point  guard  in  basketball.  The  economics  of  Silicon  Valley 
are  making  it  attractive  for  the  most  talented  engineers  and  sales- 
people to  sell  themselves  to  the  highest  bidder.  A  brisk  free-agent 
market  is  emerging... and  that  is  worrisome. 

Don't  get  me  wrong.  I  am  in  favor  of  people  making  money. 
My  concern  is  that  an  increasingly  money-centric  culture  will 
undermine  the  greatness  of  the  industry.  At  its  best,  Silicon  Val- 
ley is  a  culture  of  idealists  intent  on  changing  the  world.  Wealth 
is  one  of  the  many  wonderful  by-products  of  that  culture.  But 
I  question  how  long  Silicon  Valley  can  sustain  its  greatness  in 
a  world  where  every  engineer,  marketer,  and  salesperson  fancies 
himself  or  herself  the  geek  equivalent  of  Dennis  Rodman. 

In  the  past,  boom-and-bust  cycles  in  technology  markets 
served  to  reassert  discipline  and  humility.  Unfortunately,  many 
of  today's  young  industry  leaders  have  never  seen  a  recession 
while  in  their  current  executive  positions.  Few  appreciate  that 
some  kind  of  business  correction  is  inevitable,  even  though 
the  market  showed  that  last  summer. 

A  downturn  should  not  be  frightening  but  bracing.  Bust 
periods  in  technology  have  always  been  a  time  of  great  entre- 
preneurial fervor  and  massive  corporate  streamlining... all  in 
preparation  for  the  next  boom. 

Of  course,  many  of  those  on  our  list  will  be  able  to  retain 
their  newfound  wealth.  But  the  day  is  approaching — perhaps  it 
is  already  here — when  stock  prices  will  fall  for  a  sustained  period 
of  time.  That  means  some  large  fortunes  will  turn  into  small 
ones... and  some  fortunes  will  disappear  altogether. 

Such  is  the  nature  of  bull  markets  and  of  technology,  a  fact 
that  many  of  us  have  forgotten.  When  hard  times  come  — when 
wealth  is  more  easily  lost  than  gained  —  will  the  industry  be 
able  to  recapture  the  idealism  of  its  youth?  Or  will  it  lose  its 
luster  forever?  ■ 

Roger  McNamee  is  a  founder  and  general  partner  of  Integral  Capital  Partners,  a  private 
investment  company  specializing  in  information  and  life  sciences  companies.  Before 
that,  he  managed  the  Science  and  Technology  Fund  at  T.  Rowe  Price. 
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It  wasn't  so  easy  to  make  our  list  this  year. 

In  Asia?  You're  probably  out. 

Stock  up  by  50%?  You're  history.  But 

Internet  anything?  You're  rich  rich  rich. 


■■^  JtBk  AYBE  V0L  WERE  0N  THE  BEACH  >n  Iub'  when  a 
I^^^^Ffl  I  company  called  Broadcast.com  went  public. 
^^r  I    But  we  were  sitting  in  the  office  slack-jawed 

(again)  as  we  watched  the  market  bid  the  valuation  of  yet  another 
Internet  stock  up  over  a  billion  bucks.  One  billion. 

No  matter  that  revenues  of  this  Dallas-based  vendor  of  "live" 
Internet  content  lost  $2.7  million  on  skimpy  revenues  of  $3.2 
million  in  the  quarter  just  preceding  its  IPO.  Never  mind  that 
its  CEO,  38-year-old  ex-lawyer  Todd  Wagner,  has  never  run  a 
company  before.  And  forget  the  fact  that  on-demand  audio  and 
video  content  on  the  Net  has  yet  to  be  proven  viable.  The  Street 
could  not  have  cared  less.  Well  into  their  yearlong  pig-out  on 
Internet  stocks,  pie-eyed  investors  simply  gobbled  up  shares  of 
the  latest  in  the  ".com"  category  in  a  frenzy  that  can  only  be 
described  as  demi-demented. 

So  how  did  the  market's  infatuation  with  Internet  companies 
change  our  annual  list  of  technology's  richest?  In  a  word:  lots. 

Thanks  to  what  Morgan  Stanley  Dean  Witter  conservatively 
figures  is  a  62%  increase  (as  of  August)  in  Internet  stock  values, 
our  list  now  boasts  two  new  billionaires  and  many  millionaires. 

Take  our  Internet  millionaires:  28  of  'em.  Last  year,  we  had 
only  eight.  Among  the  handful  of  repeaters  this  year :  Netscape's 
Jim  Clark  and  Jim  Barksdale,  AOL's  Steve  Case,  and  @Home's 
Tom  Jermoluk.  But  the  others  were  nowhere  to  be  seen  on  our 
'97  list,  and  no  fewer  than  a  dozen  reached  orbit  by  way  of 
rocket-propelled  IPOs.  Those  lucky  ones  include  Sky  Dayton, 
27,  founder  of  an  ISP  called  Earthlink,  and  Chris  Klaus,  25,  who 
founded  Internet  Security  Systems.  (Whether  they'll  stay  on  the 
list  during  a  down  market  is  another  story:  From  August  3,  the 
day  we  closed  our  survey,  to  August  31,  the  day  we  went  to  press, 
Jeff  Bezos  alone  lost  23%  of  his  net  worth.) 

Of  course,  the  Internet  guys  were  not  the  only  ones  to  ben- 


efit from  the  gloriously  prolonged  bull  market.  Witness  the 
rise  in  our  billionaire  count.  Last  year,  1 1.  This  year,  15.  We  may 
not  see  anything  like  this  again  for  a  long  time. 

The  ten-figure  club  includes  a  lot  of  tech's  old  guard:  Gates, 
Dell,  Intel's  Gordon  Moore.  Yet,  owing  to  the  bulls,  it  also  includes 
57-year-old  Ed  McVaney,  founder  of  J.D.  Edwards,  who  for  20 
years  ran  his  Denver  ERP  software  firm  quiedy — and  privately. 
Now  his  company  is  public  and  his  net  worth  is  a  secret  no  more. 

i  he  mad,  mad  market  radically  altered  our  list  in 
another  stupendous  way:  You  had  to  be  a  lot  richer 
to  make  the  cut.  Last  year's  number  100  —  Mark 
Horowitz,  a  founder  and  director  of  high-speed  memory  chip- 
maker  Rambus  —  was  worth  a  respectable  $48.7  million.  This 
year  that  final  spot  is  worth  more  than  $82  million.  Meanwhile, 
91  of  our  100  are  estimated  to  be  worth  $100  million  plus. 

In  any  less  bullish  year,  Horowitz  would  have  repeated.  Ram- 
bus had  a  commendable  year,  and  its  stock  was  up  28%  (until  the 
summer  market  correction,  when  it  lost  14%  of  its  value).  Horo- 
witz is  still  as  rich  —  we  calculate  his  holdings  to  be  worth  $47.9 
million  this  year.  But  even  a  28%  increase  in  a  stocks  price  wasn't 
good  enough  in  1998.  If  you  were  worth  $50  million  last  year, 
your  company's  stock  had  to  jump  72%  to  get  you  on  the  list. 

Was  it  just  an  overheated  market  that  produced  the  seismic 
shift?  We  don't  think  so.  We  believe  that  back-to-back  boom 
cycles,  nonexistent  inflation,  and  a  (mostly)  hands-off  fed  helped 
to  generate  supernatural  times  for  technology. 

Thanks  to  the  late-summer  market  drop,  those  sizzling  Inter- 
net stocks  cooled  considerably  from  their  torrid  highs,  and  no 
doubt  the  nature  of  our  list  will  change  again.  But  who  knows? 
And  who  wants  to  predict?  Not  us.  —Nancy  Rutter 

Nancy  Rutter  is  a  senior  editor  of  Forbes  ASAP.  She  is  also  Mrs.  Jim  Clark  (#28  on  the  list). 


Methodology:  All  stock  values  were  calculated 
using  market  price  as  of  August  3, 1998.  List 
includes  only  individuals  and  wealth  asso- 
ciated with  public  information  technology 
companies  (public  as  of  August  3,  1998),  ex- 
cluding all  telecommunications  and  biotech- 
nology companies.  To  be  included,  individuals 
had  to  be  directly  associated  with  the  company 


or  retired  within  the  last  year.  Board  mem- 
bers a*  ih  venture  capital  firms 
are  excluded.  Moldings  were  derived  from 
compan  ecent  DEF  14A  statements 
filed  with  the  SEC  or  other  public  docu- 
ments, su ch  i!  iPO  prospectuses.  Holdings 
include  on  and  options  beneficially 
owned  by  ii          luals  as  defined  by  the 


SEC.  Option  values  were  calculated  by  sub- 
tracting average  exercise  price  from  market 
value  as  of  August  3,  1998.  In  some  cases, 
holdings  were  obtained  from  CDA  Spectrum 
Research  Services.  Business  key:  SW=Soft- 
ware;  SEMI=Semiconductors;  INT=Internet; 
CH=Computer  Hardware;  NET=Network- 
ing;  PER=Peripherals. 
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It  wasn't  so  easy  to  make  our  list  this  year. 

In  Asia?  You're  probably  out. 

Stock  up  by  50%?  You're  history.  But 

Internet  anything?  You're  rich  rich  rich. 


■■^  ^HB  AYBE  YOU  WERE  ON  THE  BEACH  in  July  when  a 

■^^^^Ffl  I  company  called  Broadcast.com  went  public. 
^^r  I    But  we  were  sitting  in  the  office  slack-jawed 

(again)  as  we  watched  the  market  bid  the  valuation  of  yet  another 
Internet  stock  up  over  a  billion  bucks.  One  billion. 

No  matter  that  revenues  of  this  Dallas-based  vendor  of  "live" 
Internet  content  lost  $2.7  million  on  skimpy  revenues  of  $3.2 
million  in  the  quarter  just  preceding  its  IPO.  Never  mind  that 
its  CEO,  38-year-old  ex-lawyer  Todd  Wagner,  has  never  run  a 
company  before.  And  forget  the  fact  that  on-demand  audio  and 
video  content  on  the  Net  has  yet  to  be  proven  viable.  The  Street 
could  not  have  cared  less.  Well  into  their  yearlong  pig-out  on 
Internet  stocks,  pie-eyed  investors  simply  gobbled  up  shares  of 
the  latest  in  the  ".com"  category  in  a  frenzy  that  can  only  be 
described  as  demi-demented. 

So  how  did  the  market's  infatuation  with  Internet  companies 
change  our  annual  list  of  technology's  richest?  In  a  word:  lots. 

Thanks  to  what  Morgan  Stanley  Dean  Witter  conservatively 
figures  is  a  62%  increase  (as  of  August)  in  Internet  stock  values, 
our  list  now  boasts  two  new  billionaires  and  many  millionaires. 

Take  our  Internet  millionaires:  28  of  'em.  Last  year,  we  had 
only  eight.  Among  the  handful  of  repeaters  this  year :  Netscape's 
Jim  Clark  and  Jim  Barksdale,  AOL's  Steve  Case,  and  @Home's 
Tom  Jermoluk.  But  the  others  were  nowhere  to  be  seen  on  our 
'97  list,  and  no  fewer  than  a  dozen  reached  orbit  by  way  of 
rocket-propelled  IPOs.  Those  lucky  ones  include  Sky  Dayton, 
27,  founder  of  an  ISP  called  Earthlink,  and  Chris  Klaus,  25,  who 
founded  Internet  Security  Systems.  (Whether  they'll  stay  on  the 
list  during  a  down  market  is  another  story:  From  August  3,  the 
day  we  closed  our  survey,  to  August  31,  the  day  we  went  to  press, 
Jeff  Bezos  alone  lost  23%  of  his  net  worth.) 

Of  course,  the  Internet  guys  were  not  the  only  ones  to  ben- 


efit from  the  gloriously  prolonged  bull  market.  Witness  the 
rise  in  our  billionaire  count.  Last  year,  1 1.  This  year,  15.  We  may 
not  see  anything  like  this  again  for  a  long  time. 

The  ten-figure  club  includes  a  lot  of  tech's  old  guard:  Gates, 
Dell,  Intel's  Gordon  Moore.  Yet,  owing  to  the  bulls,  it  also  includes 
57-year-old  Ed  McVaney,  founder  of  J.D.  Edwards,  who  for  20 
years  ran  his  Denver  ERP  software  firm  quietly — and  privately. 
Now  his  company  is  public  and  his  net  worth  is  a  secret  no  more. 

i  HE  mad,  mad  market  radically  altered  our  list  in 
another  stupendous  way:  You  had  to  be  a  lot  richer 
to  make  the  cut.  Last  year's  number  100  —  Mark 
Horowitz,  a  founder  and  director  of  high-speed  memory  chip- 
maker  Rambus  —  was  worth  a  respectable  $48.7  million.  This 
year  that  final  spot  is  worth  more  than  $82  million.  Meanwhile, 
91  of  our  100  are  estimated  to  be  worth  $100  million  plus. 

In  any  less  bullish  year,  Horowitz  would  have  repeated.  Ram- 
bus had  a  commendable  year,  and  its  stock  was  up  28%  (until  the 
summer  market  correction,  when  it  lost  14%  of  its  value).  Horo- 
witz is  still  as  rich  —  we  calculate  his  holdings  to  be  worth  $47.9 
million  this  year.  But  even  a  28%  increase  in  a  stock's  price  wasn't 
good  enough  in  1998.  If  you  were  worth  $50  million  last  year, 
your  company's  stock  had  to  jump  72%  to  get  you  on  the  list. 

Was  it  just  an  overheated  market  that  produced  the  seismic 
shift?  We  don't  think  so.  We  believe  that  back-to-back  boom 
cycles,  nonexistent  inflation,  and  a  (mostly)  hands-off  fed  helped 
to  generate  supernatural  times  for  technology. 

Thanks  to  the  late-summer  market  drop,  those  sizzling  Inter- 
net stocks  cooled  considerably  from  their  torrid  highs,  and  no 
doubt  the  nature  of  our  list  will  change  again.  But  who  knows? 
And  who  wants  to  predict?  Not  us.  —Nancy  Rutter 

Nancy  Rutter  is  a  senior  editor  of  Forbes  ASAP.  She  is  also  Mrs.  Jim  Clark  (028  on  the  list). 


Methodology:  All  stock  values  were  calculated 
using  market  price  as  of  August  3, 1998.  List 
includes  only  individuals  and  wealth  asso- 
ciated with  public  information  technology 
companies  (public  as  of  August  3,  1998),  ex- 
cluding all  telecommunications  and  biotech- 
nology companies.  To  be  included,  individuals 
had  to  be  directly  associated  with  the  company 


or  retired  within  the  last  year.  Board  mem- 
bers associated  with  venture  capital  firms 
are  excluded.  Holdings  were  derived  from 
companies'  most  recent  DEF  14A  statements 
filed  with  the  SEC  or  other  public  docu- 
ments, such  as  IPO  prospectuses.  Holdings 
include  i  and  options  beneficially 

owned  by  ir    i>  iduals  as  defined  by  the 


SEC.  Option  values  were  calculated  by  sub- 
tracting average  exercise  price  from  market 
value  as  of  August  3,  1998.  In  some  cases, 
holdings  were  obtained  from  CDA  Spectrum 
Research  Services.  Business  key:  SW=Soft- 
ware;  SEMI=Semiconductors;  INT=Internet; 
CH-Computer  Hardware;  NET=Network- 
ing;  PER=Peripherals. 
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SURVEY  AT  A  MARKET  PEAK, 


8 


AUGUST  3,    1  998 
541.6M/S58.73B 


Bill  Gates  42  Microsoft 
Founder  Chairman  CEO 
Redmond,  WA    SW 

No  surprise  here.  Despite  antitrust  woes  and  a  somewhat  sullied  image, 
Gates  is  still  technology's  richest  —  and  probably  always  will  be. 

Paul  Allen  45  Microsoft  15S.9M  /  S16.98B 

Founder/ Director 
Redmond,  WA    SW 

Allen  sold  22.6  million  shares  (worth  S2.46  billion)  this  year,  but  still 
owns  6.4%  of  Microsoft  And  that  ain't  all.  The  more  than  45  investments 
that  comprise  his  Vulcan  Ventures  are  worth  an  estimated  $3  billion. 
Where  does  all  the  money  go?  Allen's  having  fun  with  it.  He's  bought 
a  number  of  rare  artworks  and  launched  a  power  yacht  called  Medusa. 

Steve  Ballmer  42  Microsoft  119.8M  /  S12.99B 

President 

Redmond,  WA    SW 

Ballmer  became  Microsoft's  third  billionaire  (on  paper)  in  1993,  seven 
vears  after  the  companv's  IPO.  Today  he  still  holds  97.3%  of  his  pre- 
IPO  stake.  Why?  For  once,  he's  not  talking.  The  value  of  his  Microsoft 
stake  has  increased  29,<)(M>%  since  1966. 

Michael  Dell  32  Dell  Computer  113.0M  /  S12.69B 

Founder/Chairman/CEO 

Round  Rock,  TX    CH 

This  boy  woruler  continues  to  amaze,  I  lis  company  is  by  far  the  fastest- 
growing  PC  maker,  mushrooming  5994  in  fiscal  1998.  Michael  liqui- 
dates stock  in  planned  sales  and  has  recently  built  his  21 -bathroom 
mansion,  which  assessors  have  appraised  at  $22.5  million. 

Gordon  Moore  69  Intel  90.0M  /  S7.62B 

Founder/Chairman  Emeritus 
Santa  Clara,  CA    SEMI 

The  most  down  to  earth  of  high  tech's  billionaires,  Moore  now  only  works 
part-time  at  Intel  —  he  also  spends  time  fishing  in  the  Bay  Area.  But  his 
influence  is  still  felt  at  one  of  the  world's  most  profitable  companies. 
He  beats  Oracle's  I  arry  Ellison  (#6)  as  California's  richest  citizen. 

Larry  Ellison  54  Oracle  227.0M  /  S6.00B 

Founder/Chairman/CEO 

Redwood  Shores,  CA    SW 

Ellison  lost  over  $2  billion  in  one  day  last  December  after  Oracle  re- 
ported disappointing  earnings.  Wall  Street  remains  wary  —  although  the 
stock  has  regained  almost  50%  of  its  lost  value — as  Ellison  et  al.  attempt 
to  stare  down  the  commoditization  of  the  database  market.  Stay  tuned. 

Ted  Waitt  35  Gateway  68.4M  /  S3.69B 

Founder/Chairman/CEO 

N.  Sioux  City,  SD    CH 

He  may  be  a  man  of  the  Wild  West,  but  Waitt  moved  Gateway's  admin- 
istrative offices  to  San  Diego  this  year.  He  claimed  the  talent  pool  in 
N.  Sioux  City  had  run  dry.  The  move  didn't  hurt:  Gateway  is  still  the 
number-two  direct  seller  of  PCs  (behind  Dell),  with  more  than  $6  bil- 
lion in  sales.  Waitt  owns  a  44%  stake. 

William  Hewlett  85  Hewlett-Packard  62.5M  /  S3.41B 

Founder/ Director 

PaloAho,  CA    CH 

The  grandfather  of  Silicon  Valley  still  holds  5.9%  of  HP's  stock.  Always 
an  avid  outdoorsman,  Hewlett  now  spends  time  gardening.  His  charit- 
able foundation  contributes  $90.8  million  annually  to  causes  such  as 
population  control  and  the  environment. 

Jeff  Bezos  34Junazon.com  19.8M/S2.14B 

Founder/CEO 

Seattle,  WA    INT 

Last  year  Bezos  was  a  relative  pauper,  with  a  net  worth  of  about  $275M. 
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Though  Amazon  still  hasn't  posted  a  profit,  wildly  growing  sales  (first- 
quarter  revenues  increased  446%  over  the  same  period  in  1997)  have 
pushed  the  stock  through  the  roof.  Amazon  now  sells  CDs  from  its 
site  and  has  started  buying  startups  to  augment  its  business. 

David  Duffield  58  PeopleSoft  52.5M/S1.89B 

Founder/CEO 

Pleasanton,  CA     SW 

We've  said  it  before:  Duffield  is  the  nicest,  no-frills  CEO  on  our  list. 
He  answers  his  own  phone,  types  his  memos,  and  tracks  his  appoint- 
ments. He's  not  the  only  one  without  a  secretary  at  this  winning 
ERP  software  house:  By  his  directive,  nobody  has  an  assistant.  That 
seems  good  for  business.  Sales  rose  81%  last  year  to  $815  million. 

John  Morgridge  65  Cisco  Systems  15.0M/S1.45B 

Chairman 

San  Jose,  C A    NET 

Morgridge,  whose  resignation  as  CEO  in  1995  made  way  for  John 
Chambers  (#58),  remains  an  active  chairman  of  the  company.  He  owns 
l. 49%  — still  the  most  of  any  Cisco  shareholder. 

Steve  Jobs  43  Pixar  Animation  Studio        30.0M/S1.40B 

Chairman/CEO 

Richmond,  CA    SW 

Apparently  Jobs's  Eve-like  distraction  with  his  former  glory  (Apple) 
hasn't  got  Wall  Street  yelling  snake.  We  wonder  why.  Sure,  tiny  Pixar 
is  making  money.  The  company  earned  $3.8  million  on  $5  million  in 
revenues  in  the  first  quarter.  But  is  that  any  reason  for  Wall  Street  to 
almost  triple  Pixar's  stock  price  in  a  year? 

Ed  McVaney  57  J.D.  Edwards  34.3M  /  S1.25B 

Founder/Chairman/CEO 

Denver,  CO    SW 

lor  the  past  two  decades,  McVane/s  company  quietly  provided  enterprise 
resource  planning  software  to  big  business.  Then  it  went  public  a  year 
ago.  J.I).  Edwards  is  behind  the  scenes  no  more.  It  battles  with  giants 
like  SAP  and  Baan,  but  still  commands  a  6%  market  share.  The  once- 
quiet  McVaney  can  no  longer  keep  his  $l  billion-plus  fortune  a  secret. 

Peter Karmanos Jr.  55  Compuware  21.7M/S1.16B 

Founder/Chairman/CEO 

Farmington  Hills,  Ml     SW 

A  member  of  genius  group  Mensa,  Karmanos  founded  Compuware 
in  1973  as  an  IT  professional  services  company.  Wisely,  he  also 
introduced  network  software  products  in  1994. 

David  Filo  32  Yahoo  11.7M/S1.01B 

Founder 

Jerry  Yang  29  11.SM  /  S993.2M 

Founder/Director 

Santa  Clara,  CA    INT 

Swept  up,  up,  up  by  Internet  stock  fever,  Filo  and  Yang's  net  worth 
is  stratospheric.  But  wait.  Yahoo's  $8.1  billion  market  cap  is,  well, 
sort  of  justified.  The  company  actually  turned  a  profit  for  two  quar- 
ters this  year.  And  the  stock  skyrocketed  386%  in  one  year. 

Charles  Wang  54  Computer  Associates    37.6M  /  $790.9M 

Chairman/CEO 

Islandia,  NY    SW 

Wang  set  an  industry  record  in  May  when  he  received  a  $670 
million  bonus  after  Computer  Associates's  stock  hit  a  target  price 
of  $53  for  60  days.  Great  for  Wang,  but  Wall  Street  was  not  impressed. 
CA  stock  dropped  by  30%  in  July  —  analysts  attributed  some  of 
the  loss  to  resentment  among  investors. 

SanjivSJdhu  41  12  Technologies  32.2M  /  S772.8M 

Chairman/CEO 

Irving,  TX    SW 

Sidhu  dropped  a  few  notches  on  this  year's  list  —  he  owns  only  50.7% 
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of  12,  compared  to  64.5%  last  year.  Dilution  from  buying  companies 
and  a  secondary  offering  explain  the  drop.  12  share  prices  fell  29% 
despite  better-than-expected  second-quarter  earnings.  Lagging  sales  in 
Europe  and  continuing  Asian  economic  problems  were  partly  to  blame. 

1 9jRoheil6alvin  ZSJMotorola  14.2M  /  S747.3M 

Director 

Schaumburg,  IL    SEMI 

Galvin's  membership  in  the  billionaires'  club  was  revoked  this  year,  thanks 
to  a  horrible  year  at  this  electronics  giant.  Falling  analog  phone  sales,  falling 
semiconductor  prices,  and  (dare  we  mention  this  again?)  Asia's  economic 
troubles  whipped  Motorola's  stock.  Galvin  now  sits  on  the  board,  and 
the  company's  problems  are  up  to  the  CEO,  his  son  Chris  (#76),  to  solve. 

20  Henry  "Nick"  Nicholas  III  39  Broadcom  11.2M  /  S684.6M 
Founder/CEO/Co-Chairman 

21  Henry  Samueli  44  11 .2M  /  S684.6M 
Founder/CTO/Co-Chairman 

Irvine,  CA    SEMI 

Broadcom  shares  are  up  155%  since  its  April  IPO,  owing  to  the  cus- 
tomer base  (Cisco,  3Com,  Motorola,  General  Instrument)  for  its  snazzy 
high-speed  chips.  The  two  Henrys  (each  owns  28.5%)  founded  Broad- 
com in  1991;  their  first  feat  was  the  1988  founding  of  PairGain  Tech- 
nologies, a  communications  equipment  maker.  Nick  left  that  company 
in  1992,  Henry  in  1994.  Why?  Neither  owned  significant  equity  in 
their  first  startup.  Obviously  they've  learned  their  lesson. 

22  Jon  Shirley  60  Microsoft  ^,2M/$653.2M 
Director 

Redmond,  WA    SW 

This  ex-Microsoft  president  owns  just  one-quarter  of  1%  of  the  com- 
pany, but  that's  enough.  Since  retiring  as  prez  in  1990,  Shirley's  been 
collecting  fine  art  and  automobiles,  including  10  vintage  Ferraris,  one 
of  them  a  rare  1960  California  Spider,  and  a  Lamborghini  sport  util- 
ity vehicle.  What  a  ride  it's  been. 

23  AlanTrefler  42  Pegasystems  2l.4Mi5583.1M 
Founder/CEO 

Cambridge,  MA    SW 

Trefler,  a  chess  master,  owns  75. 1  %  of  this  automated  customer  service 
software  company.  That's  more  post-IPO  equity  ownership  than  any- 
one else  on  our  list  —  and  an  inspiration  to  all  entrepreneurs.  In  1977 
he  tried  to  sell  his  software  idea  to  his  employer  (Citibank).  Rejected 
by  the  bank,  he  started  Pegasystems  in  1983.  Public  since  1996,  Pega- 
systems sells  its  software  to  financial  institutions  (Citibank  included). 

24  Sieve  Case^O  AOL  ^AJM  /  S539.7M 
Chairman/CEO 

Dulles,  VA    INT 

Over  the  past  year,  Case's  wealth  nearly  quadrupled  as  AOL's  share 
price  zipped  up  from  about  $30  at  this  time  last  year  to  more  than 
$100.  While  not  always  the  most-liked  CEO  in  the  biz  — he's  notori- 
ously abrasive  —  Case  has  nevertheless  built  the  largest  online  service, 
with  more  than  14  million  users  worldwide 

25  TomSiebel  45  Siebel  Systems  19.6M  /  S517.9M 
Founder/Chairman/CEO 

San  Mateo,  CA    SW 

Siebel  is  22%  richer  than  he  was  last  year,  with  good  reason.  The  com- 
pany more  than  doubled  revenues  and  tripled  earning  in  the  first 
quarter  over  the  same  period  in  '97.  Its  May  acquisition  of  Scopus 
Technology  made  Siebel  the  world's  largest  provider  of  sjLn  market 
ing,  and  customer  service  software  systems  — even  Microsoft 

William  Morean  43  Jabil  Circuit  13.6M  /  S462.2M 

CEO/Chairman 

St  Petersburg,  FL    PER 

Morean's  the  second  generation  to  run  this  38-year-old  circu 
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business.  His  late  dad  (also  William)  founded  Jabil  in  Detroit  as  a  suj 
plier  to  GM  and  CDC.  In  the  1980s  Jabil  moved  away  from  its  deper 
dency  on  GM  and  aggressively  approached  the  computer  industr ; 
Hence  its  ascendancy  to  the  ranks  of  tech  stars.  William  the  Youngt 
still  owns  37%  of  the  company. 

J.  R.  Simplot  89  Micron  Technology 


Director 
Boise,  ID    SEMI 

How  could  we  have  missed  this  guy  last  year?  Well,  we  did.  Simple 
started  off  in  potatoes  and  became  a  millionaire  by  age  30.  He  devel 
oped  a  french-fry  freezing  process  (he  drives  a  Lincoln  with  a  "Mi; 
Spud"  license  plate).  Then  Simplot  diversified  into  memory  chips  it 
1981,  investing  $1  million  in  Micron.  From  chips  to  chips,  so  to  speak 

28  Jim  Clark  54  Netscape  Communications  15.2M  /  S412.4FV 
Founder/Chairman 

Mountain  View,  CA    I  NT 

Down  on  his  luck?  Not  really.  Sure,  Clark's  net  worth  took  a  beatin; 
when  Netscape  posted  losing  quarters  last  winter.  But  the  Texas-borr 
entrepreneur  took  his  third  company,  Healtheon,  public  late  las 
month.  It  combines  the  world's  biggest  market — health  care — witl 
the  world's  hottest  market  —  the  Internet. 

29  Rob  Glaser  36  RealNetworks 
Founder/CEO 
Seattle,  WA    INT 

Glaser  lost  an  internal  power  struggle  with  Nathan  Myhrvold  wher. 
both  were  at  Microsoft.  Now  he's  worth  more  than  Myhrvold.  How'd 
he  do  it?  By  creating  the  first  credible  Internet  audio/video  software. 
After  10  years  as  a  Softie,  Glaser  skipped  Redmond  to  form  Pro- 
gressive Networks  (now  RealNetworks)  in  1994.  The  company  went 
public  in  late  1997;  he  owns  50%. 

30  Scott  McNeary  43  Sun  Microsystems         8.SM  /  S394.8M' 
Chairman/CEO 

Palo  Alto,  CA    CH/SW 

McNealy's  wealth  is  as  constant  as  his  company's  performance;  nei- 
ther went  over  the  top  this  year.  But  that's  good  news.  Workstation 
maker  Sun  isn't  in  the  PC  space,  so  it  has  sidestepped  the  inventory 
woes  that  have  plagued  that  half  of  the  computer  industry.  With  Sun's 
sales  steady,  McNealy  was  able  to  push  into  more  Java  and  network 
computing  opportunities. 

31  Nathan  Myhrvold  39  Microsoft  3.SM  /  S374.5M 
CTO 

Redmond,  WA    SW 

Microsoft's  skydiving,  bungee-jumping,  ice-driving,  gourmet-cook- 
ing CTO  has  found  yet  another  way  to  spend  his  millions:  He  collects 
outmoded  supercomputers.  Honest.  He  owns  six  of  the  earliest  mod- 
els .  He's  so  enamored  of  the  technorelics  that  he  built  the  living  room 
of  his  new  home  to  house  one;  he  plans  to  use  it  as  a  sofa. 

32  Richard  Egan  62  EMC  7.1M/S365.3M 
Founder/Chairman 

Maureen  Egan  61 
Director 

Hopkinton,  MA    PER 

The  Egans  stay  on  our  list  thanks  to  EMC's  ability  to  maintain  top 
market  share  in  the  data  storage  industry.  Richard  claims  to  have  got- 
ten into  the  tech  biz  after  being  inspired  by  the  Sputnik  satellite  as  a 
young  adult.  Maureen  used  the  couple's  savings  to  bankroll  the  com- 
pany. The  pair  still  owns  14%. 

Scott  Cook  46  Intuit  7.2 M  /  S353.4M 

Founder 

Mountain  View,  CA    SW 

Intuit's  stock  has  nearly  doubled  since  we  calculated  Cook's 
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wealth  last  year.  Why?  The  Internet.  Intuit  dropped  its  desktop-only 
strategy  and  forged  deals  with  AOL  and  Excite  for  its  Quicken.com 
site.  The  strategy  paid  off;  after  three  years  of  losses  Intuit  posted  a 
$68  million  profit  on  $590  million  in  revenues  in  1997. 
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JoeRicketts  57  Ameritrade  9.3M  /  S351.0M 

Chairman/CEO 

Omaha,  NE     INT 

Ricketts's  online  discount  brokerage  challenges  market  leaders  E-Trade 
and  Schwab.com,  but  not  without  some  effort.  Ricketts  gambled  more 
than  $25  million  on  a  national  ad  campaign  to  hype  the  company  — 
and  it  worked.  Now  Ameritrade  handles  more  than  2 1 ,000  trades  per 
dav.  Annual  revenue  growth  is  46%. 

Thomas  Thewes  66  Compuware  6.1M  /  S326.7M 

Founder/Vice  Chairman 
Farmington  Hills,  Ml      SW 

Thewes  started  Compuware  with  Karmanos  (#14);  third  founder 
Allen  Cutting  died  in  1990.  Although  Thewes  has  been  retired  from 
an  operational  role  for  two  years,  he  still  owns  almost  4%  of  the 
company,  which  passed  the  $1  billion  mark  in  sales  revenues  in 
fiscal  year  1998. 

John  Moores  54  Peregrine  Systems  9.SM  /  S323.8M 
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San  Diego,  CA    SW 

Moores  is  unusual  on  our  list  because  he  didn't  get  his  huge  stock  of 
shares  by  starting  a  company.  He  wasn't  a  founder  of  Peregrine  —  he 
just  bought  49.4%  of  it.  That  was  a  wise  choice.  This  maker  of  com- 
puter system  management  applications  boasts  $62  million  in  revenue, 
up  from  $35  million  in  1997. 

Richard  Moley  59  Cisco  Systems  2.9M  /  S276.0M 

Retired 

San  Jose,  CA    NET 

Moley  s  story  is  the  same  as  we  last  reported.  He  got  rich  building  a  great 
company,  StrataCom,  and  richer  still  selling  it  to  Cisco  in  1996.  Moley 
retired  earlier  this  year  to  enjoy  the  87%  rise  in  Cisco's  stock  since  last 
year.  Life's  a  beach. 
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Patrizio  Vinciarelli  51  Vicor  20.9M  /  S264.9M 

CEO 

Andover,  MA    PER 

Roman-born  Vinciarelli  may  name  his  power  modules  after  opera 
stars,  but  that  doesn't  mean  Wall  Street  has  sung  Vicor's  praises. 
The  Street  walloped  Vicor's  stock  after  the  electronic  component 
maker  missed  two  quarters.  But  it's  not  over  till  the  fat  lady 
sings.  With  $162  million  in  revenues  and  no  long-term  debt,  Vicor 
is  trying  to  rally.  It  grew  production,  boosted  R&D  spending, 
and  won  a  pivotal  patent  reissue  despite  rival  Artesyn  Technologies' 
objections. 

Bill  Gibson  53  Manugistics  11.6M  /  S256.3M 

Chairman/CEO 

Rockville,  MD    SW 

This  popular  supply  chain  software  house  faltered  this  year,  in  part 
due  to  Gibson's  lack  of  focus.  He  admitted  he  lost  track  of  day-to-day 
sales  and  operations  and  overemphasized  long-term  goals.  This  sent 
the  company's  stock  into  a  66%  nosedive.  Angry  stockholders  filed 
a  law  suit  against  the  company,  but  Gibson  still  holds  26.5%  of  the 
shares  —  and  for  now,  his  CEO  title. 

JeffRaikes  40  Microsoft  2.3M  /  S247.8M 

Vice  President/Sales  &  Support 
Redmond,  WA    SW 

Raikes  was  one  of  the  company's  main  mouthpieces  this  year.  He  was 
so  visible  that  Wall  Street  kept  tabs  on  his  golf  scores.  Huh?  The  worse 
he  is  on  the  links,  one  analyst  says,  the  busier  he  is  selling  software  — 
and  that's  good  news  for  Microsoft's  financials.  His  wealth  has  almost 
doubled  since  last  year. 

Mark  Cuban  40  Broadcast.com  4.7M  /  S246.6M 

Founder/Chairman 

Dallas,  TX    INT 

Cuban  sold  his  first  company,  MicroSolutions,  to  CompuServe  in  1990 
for  3  million  bucks.  Peanuts  by  today's  Internet  standards.  He  went 
into  venture  capital  before  starting  Broadcast.com  (then  AudioNet) 
in  1995  with  Todd  Wagner  (#62). 
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42  Eclriiard  Pfeiffer  R7  Compaq  t>mp^er      8 . 7 M  /  S24 2 .9M 
CEO 

Houston,  TX    CH 

No  one  on  our  list  has  quite  as  many  options  —  he's  got  7.8  million. 
Nor  is  anyone  else  here  saddled  with  the  task  of  coping  with  a  merger 
as  massive  as  Compaq's  with  Digital.  We  think  his  German-heritage 
precision  —  and  the  lure  of  all  those  options  —  may  be  just  what  he 
needs  to  pull  the  merger  off. 

43  Sheldon  Kaphan  46  Amaion.com  2.2M  /  S236.9M 
CTO 

Seattle,  WA    INT 

Kaphan  left  an  engineering  job  to  join  Amazon  in  1994.  He  devel- 
oped Amazon's  core  software  and  maintained  its  Web  site  as  vice  pres- 
ident of  R&D  until  he  was  promoted  to  CTO  in  March  1997. 

44  Craig  Benson  43  Cabletron  Systems        19.3M  /  S216.7M 
Founder/CEO/Chairman 

Rochester,  NH    NET 

A  lot  has  changed  for  this  Cabletron  founder  in  a  year.  First:  His  net 
worth  has  been  sliced  in  half.  Second:  He  went  back  to  work.  Ben- 
son took  over  as  CEO  in  March  as  Cabletron  wallowed  in  a  host  of 
problems.  Chief  among  them:  continued  erosion  of  its  market  posi- 
tion to  Cisco  and  3Com.  Benson  has  some  miracle-performing  to  do 
to  get  his  company— and  his  bank  account  — back  in  shape. 

45  JudiPaul  51  Advantage  Learning  Systems  6.4M/S215.3M 
Founder/Chairman 

Terry  Paul  51 
Founder/Vice  Chairman 
Wisconsin  Rapids,  Wl    SW 

When  Judi  created  a  reading  tool  for  her  kids  in  1 084,  she  had  no 
intention  of  spawning  an  educational  software  giant.  Surprise! 
Funded  by  Terry's  already  successful  company.  Best  Power  Tech- 
nology, Judi  hired  a  programmer  to  convert  her  reading-qui 
into  software.  Now  the  company  commands  a  30%  sh.r 
school  market  (kindergarten  to  12th  grade)  and  generates 
lion  in  sales. 
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COOL  RUN-UPS 

Winning  the  gold  at  the 
Internet  Olympics  are 
(left  to  right)  Todd 
Wagner  #62  of  Broad- 
cast.com,  college  dropout 
Chris  Klaus  #51  of  ISS, 
Mark  Cuban  #41  of 
Broadcast.com,  and  Rob 
Glaser  #29,  a  Microsoft 
dropout  who  started 
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46  Andy 


Grove  62  Intel 


2.5M  /  S206.7M 


Founder/Chairman 
Santa  Clara,  CA    SEMI 

Lately  Silicon  Valley's  most  celebrated  exec,  he  gave  Intel  a  huge 
PR  boost  as  Time  magazine's  Man  of  the  Year.  Grove  rounded  out 
his  11 -year  reign  as  CEO  in  May,  relinquishing  the  role  to 
protege  Craig  Barrett  (#55).  A  consummate  workaholic,  Grove 
still  labors  full-time,  crafting  future  strategies  for  Intel. 

47_  AlanDabbiere  37  Manhattan  Assoc    1UM/-$197.6M 

Founder/President/CEO 
Atlanta,  GA    SW 

Entrepreneurial  consultants  take  note.  After  educating  himself  in 
the  fine  art  of  supply  chain  studies  at  Kurt  Salmon  Associates,  Dab- 
biere  left  to  develop  Manhattan's  flagship  product,  PKMS.  The  com- 
pany went  public  in  April,  opening  76%  above  expectations.  That 
made  him  worth  a  cool  $243  million  on  paper. 

48  Ajay  Shah  39  Smart  Modular  Tech.  10.6M  /  S193.1M 

Founder/CEO 
Lata  Krishnan  37 
Founder/Vice  President 
Fremont,  CA    PER 

Here's  the  entrepreneur-springs-from-big-employer  story  again.  In 
1988  Ugandan-born  Shah,  then  a  marketing  exec  at  Samsung,  sug- 
gested the  company  make  custom  memory  modules  for  PCs.  Sam- 
sung passed.  Whoops.  Shah  and  his  wife,  Lata  Krishnan,  started 
Smart  Modular  without  a  dime  in  VC  funding. 

>"  Paul  MariU  43  Microsoft  1.8M/S191.3M 

Vice  President 
Redmond,  WA    SW 

Bill  Gates  once  said  this  Zimbabwean-born  vice  president 
"doesn't  come  across  as  hard  core."  Not  so  in  recent  months: 
Maritz  helped  fuel  the  anti-Microsoft  fire  by  publicly  promising 
to  "cut  off  [Netscape's]  air  supply"  by  giving  away  Micro- 
soft's Internet  Explorer.  Most  of  Maritz's  wealth  comes  from 
vested  options. 
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THE     YOUNGEST 

OF  THE  RICHEST 

Chris  Klaus  is  wealthy 
but  he's  far  from  flashy 

The  Internet  has  made  some  unlikely 
millionaires,  among  them  25-year-old 
Chris  Klaus  (#51),  the  founder  of 
Internet  Security  Systems  (ISS). 

The  cherubic  Klaus  is  the  youngest 
entrant  on  this  year's  ASAP  100.  Yet 
he's  so  down-to-earth  about  his  new- 
found wealth  that  he  borders  on 
being,  well,  boring.  He'd  rather  talk 
about  playing  laser  tag  with  his  sister 
than  his  $187  million  fortune. 

Yet  Klaus's  staid  personality  per- 
fectly suits  his  business.  His  company's 
software,  which  sweeps  corporate  net- 
works to  detect  hacker  intrusions,  isn't 
supposed  to  be  sexy.  It  is  meant  to  be 


reliable.  "ISS  is  geared  to  the  individ- 
ual whose  job  it  is  to  secure  a  com- 
pany's network,"  says  Klaus. 

The  original  version  of  his  product, 
Internet  Security  Scanner,  was  distrib- 
uted as  shareware  in  1992. 

But  he  soon  realized  its  commercial 
value  and  sold  his  code  to  an  Italian 
company — whose  name  Klaus  can  no 
longer  even  recall  —  for  $1,000.  He 
used  the  money  to  buy  a  business 
license  for  ISS,  and  then  quit 
college  and  moved  in  with  his 
grandma,  Jean,  to  save  money. 

In  1995,  Klaus  hired  Thomas 
Noonan,  a  34-year-old  former  VP 
with  Dun  &  Bradstreet  Software, 
to  run  ISS's  operations.  Prior  to 
meeting,  the  two  had  communicated 
via  only  the  Internet.  Noonan's  first 
encounter  with  Klaus  was  a  surprise. 
"I  showed  up  for  a  meeting  and  found 


a  sandy-haired  kid  with  cutoffs  and 
sandals,"  marvels  Noonan.  He  bet  on 
Klaus  anyway  and  became  CEO. 

Amazingly,  the  venture  community 
took  the  pair  seriously.  ISS  secured 
two  rounds  of  financing,  in  1996  and 
1997,  and  went  public  last  March.  It 
was  a  big  day  for  Klaus  —  he  went  to 
New  York  and  watched,  wide-eyed,  as 
the  IPO  took  off. 

All  the  hoopla  hasn't  changed 
'"ius;  if  anything,  he's  more 

igal  than  ever.  Any  spending 
plans  for  the  future?  "Maybe  to 
see  the  family  in  Florida,"  he 
says.  Travel  first-class?  "No,"  he 
says,  "I  fly  coach,  unless  I  get 
one  of  those  things  that  allows 
you  to...uh..." 

"Upgrade,"  whispers  his  PR  rep. 
"Yeah ...  uh ...  upgrade,"  he  says. 

—  Scott  Lajoie 
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5  0  lou  Gerstnerjt  56JBAL  _JLZM/4190.0J1 

Chairman/CEO 
Armonk,  NY    CH/SW 

IBM  is  back,  thanks  to  Lou  Gerstner.  The  stock  zoomed  up  about 
26%  since  the  beginning  of  the  year,  compared  to  the  Dow  Jones 
industrial  average  increase  of  10.3%.  Gerstner  is  still  in  the  chips 
with  more  than  1.7  million  shares,  one-quarter  of  which  are  bene- 
ficially owned. 

51  Christopher  Klaus  25  Internet  Security  Sys.   4.3M  /  S187.5M 
Founder/CTO 

Atlanta,  GA    INT 

This  whiz  kid  played  with  supercomputers  in  high  school  before 
starting  ISS,  the  Internet  security  software  vendor  of  choice.  He 
modeled  ISS's  products  after  shareware  he  developed  as  a  student 
at  Georgia  Tech  (he  dropped  out).  He  owns  26%  of  his  company, 
which  went  public  in  1998.  Klaus  is  also  the  youngest  member  of 
this  year's  list. 

52  Morton  Topfer  62  Dell  Computer  1.8M/S186.8M 
Vice  Chairman 

Round  Rock,  TX    CH 

Dell  stock  split  once  in  the  past  year,  doubling  the  amount  of  shares 
held  by  beneficial  owners,  and  the  stock  price  zoomed  up.  Those  things 
helped  Topfer  zip  up  from  #89  last  year  to  #52. 

53  Bernard  Vergnes  53  Microsoft  Europe       1.7M/S185.6M 
Chairman 

Redmond,  WA    SW 

Vergnes  grew  the  software  behemoth's  24  European  subsidiaries  before 
becoming  chairman  of  Microsoft  Europe  a  year  ago.  He's  probably 
anxiously  awaiting  Microsoft's  next  —  make  that  eighth  — stock  split: 
His  wealth  comes  entirely  from  wholK  owned  shares.  He  has  no 
options  and  hasn't  received  any  since  1 996. 

Romesh  Wadhwani  51  Aspect  DevtpmnL   3.1M/S182.6M 

Founder/Chairman/CEO 

Mountain  View,  CA    SW 

Wadhwani's  software  masters  the  fine  art  of  counting— including 
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tiny  components  and  electrical  supplies.  Sound  insignificant?  It  isn't. 

Aspect's  annual  growth  revenue  beats  even  mighty  Microsoft's  — 

156%  from  1991  to  1997.  A  December  acquisition  of  competitor 

Cadis  should  make  Aspect  even  more  dominant.  Lucky  Wadhwani 

owns  a  22.4%  stake. 

Craig  Barrett  59  Intel  2.1M/S168.6M 

CEO 

Santa  Clara,  CA    SEMI 

Intel's  new  CEO  jokingly  refers  to  himself  as  the  "dull,  quiet  ex-aca- 
demic"—  he  was  a  Stanford  University  professor  before  joining  Intel 
in  1974.  But  former  chief  Grove  claims  that  Barrett  is  even  more 
aggressive  than  he  is. 

Thomas  Meredith  48  Dell  Computer  1.5M/S164.8M 

CFO 
Round  Rock,  TX    CH 

Another  Dell  exec  to  enjoy  a  great  stock  ride.  Meredith  escalated  up  the 
list  from  #88  to  #56  this  year,  thanks  to  a  stock  that's  trading  at  more 
than  100  bucks.  Last  year  when  we  checked,  it  was  in  the  $30  range. 

I61.0M 


Tomjermoluk  42  @Home 
Chairman/CEO 
Redwood  City,  CA    INT 

Last  year  @Home  didn't  have  many  customers... and  was  losing 
money.  Not  much  has  changed  on  that  score.  Jermoluk's  net 
worth,  meanwhile,  has  more  than  doubled.  That's  because  AT8cT 
announced  it  would  acquire  TCI  last  June  —  and  TCI  is  ^Home's 
largest  shareholder. 

John  Chambers  49  Cisco  Systems  1.8M/S158.5M 

CEO/Director 

San  Jose,  CA    NET 

Chambers's  net  worth  nearly  tripled  this  year,  which  helped  him  shoot 
up  37  places  on  our  list.  And  there's  no  telling  when  he'll  slow  down. 
Cisco's  market  cap  recently  broke  the  $100  billion  barrier,  and  Cham- 
bers is  aiming  to  make  Cisco  bigger  by  tackling  the  mammoth  voice 
equipment  market. 
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59  Alan  Fisher  37  Onsale  6.0M  /  S149.0M 
Founder/CTO 

Menlo  Park,  CA     INT 

Onsale  is  among  the  most  successful  auction  sites  on  the  Net  today;  Fisher 
is  in  charge  of  its  technology.  And  oh,  he  owns  3 1 .8%  of  its  stock.  Although 
he  is  also  vice  chairman  of  Infodata  (an  Internet  document  publishing  soft- 
ware company),  Fisher  and  partner  Jerry  Kaplan  (#65)  comanage  the  hyper 
growth  of  this  Internet  seller  of  computer  stuff  and  sports  equipment. 

60  Shelby  Bonnie  33  CNET  2.9M  /  S146.7M 
COO/ Director 

San  Francisco,  CA    INT 

A  former  director  of  $6  billion  investment  firm  Tiger  Management, 
Bonnie  pumped  $250,000  into  this  online  publisher  in  1992.  He  left 
Tiger  in  '93  to  join  CNET  and  in  the  past  five  years  has  worn  numer- 
ous operational  hats.  He  now  holds  only  two  titles  —  director  and  COO. 

61  Pam  Lopker  45  QAD  18.9M  /  S143.3M 
Founder/ President 

Kari  Lopker  47 

CEO 

Carpinteria,  CA    SW 

This  husband-and-wife  team  launched  QAD  with  $2,000  and  one  client. 
Pam  authored  the  mainstay  application;  Karl  was  the  business  brains. 
After  a  great  start,  QAD  produced  poor  earnings,  and  its  stock 
price  is  down  more  than  50%.  But  their  64.7%  stake  still  gets  them 
on  the  list. 

62  Todd  Wagner  38  Broadcastcom  2.7M  /  S142.9M 
Founder/CEO 

Dallas,  TX     INT 

A  onetime  lawyer  and  CPA,  Wagner's  now  rich  and  running  one  of  this 
year's  hottest  Internet  companies.  He's  been  a  key  strategist  in  secur- 
ing distribution  alliances  with  Yahoo,  Microsoft,  and  RealNetworks. 

63  Steven  Kirsch  41  Infoseek  5.9M  /  S137.3M 
Founder/Chairman 

Sunnyvale,  CA     INT 

This  brainy  MIT  grad  holds  two  patents  on  mouse  technology,  but 
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smartly  turned  his  talents  to  the  Internet.  Net  portal  site  Infoseek  is 
not  yet  profitable,  but  like  the  rest  of  the  Internet  clan,  it  has  a  wild 
valuation:  more  than  $730  million. 

Wilfred  Corrigan  60  LSI  Logic  7.6M  /  S131.9M 

Founder/Chairman/CEO 

Milpitas,  CA    SEMI 

Despite  flat  revenues  and  decreasing  earnings  (first-quarter  income 
was  down  21%  from  last  year),  Corrigan  bought  Hyundai  Elec- 
tronics's  Symbios  unit  for  $760  million  in  cash  last  summer. 
The  move  made  LSI  the  second-largest  standard  cell  supplier  in  the 
world.  The  acquisition  still  won't  boost  Financials  until  the  chip 
industry  recovers. 


5.2M  /  S131.2M 
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Jerry  Kaplan  46  Onsale 
Founder/Chairman/CEO 
Menlo  Park,  CA    INT 

Once  the  chief  of  a  huge  failure  (Go  Corp.),  Kaplan's  a  winner  now. 
This  online  auction  outfit  claims  it  is  attracting  more  than  100,000 
shoppers  a  day.  Interestingly,  most  shoppers  are  male,  as  Onsale  bucks 
the  conventional  female-shopper  profile. 

Eric  Brewer  31  Inktomi  2.3M  /  S131.2M 

Founder/Chief  Scientist 
San  Mateo,  CA    INT 

A  UC  Berkeley  computer  science  professor,  Brewer  and  the  Inktomi 
team  launched  HotBot,  the  worlds  first  scalable  search  engine,  in  May 
1996.  Now  they've  developed  caching  software  that  cuts  Internet  down- 
load times.  AOL  is  a  customer.  Brewer,  with  1 1.3%  of  the  company, 
is  a  wealthy  guy.  But  he  still  teaches  twice  a  week  at  the  university. 

Jim  Barksdale  56  Netscape  Communications  4.8M  /  S129.9M 

CEO 

Mountain  View,  CA    INT 

Barksdale  would  probably  rather  be  out  fishing  for  trout  than  battling 
with  Microsoft.  But  he's  got  no  choice,  even  if  the  Justice  Department 
really  does  do  something.  He's  still  got  nearly  5%  of  Netscape's  out- 
standing shares,  though  he's  stashed  quite  a  bit  of  cash  in  the  bank. 
Four  years  ago,  he  owned  1 1%  of  the  company. 
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2.4M  /  S128.9M 


68  Susan  P.  Or r  52  Hewlett-Packard 
Director 

Palo  Alto,  CA    CH 

The"P"  stands  for  Packard.  Orr  is  the  late  David  Packard's  third  child 
and  serves  as  an  HP  director.  She  also  chairs  the  behemoth  $9  billion 
David  &  Lucile  Packard  Foundation.  Orr  follows  in  Dad's  footsteps — 
she  has  her  own  software  company,  Technology  Resources  Assistance 
Center,  which  creates  products  for  nonprofits. 

69  Halsey  Minor  33  CNET  2.6M/S128.3M 
Founder/Chairman/CEO 

San  Francisco,  CA    INT 

Minor  started  CNET  in  1992  with  $50,000,  which  he  quickly  spent. 
Within  a  year,  he  was  40  grand  in  debt  and  living  off  his  credit  cards. 
No  more.  Minor  owns  20.4%  of  this  online  publisher,  worth  more  and 
more  as  CNET  gains  the  attention  of  media  giants  such  as  NBC,  which 
invested  in  the  company  this  year. 

James  Kimsey  59  AOL  1 ,3M  /  $127.1  M 

Chairman  Emeritus 
Dulles,  VA    INT 


7<L 


Last  year  Kimsey  narrowly  missed  our  list.  But  AOL  stock's  astro- 
nomical rise  landed  him  easily  among  the  ranks  of  the  superrich  this 
year.  A  West  Point  grad  and  Vietnam  vet,  Kimsey  actually  came  up 
with  the  idea  for  AOL,  which  he  originally  conceived  as  an  online  ser- 
vice for  Commodore  Computer  owners.  He  hired  Steve  Case  (#24)  in 
1985  to  do  marketing. 

71  Aleksander  Szlam  47  Melitalntl.  11.1M  /  S126.8M 

Founder/Chairman/CEO 
Norcross,  GA      SW 

Much  like  Hewlett  and  Packard,  Szlam  used  his  garage  as  Melita's 
headquarters  in  the  early  1980s.  This  Polish-born  immigrant 
created  better  predictive-dialing  hardware  and  software  systems  — 
technology  that  redefined  telemarketing  and  made  him  a  rich  man. 
Szlam  holds  an  impressive  73.5%  of  the  company  even  after  its 
1997  IPO. 
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Mukesh  Patel  40  Smart  Modular  Tech.       6.9M  /  S125.6M 

Retired 

Fremont,  CA    PER&SW 

Patel  and  cofounder  Ajay  Shah  (#48)  have  long  been  colleagues:  They 
worked  at  AMD  and  Samsung  before  starting  their  own  company  in 
1988.  An  expert  in  memory  technology  and  semiconductor  architec- 
ture, Patel  crafted  Smart  Modular's  original  devices.  In  exchange,  he 
received  15.9%  of  the  company. 

73  Lennert  Leader  43  AOL  Investments  1.1M  /  S121.4M 
President 

Dulles, VA    INT 

During  his  nine-year  tenure  as  AOL's  CFO,  the  company  grew 
from  $20  million  in  revenues  to  $2.5  billion.  Although  Leader's 
ownership  amounts  to  less  than  1%  of  the  company,  that's  enough 
to  make  this  financial  guy  as  rich  as  some  company  founders  and 
CEOs.  This  year  he  was  tapped  to  be  president  of  AOL  Investments, 
which  among  other  things  manages  mergers  and  acquisitions  for  AOL. 

74  PaulGauthier  26  Inktomi  2.1M/S120.0M 
Founder/Vice  President 

San  Mateo,  CA    INT 

This  Nova  Scotia  native  was  a  grad  student  of  founder  Eric  Brewer 
(#66)  when  they  began  researching  what  would  later  become 
HotBot.  When  Gauthier  finishes  his  60-hour  workweek,  he  likes  to 
relax  —  by  training  for  and  competing  in  marathons  and  triathlons. 

75  Andrew  Filipowski  48  Platinum  Tech. 4.4M  /  S119.4M 

Founder/CEO/President 

Oakbrook  Terrace,  IL    SW 

Want  to  make  a  buck  in  the  technology  revolution?  Why  not  stock- 
pile companies  in  promising  sectors  and  wait  for  the  next  big 
hit?  That's  exactly  what  "Flip"  Filipowski  did.  After  acquiring  39 
companies  to  strengthen  Platinum,  Filipowski's  company  offers 
a  broad  range  of  products.  Wall  Street's  verdict  is  still  out;  even  in 
the  prolonged  bull  market,  Platinum's  stock  has  remained  relatively 
flat.  But  so  far,  Flip  has  fared  well. 
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Where  angels 

and 
entrepreneurs 

click. 


It's  a  little  piece  of  paradise 
on  the  Internet. 

It's  called  SourceCapital 
Network.  And  it's  a  very 
civilized  place  for  entre- 
preneurs with  promis- 
ing businesses  to  meet 
angel  investors  looking 
for  promising  projects. 

As  an  entrepreneur, 
you'll  be  able  to  make 
one  presentation — 
using  pictures,  voices, 
video — and  have  it 
seen  by  scores  of 
certified 


investors  who  have  paid  for  the 
privilege  of  reviewing  it  and 
meeting  you. 

As  an  investor,  you'll 
save  time  by  pre-selecting 
only  those  categories  of 
projects  you're  interest- 
ed in.  When  you  find  a 
project  you  like,  you 
simply  contact  the 
entrepreneur  directly. 
And  to  think  it  all 
starts  with  the  click  of 
a  mouse. 
For  more  information,  e-mail 
angel  1 08@sourcecapitalnet.com. 
Or  call  us  toll-free  at  1-877-424-7100, 
ext.  1098. 


SourceCapital 


NETWORK 


www.sourcecapitalnet.com 


TECHNOLOGY'S  WEALTHIEST 


HARDBALL 

When  the  going  gets' 
tough,  the  tough  get; 
rich,  as  proven  by  thr 
of  the  information  ao 
heavy  hitters:  (left  to 
right)  Steve  Ballmer 
#3,  new  president  at 
Microsoft,  J.  R.  Simpi 
#27,  near-nonagenan 
who  invented  a  way , 
freeze  french  fries  an 
in  1981  invested  S1 
million  in  Micron  Tec* 
nology,  and  Andy 
Grove  #46  of  Intel. 
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76  Christopher Galvin  48  Motorola  2.5M/  S115.5M 
CEO 

Schaumburg,  IL   SEMI 

The  man  charged  with  pulling  Motorola  out  of  its  slump,  Galvin  had  better 
hurry  up.  Shareholders  and  board  members  gave  him  until  early  next  year 
to  bring  Motorola  back  —  or  he's  out.  He's  also  got  a  self-interest  in  turn- 
ing the  company  around — he  owns  3.5  million  shares  of  Motorola  stock. 

77  William  McKiernan  41BcyoJid.com      ^5JIMA$115JM 
President/CEO/Chairman 

San  Jose,  CA    INT 

McKiernan's  a  veteran  of  the  software  industry — he  was  COO  of 
antivirus  software  firm  McAfee  Associates  (now  Network  Associates) 
before  discovering  the  Internet.  He  founded  this  Net  seller  of  PC  soft- 
ware in  1994  with  money  from  Paul  Allen  (#2).  He  has  a  34%  stake 
in  Beyond.com  (formerly  Software.net). 

78  SamWyly  64  Sterling  Software  4.9M/S112.2M 
Founder/Chairman 

Director    Sterling  Commerce  850,970 

Dallas,  TX    SW 

Everything  that  Sterling  touches  seems  to  turn  to  gold.  Wyly's  soft- 
ware concern  bought  TI's  money-losing  software  division  last  June 
and  turned  it  into  a  moneymaker.  It's  a  good  thing,  since  Sam  is  one 
well-paid  director.  His  compensation  package  totaled  S30.8  million. 

Leslie  Vadasz  62  Intel  1.3M/S110.5M 

Director/Vice  President 
Santa  Clara,  CA    SEMI 

He's  not  the  most  visible  Intel  •  .c,  but  he  could  be  one  of  the  most 
important.  Intel's  other  "mad  Hungarian,"  Vadasz  manages  Intel's  side 
investments;  his  portfolio  is  worth  mon  than  $750  million  and  includes 
stakes  in  companies  like  Efusion  and  (  N 

David  W.  Packard  57  Hewlett-Packard  2.0M/$110.0M 
Director 

Palo  Alto,  CA     CH 

Oldest  of  the  Packard  children,  David  has  been  an  HP  board  m 


79 


Rank  /Name  /Age  /Company 

Position 

Location/ Type   of   Business 


80 


for  1 1  years.  Warren  Buffett  and  David  Rockefeller  have  advised  Packard 
and  his  fellow  trustees  on  investing  the  $9  billion  Packard  trust. 

81  William  Neukom  56  Microsoft  1.0M/S109.5M 
Vice  President  of  Law 

Redmond,  WA    SW 

Lately  Neukom's  been  visible  on  a  national  level,  fighting  Microsoft's 
antitrust  foes.  But  this  rich  lawyer  has  been  in  the  limelight  before. 
He  ran  as  a  liberal  candidate  for  attorney  general  in  Washington  State 
before  he  joined  Microsoft  in  1985.  He  lost. 

82  Jerry  Fiddler  46  Wind  River  Systems         2.9M  /  S1 09.1M 
Founder/Chairman 

Alameda,  CA    SW 

Wind  Rivers  embedded-chip  software  drove  the  Mars  Pathfinder  into 
space  last  year.  But  the  company  itself  may  be  headed  back  down  to 
earth.  Why?  It  faces  direct  competition  from  Microsoft  Windows  CE. 

8i  Timothy  KoogJe  47  Yahoo  -L2M/1107.2M 

CEO 
Santa  Clara,  CA    INT 

A  nine-year  Motorola  veteran,  Koogle  wound  up  at  Yahoo  in  1995  via 
a  headhunter.  One  reason  the  founders  took  a  shine  to  him:  Unlike 
another  job  applicant,  Koogle  didn't  want  to  change  Yahoo's  name.  At 
47  he's  one  of  Yahoo's  oldest  employees. 

84  Charles  Wyly  64  Sterling  Software  3.5M/S105.7M 
Founder/Chairman 

Director    Sterling  Commerce  977,256 

Dallas,  TX    SW 

Charles  and  younger  brother  Sam  (#78)  may  be  Sterling's  behind-the- 
scenes  directors,  but  they  are  up-front  about  their  political  leanings. 
In  1996,  Sterling  was  the  largest  soft-money  contributor  among  soft- 
ware companies  to  the  Republican  Party. 

85  OlinKing  64  SCI  Systems  2.8M/S105.2M 
Chairman/CEO 

Huntsville,  AL     CH 

King  runs  this  giant-sized  electronics  components  manufacturer  with 
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a  dose  of  Southern  hospitality.  SCI  keeps  convenience  store  hours: 
open  24  hours,  7  days  a  week,  365  days  a  year.  "You  can  call  anyone, 
anytime,  day  or  night,"  King  says.  Customers  can  even  get  Olin  him- 
self on  the  phone.  Howdee! 

86  Sky  Dayton  27  EarthLink ^3.3M  /  S104.4M 

Founder/Chairman 
Pasadena,  CA    INT 

The  first  company  Dayton  founded  was  a  coffee  shop.  The  second: 
one  of  the  country's  largest  ISPs.  Big  difference!  The  third-youngest 
person  on  our  list,  Dayton  wisely  kept  14.3%  of  the  company  post- 
IPO.  Earthlink's  stock  rose  sixfold  in  the  past  year. 

PehongChen  41  BroadVision 5.9M  /  S103.0M 

Founder/Chairman/CEO 
Redwood  City,  CA    INT 

A  three-time  winner,  and  counting.  BroadVision,  which  makes  cus- 
tomized e-commerce  shopping  systems,  is  this  Taiwan  native's  lat- 
est company.  Hit  one:  Gain  Technology,  started  with  $4,000,  later 
bought  by  Sybase  for  a  cool  $100  million.  Hit  two:  Siebel  Systems,  in 
which  he  was  an  early  investor.  His  estimated  wealth  here  relates  only 
to  BroadVision;  thanks  to  Gain  and  Siebel,  he's  worth  lots  more. 

endeLaski  40  Deltek  Systems 5JMX$1ML5M 

Founder/President/CEO 
McLean,  VA    SW 

With  dad  Don  (#93),  Ken  spotted  a  nifty  niche:  making  accounting 
systems  for  federal  government  contractors.  The  business  evolved 
into  creating  project-based  software  for  accounting  firms.  Sixteen 
years  and  a  1997  IPO  later,  both  deLaskis  are  multimillionaires, 
and  Costpoint,  Deltek's  leading  software  package,  fetches  about 
$100,000  a  pop. 

Robert  Levine  40  Cabletron  Systems 9JMX$1D2.3M 


88  k, 


89 


9<L 


Retired 

Rochester,  NH    NET 

Another  Cabletron  exec  worth  a  lot  less  this  year.  Some  of  the  blame 
for  that  belongs  to  Levine.  As  networking  competitors  zoomed  past 
Cabletron,  Levine,  then  CEO,  rode  to  work  on  a  motorcycle  and  wore 
leather  riding  outfits  around  the  office.  While  good  for  morale,  his 
style  wasn't  great  for  business.  He  left  operations  last  September,  but 
still  owns  5%  of  the  company. 

fieorgej"Rick"AdamjL52HEiML      _2JliySlQQ.5M 

Founder/Chairman/CEO 
Englewood,  CO    SW 

Adam  came  to  entrepreneurship  the  roundabout  way.  He  worked  as 
a  launch  crew  officer  for  seven  Apollo  missions,  then  as  an  IT  pro  at 
Goldman  Sachs.  He  founded  this  enterprise  application  company  in 
1 993.  This  job  paid  off  better.  Adam  owns  some  3 1  %  of  N  EON,  which 
has  been  public  since  June  1997. 

George  Wallner  47  Hypercom  11.5M  /  S100.2M 

Founder/Chairman 

Phoenix,  AZ    CH 


51 


92 


Wallner  makes  a  fortune  from  a  product  bordering  on  low  tech. 
Hypercom's  point-of-sale  terminals,  however,  are  its  crown  jewels.  For- 
ays into  more  high  tech  products  proved  disappointing  so  too  did 
earnings  in  that  division.  But  Wallner,  founder  of  this  v  year-old 
Company,  is  still  rich,  since  he  ou    s  34.2%  of  the  comj 

Charles  'rawer  39  MindSpring  Ent.  2.SM  /  S9S.3M 

Founder/ v'hairman/CEO 
Atlanta,  GA    INT 

Brewer  hatched  ISP  MindSpring  in  his  Atlanta  studio  apartm 
1994.  Thanks  to  a  number  of  smart  acquisitions,  MindSpring 
of  the  nation's  ISP  tront-runners.  The  stock  price  is  up  nc.nl> 
in  one  war. 
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Don  deiaski  66  Deltek  Systems 

Founder/Chairman 
McLean,  VA    SW 

Deltek's  other  half, -Don  stepped  down  as  CEO  in  '96.  Although  still 
chairman,  he  spends  his  free  time  at  his  four- story,  10-bathroom,  six- 
fireplace  home.  He  holds  a  26.9%  stake  in  Deltek. 

lames  Prowse  56  Compuware ±SMjSSAJM 

Director/Vice  President 
Farmington  Hills,  Ml    SW 

One  of  only  a  handful  of  marketing/ communications  executives  to 
become  superrich,  Prowse  joined  Compuware  in  1984.  He  has  more 
than  700,000  vested  options. 

Kevin  O'Connor  37  Doubleclick  2.6M  /  $89.1  M 

Founder/CEO 

New  York,  NY     INT 

O'Connor's  online  advertising  entity  is  one  of  the  few  in  this  Inter- 
net category  to  gain  momentum.  The  company  has  served  nearly  21.6 
billion  ads  since  1996,  and  its  network  of  sites  is  ranked  third  in  terms 
of  audience  reach,  just  behind  AOL  and  Yahoo.  Doubleclick  is  O'Con- 
nor's second  startup.  He  founded  a  communications  software  com- 
pany at  age  21.  But  this  last  venture  has  made  him  rich. 

>  Ken  Sharma  58  12  Technologies  3.8M  /  S89.1M 

Exec.  Vice  President/Vice  Chairman 
Irving,  TX    SW 

Sharma  was  persuaded  to  join  12  in  1990  when  founder  Sanjiv  Sidhu 
(#18)  dangled  one  million  company  shares  for  a  mere  $70,000. 
Sharma's  gradually  been  selling  off  stock,  so  he  now  owns  just  10.3% 
of  the  company.  He  managed  to  hold  on  to  a  spot  on  our  list  despite 
a  stock  price  plummet  last  summer. 

aul Severing  51   BayNetworks  2.5M  /  S86.9M 

Director 

Santa  Clara,  CA    NET 

Severino  merged  his  networking  company,  Wellfleet  Communications, 
with  SynOptics  in  1994  to  form  Bay  Networks.  He  stepped  down  as 
chairman  in  1996  to  focus  on  his  fourth  startup,  Internet  software 
maker  NetCentric.  His  1.2%  stake  in  Bay  Networks  may  be  worth  lots 
more  after  the  networking  giant  is  acquired  by  Canadian-based  Nortel. 

Ken  Morris  48  PeopleSoft  2.4M  /  S86.6M 

Founder/CTO 

Pleasanton,  CA    SW 

This  founder  of  PeopleSoft  was  the  chief  architect  of  many  of  the  com- 
pany's core  technologies  —  and  he  still  runs  the  company's  tech  side. 
He  holds  less  than  1%  of  the  company,  but  his  2-million-plus  shares 
are  enough  to  put  him  on  the  list. 

Paul  Wallner  44  Hypercom  JJM/$85.8M 

Founder/Division  President 
Phoenix,  AZ    CH 

Paul,  with  brother  George  (#91),  founded  Hypercom  as  a  point-of- 
sale  terminal  maker.  But  the  pair  ventured  into  enterprise  network 
systems  in  1993.  Unfortunately,  the  division  got  pinched  when  Asia 
faltered  and  revenues  dropped  20%.  Paul  is  a  29.2%  stakeholder. 

obert  Sansom  38  FORE  Systems  3.5M  /  S82.6M 

Founder/CTO/Vice  President 
Warrendale,  PA    NET 

By  any  financial  measure,  FORE's  Sansom  should  be  high  on  our  list. 
The  company  is  a  contributing  architect  of  a  new,  faster  Internet,  dubbed 
Internets.  FORE's  stock  price  has  soared  more  than  60%  this  year.  Yet 
other  companies  did  so  much  better  in  the  market  that  Sansom  finds 
himself  at  the  bottom  of  our  list.  — Reporters:  Suzie  Amer,  Tim 
Kendall,  Scott  Lajoie,  Lee  Patterson,  Carol  Pickering 
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Remember  that  great  idea  you  had? 

(THE  CROSSPAD  DOES.) 

►  store  all  of  your  notes  on  your  PC 

►  search  your  notes  by  keyword  or  date 

►  convert  selected  phrases  to  text 

►  cut  and  paste  into  other  documents 
e-mail,  print,  or  fax  notes  from  your.  R 


jer  software.  Take  notes  anytime, 
:L  anywhere.  At  2.2  pounds  and  3/4"  thick,  it's  lighter  and  slimmer  than  a 
:i-i       laptop.  Welcome  to  the  future.  800-510-9660.  wvyw.cross-pcg 
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T^  Powered  Network, 


Meet  the  most  powerful  team  in  business  network  services:  Cisc 
Systems  and  Cisco  Powered  Network  service  providers.  Virtuai 
all  Internet  traffic  travels  across  Cisco  equipment.  Cisco  Powen 
Network  service  providers  use  this  very  same 

equipment  to  bring  innovative  network        ClSCO   SYSTEM' 
solutions  to  your  business.  To  find  the  right 
service  provider  for  your  business,  just  visit 
www.cisco.com/cpn. 
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WEALTHIEST 


In  a  year  of  stock  run-ups  and  IPO  walk-ons, 
there  are  still  some  who  found  themselves  down, 
out,  and  off  our  Top  100  list. 


Ever  wondered  how  much  difference  a  year  makes?  Ask 
Larry-  Garlick,  CEO  of  help  desk  software  company  Remedy.  Last 
year  he  and  cofounder  David  Mahler  both  made  our  Top  100. 
Garlick  (then  =43)  was  worth  $140.9  million.  Mahler  (then  #94) 
had  $54.7  million.  Now  Garlick  must  be  happy  he  paid  off 
the  'S7  Acura  he  drives.  Last  winter,  threats  from  competition 
I  and  an  upheaval  in  its 
sales  department  sliced 
Remedy's  stock  —  and  the 
value  of  Garlick's  and 
Mahler's  holdings  —  by 
two-thirds  in  a  matter  of 
weeks.  Ouch. 

There  are  others  —  41 
to  be  exact  —  who  didn't 
make  this  year's  list.  Cisco 
Systems  ran  off  Cabletron  s 
Christopher  Oliver  (then 
#85)  and  Bay  Networks's 
Andy  Ludwick  (#68).  Ant- 
icipated competition  from 
Windows  CE  sent  Wind 
River  Systems  founder 
David  Wilner  (#81)  pack- 
ing. Oracles  December  single-day  stock  free  fall  axed  VP  Dirk 
Kabcenell  (#74)  and  CFO  Jeffrey  Henley  (#93).  Computer  Asso- 
ciates's  one-third  stock  slide  cut  Russell  Artzt  (#76)  and  Sanjay 
Kumar  (#96).  At  Silicon  Graphics,  board  member  Robert  Bishop 
(#59)  lost  half  his  wealth  after  three  quarterly  losses. 

Over  in  semiconductors  —  we  hate  to  say  it  —  the  chips  were 
down  and  smaller  companies  were  hit  the  hardest.  ESS  Tech- 
nology's Fred  and  Annie  Chan,  last  year  ranked  #40  with  $174.2 
million,  now  have  just  $40.2  million.  George  and  Gust  Perle- 
gos  (#27  and  #48)  and  Tsung-Ching  Wu  (#69)  of  Atmel  missed 
the  list  because  of  one  losing  quarter.  Analog  Devices  founder 
Ray  Stata  (#52)  floundered  in  the  DSP  market.  The  chairmen 
of  both  Altera  and  Xilinx — Rodney  Smith  (#53)  and  Bernard 
Vonderschmitt  (#83),  respectively — also  slipped  off  the  list. 


Watered  Down  (Clockwise,  from  upper  left)  Robert  Bishop,  Christopher  Oliver, 
Annie  and  Fred  Chan,  Marc  Andreessen,  Ray  Stata,  and  Larry  Garlick  are  just  a  few 
of  the  43  individuals  who  failed  to  make  a  repeat  appearance  on  our  list  this  year. 


Nagging  inventory  backlog  tossed  C.  N.  Reddy  (#54)  and 
his  brother,  N.  D.  Reddy  (#55),  of  Alliance  Semiconductor  off 
the  Top  100,  too.  And  down  days  for  capital  equipment  com- 
panies also  meant  the  disappearance  of  Kenneth  Levy  (#56) 
of  KLA-Tencor  and  James  Morgan  (#72)  of  Applied  Materials. 
We  also  lost  a  few  fat  cats  due  to  stock  sell-offs.  Netscape 

Communications's  Marc 
Andreessen  (#91)  sold  off 
about  25%  of  his  holdings 
(at  $20  per  share)  in  three 
days  last  February.  Other 
sellers:  Intel's  Frank  Gill 
(#75),  who  retired  and 
cashed  in  99.9%  of  his 
holdings,  and  Cadence 
Design  Systems's  Joe 
Costello  (#62). 

Also,  this  time  we  ex- 
cluded anyone  retired 
more  than  a  year:  Dell 
Computer's  George  Koz- 
metsky  (#57),  Intel's  Max 
Palevsky  (#71),  Novell's 
Ray  Noorda  (#30),  Micro- 
soft's David  Fulton  (#38),  Avant's  Shawn  Hailey  (#86),  and  Gate- 
way's Norman  Waitt  (#16).  Finally,  we  lost  12  more  because  the 
market's  Internet  splurge  boosted  our  bottom  line  to  $82  mil- 
lion: Intel's  Gerhard  Parker  (#90),  Microsoft's  Michel  Lacombe 
(#63)  and  William  Reed  (#87),  Rambus's  Mike  Farmwald  (#66), 
Geoff  Tate  (#84)  and  Mark  Horowitz  (#100),  Hewlett-Packard's 
Jean-Paul  Gimon  (#70),  Parametric  Technology's  Steven  Walske 
(#98),  PeopleSoft's  Albert  Duffield  (#92),  Great  Plains  Software's 
Rick  Burgum  (#82),  FORE  Systems's  Francois  Bitz  (#99),  and 
Maxim  Integrated  Products's  John  Gifford  (#77). 

So,  it's  goodbye  to  all.  Some,  no  doubt,  will  be  back.  As  for 
the  others  who  will  never  again  appear  in  the  Top  100,  most  still 
have  many  millions  left  to  cushion  their  disappointment. 

—  Suzie  Amer  &  Scott  Lajoie 
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we  considered  how  it  should  come  apart. 


Because  it's  all  part  of  the  earth. 


It  had  never  been  done  before.  Take  an  ordinary 
office  machine  and  turn  it  into  a  model  of 
ecological  manufacturing.  Focus  on  eliminat- 
ing waste  and  saving  resources.  The  result  is 
earth-friendly  and  economical.  Kyocera's 
Ecosys  printer. 

First,  we  made  it  easy  to  disassemble  and 
separate  the  parts.  In  the  Ecosys,  plastic  and  metal 
parts  are  not  bonded  together  as  in  many  other  printers.  We  also 
took  great  care  to  eliminate  pollutants.  Ecosys  parts  are  made  of 
polymer  alloys,  not  the  plastics  containing  harmful  bromine  that 
some  manufacturers  use. 

Next,  we  reexamined  the  cartridge  system.  A  typical  printer 
cartridge  comprises  toner,  developer,  drums,  rollers  anii  other 


components,  many  of  which  become  waste.  So  we 
designed  a  cartridge-free  system.  An  ultra-durable 
amorphous  silicon  drum  made  it  possible  to 

incorporate  most  of  the  parts  into  the  printer.  Whe 
it's  time  for  new  toner,  all  that  needs  to  be  replace 
is  the  toner  container. 
And  our  environmental  concern  doesn't  stop  with  th 
printer.  It  carries  right  on  through  to  the  packaging:  eas> 
to-recycle  cardboard  and  recycled  pulp  mold.  It  costs  us  more,  bi 
we  believe  it's  more  earth-friendly  than  the  widely  used  polystyrene 
Today,  Kyocera's  Ecosys  printer  bears  the  world's  most  importar 
symbols  of  ecological  responsibility*  You  might  say  it's  a  model  c 
environmental  design.  It  wasn't  easy  to  produce.  But  we  think  a 
healthy  planet  is  worth  the  extra  effort. 


•Including  Australian  Conservation  foundation  seal  (Australia),  Eco  Logo   <      ,,  Mark  (Japan),  Energy  Star  (United  States  and  lapan);  Energy  2000  (Switzerland) 


KYOCERA  CORPORATION    FAX:|APAN  (81)75-604-3516   WWW 
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ow  much  are  technology's 

power  brokers  and  moneymen  worth? 

They're  not  telling.  But  we  are 


By  Clint  Willis 


Every  year  we  CELEBRATE  the  public  wealth  created  by 
technology's  elite  with  our  Top  100  list.  And  every  year 
we  ponder  just  how  much  the  behind-the-scenes  guys  — 
the  venture  capitalists,  investment  bankers,  and  angels  — 
are  worth  too.  It  was  an  especially  intriguing  question 
this  year  as  the  bull  market  raged  on ...  and  on ...  and  on. 
We  know  these  guys  are  lining  their  pockets,  but  by  how 
much?  So  once  again  we  took  a  guess. 
The  wealth  of  technology's  power  brokers  is  hard 
to  track.  Why?  A  lot  of  the  dough  that  changes  hands  doesn't 
need  to  be  recorded  publicly,  and  the  SEC's  rules 
don't  require  people  who  aren't  industry  insiders 
to  report  their  transactions.  And  unlike  the  over 
night  wealth  a  CEO  can  make  with  a  sizzling 
initial  public  offering,  private  wealth  is  accu- 
mulated deal  by  deal  —  over  months,  or  some- 
times years. 

Take,  for  example,  a  full  partner  at  a  suc- 
cessful VC  firm.  He  or  she  might  pull  down 
a  base  salary  of  $200,000  to  $500,000  a  year. 
A  good  start.  But  bigger  money  comes  from 
that  firm's  role  as  a  general  partner  in 
investment  deals.  Limited  partners — insti- 
tutions ranging  from  pension  funds  to 
universities  —  give  VCs  money  to  invest. 
Over  the  past  three  years,  the  average 
return  has  been  40%.  Roughly  20%  of 
those  profits  go  to  the  partners. 

So,  a  VC  firm  might  divide  $200 
million  in  profits  from  a  successful  5- 
year-old  fund   among   10  partners. 
Senior  partners  and  the  lead  VC  on  the 
biggest  deals  generally  get  more.  We're 
talking  lots  more  —  sometimes  well  over 
$20  million  apiece. 

Illustrations   by   Ward    Schumaker 


And  that's  apart  from  the  firm's  1%  to  2%  fee  for  running  the 
fund,  not  to  mention  any  personal  investments  that  partners 
may  make.  It  also  doesn't  include  the  favors  that  often  get  done 
for  the  most  prominent  moneymen  who  get  to  invest  on  the  side 
in  hot  IPO  deals  (at  the  issue  price). 

So  it  goes  with  the  other  power  players  in  the  industry.  The 
lead  investment  banker  on  an  IPO,  say,  might  take  home  7%  of 
the  deal's  proceeds,  multiplied  by  dozens  of  deals  a  year.  And 
technology's  behind-the-scenes  players,  the  so-called  angel 
investors,  are  finding  that  the  returns  they  make  in  early-stage 
companies  can  be  huge.  They  also  are 
finding  abundant  opportunities. 
Increasingly,  venture  capitalists, 
whose  average  investment  is 
around  $4.5  million,  are 
ignoring  the  earliest- 


stage  companies.  That 
means  angels  —  often 
cashed-out  entrepre- 
neurs with  a  history 
of  creating  success- 
ful  startups  — 
are  infusing  new 
firms  with  as  lit- 
tle as  $25,000,  but 
usually  closer  to 
$500,000  to  $1  mil- 
lion. And  since  these 
aren't  public  compa- 
nies, the  investors  can 
keep  how  much  they're  mak- 
ing  private.  Well,  until  we 
came  around. 
Here's  what  we  think  the  pros- 
perous privates  are  worth  this  year. 
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Senior  VC  partners  and  the  leading  VC  on 
the  biggest  deals  sometimes  get  well  over 

$20  million  apiece.  And  that's  not  counting; 
any  personal  investments  a  partner  may  make. 


$20  MILLION  TO  $50  MILLION 


Two  of  Kleiner  Perkins  Caufield  &  Byers's  hottest  young  guns 
probably  fall  in  this  category.  Doug  Mackenzie  has  had  a  string 
of  hits  for  the  firm  as  the  company's  lead  VC  on  Visio,  MMC  Net- 
works, and  Preview  Travel  (Kleiner  Perkins  still  owns  10.8%  of 
Preview,  worth  around  $27  million).  Kevin  Compton  sits  on  the 
boards  of  five  public  companies  he  backed,  including  Global  Vil- 
lage (now  called  OneWorld)  and  VeriSign  (the  firm's  holdings 
were  worth  some  $33.5  million  last  January  at  Verisign's  IPO). 

Philip  "Flip"  Gianos  has  made  his  money  as  a 
general  partner  at  InterWest;  he's  on  the 
board  of  Xilinx  and  was  an  investor 
in  Silicon  Graphics,  Ciena,  and 
Cyrix.  John  Johnston  has  been 
in  the  venture  business  since 
1983,  starting  with  Technology 
Venture   Investors   and   then 
going  to  Hambrecht  8c  Quist 
before  cofounding  August 
Capital  in  1995.  Johnston  has 
invested  in  more  than  25 
companies,  including  Visio, 
Sybase,  Eshop  (acquired  by 
Microsoft),  Frame  Technology 
(acquired  by  Adobe),  Logic  Auto- 
mation (acquired  by  Synopsys), 
Saros  (acquired  by  FileNet)  ...you 
get  the  idea. 

Andrew  Rappaport,  another  partner 
at  August  Capital,  is  an  egghead  made  good 
The  former  research  physicist  and  consultant  has 
played  a  role  in  Actel,  Storm  Technology,  and  Viewlogic 
(acquired  by  Synopsys).  Tim  Draper  of  Draper  Fisher  Jurvetson 
is  a  third-generation  VC.  His  grandfather,  General  William  H. 
Draper  Jr.,  was  the  first  professional  West  Coast  VC.  Tim's  father, 
William  H.  Draper  III,  backed  Apollo  Computer  (acquired  by 
Hewlett-Packard)  and  LSI  Logic.  Now  its  Tim's  turn.  Along  with 
partners  John  Fisher  and  Steve  Jurvetson,  he  scored  big  last 
year  with  two  free  email  companies:  Hotmail,  which  Microsoft 
acquired  for  $400  million,  and  Four]  i ,  which  Yahoo  bought 
for  about  $94  million.  Draper's  group  has  invested  in  more  than 
45  Internet  companies,  the  most  of  any  independent  VC  firm. 

We  also  believe  heavy-hitting  headhunter  David  Beirne 
belongs  in  this  wealth  category.  He  spent  10  years  recruiting 
CEOs  for,  among  other  companies,  Netscape,  Microsoft,  and 
@Home.  And  yes,  he  sometimes  got  equity  in  place  of  fees.  I  hen 
he  joined  VC  firm  Benchmark  Capital  last  year.  Look  for  ! 
to  jump  to  the  next  category  before  too  long. 


$50  MILLION  TO  $100  MILLION 


It's  no  accident  that  Beirne  picked  Benchmark,  perhaps  Silicon 
Valley's  hottest  new  VC  firm.  "They  have  the  best  shot  at  being 
the  next  Kleiner  Perkins,"  notes  an  investment  banker.  That  puts 
them  in  one  rich  category. 

Benchmark's  five  leading  partners  split  deal  proceeds  evenly. 
But  that  hasn't  hurt  the  net  worth  of  Andy  Rachleff.  This  Bench- 
mark-leading VC  has  already  made  a  fortune:  Prior  to  joining 
the  company,  he  spent  10  years  as  a  partner  at  Merrill, 
Pickard,  Anderson  &  Eyre  (MPA8cE),  where  he 
backed  Legato,  S3,  and  CATS  Software. 
Bruce  Dunlevie  also  jumped  from 
MPA8cE;  his  deals  included  Genesys 
Telecommunications  Laboratories, 
Geoworks,  Palm  Pilot-maker  Palm 
Computing  (bought  by  U.S.  Robot- 
ics, which  was  acquired  by  3Com), 
and  Kalpana  (MPA8cE's  return: 
about  $60  million  when  Cisco 
Systems  bought  it).  His  biggest 
coup  was  Rambus,  1997's  best 
aftermarket  performer.  Robert  Kagle 
came  to  Benchmark  after  12  years 
at  Technology  Venture  Investors,  where 
he  led  the  firm's  investments  in  Viasoft, 
Synopsys,  and  Avant.  At  Benchmark 
he's  backed  Ariba  Technologies,  Ebay, 
and  E-Loan. 
The  tallest  and  shortest  VCs  in  the  busi- 
ness are  easily  worth  $50  million  each.  We're 
talking  about  John  Hummer  (6  foot  10)  and  Ann 
Winblad  (5  foot  2),  the  founders  of  Hummer  Winblad 
Venture  Partners.  They're  the  Mutt  'n'  Jeff  behind  Arbor 
Software's  big  1995  IPO  (Hummer  Winblad's  stake  was  estimated 
at  $102  million  in  1996).  Hummer  and  Winblad  also  backed 
Wind  River  and  Powersoft  (merged  with  Sybase).  Seventeen  of 
their  investments  have  been  acquired  by  firms  such  as  Compaq, 
Frontier,  Siebel,  FileNet,  and  Informix. 

Mike  Moritz  of  Sequoia  Capital  funded  Global  Village  (now 
OneWorld  Systems),  Flextronics,  LinkExchange,  and  (lucky  him) 
Yahoo.  Art  Marks,  a  14-year  veteran  of  New  Enterprise  Asso- 
ciates, has  made  a  tidy  sum  from  investing  in  Platinum  Software 
and  Object  Design.  Other  VCs  who  belong  in  the  $50  million- 
to-$100  million  (or  so)  club:  Paul  Maeder  of  Boston's  Highland 
Capital  Partners  invested  in  Lycos,  CheckFree,  Chipcom 
(acquired  by  3Com),  Edify,  and  Sybase,  and  Jim  Breyer  at  Accel 
Partners  invested  in  Arbor  Software,  Centrum  (acquired  by 
3Com),  Collabra  (acquired  by  Netscape),  Centillion  (acquired 
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Electronics 


WE  PUT  PEOPLE  FIRST 
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I  echnology  today  doesn't  stand  still.  Neither 
do  we.  At  LG  Electronics,  we're  always  working  to 
deliver  better  products  and  higher  performance.  Products  like  our  revolutionary  new 
Flatron™  monitor.  With  its  geometrically  flat  screen,  it  eliminates  distortion  and  reduces  glare  up 
to  25%  over  conventional  flat  square  screens.  Or  our  high-speed,  high-capacity  CO-ROM  and 
DVD-ROM  drives.  Or  our  more  powerful,  more  portable  Phenom  Handheld  PCs.  At  LG  Electronics, 
we  have  people  all  around  the  world  making  technology  more  efficient  and  more  affordable  than 
ever  before.  See  how  LG  is  making  it  work  for  you.  Call  1  -800-243-0000  or  visit  www.lgeus.com. 

©  1998  LG  Electronics  U.S.A..  Inc.  All  trademarks  and/or  registered  trademarks  are  property  of  their  respective  owners. 


TECHNOLOGY 


WEALTHIEST 


The  privately  held  half-billion-dollar  category 
is  still  a  tough  one  to  join  if  you're  an 
investor,  but  it  does  happen.  We  know  of  only  one: 
Arthur  Rock,  the  Valley's  original  investor. 


by  Bay  Networks),  and  RealNetworks,  whose  stock  is  up  129% 
from  its  November  1997  IPO  price. 

According  to  our  estimates,  the  angels  who  belong  in  this  cat- 
egory include  Philippine-born  serial  entrepreneur  Dado  Banatao 
who  founded  S3,  Mostron,  and  Chips  and  Technologies  (acquired 
by  Intel),  Randy  Komisar,  who  invested  in  WebTV  (which 
Microsoft  bought  for  $425  million),  Marc  Seriff  (AOL),  and 
Electronic  Arts  cofounder  Tim  Mott,  who  funded  Flextronics 
and  Audible. 

We  have  a  couple  of  investment  bankers  who  top  the  $50  mil 
mark:  Dan  Case  (chairman  and  CEO  at  Hambrecht  &  Quist  and 
brother  of  AOL  CEO  Steve  Case)  has  H&Q  holdings  worth  some 
$63  million.  Goldman  Sachs's  Eff  Martin  has  made  a  mint  from 
IPOs  like  Microsoft's.  But  Martin's  wealth  goes  public  soon, 
thanks  to  Goldman  Sachs's  IPO. 


$100  MILLION  TO  $200  MILLION 


This  group  includes  many  of  the  men  who  built  the  venture  cap- 
ital business.  Take  Dick  Kramlich,  cofounder  of  New  Enterprise 
Associates,  where  his  hits  include  Ascend,  Macromedia,  and  Sil- 
icon Graphics,  as  well  as  3Com  and  SyQuest.  Gib  Myers  Jr.  joined 
Mayfield  Fund  back  in  1970.  Among  his  winners:  Mips  Tech- 
nologies, BroadVision,  Legato,  and  Vantive. 

Franklin  "Pitch"  Johnson  founded  Asset  Management  Asso- 
ciates in  1965.  His  fortune  comes  from  Amgen  (Asset  still  owns 
about  $81  million  in  Amgen  shares,  and  Johnson's  personal 
stake  is  valued  at  around  $10  million).  Edward  Glassmeyer 
helped  found  Oak  Investment  Partners  in  1978.  He  led  the 
startup  financing  for  Seagate.  Other  hits  include  Actel,  Compaq, 
HBO,  and  Stratus.  His  partner,  Bandel  L.  Carano,  who  signed 
on  in  1985,  was  in  on  the  Actel  deal;  his  other  hits  include 
Sybase  and  Polycom. 

Sequoia  Capital's  Pierre  Lamond  lost  $250,000  from  his  per- 
sonal investment  in  CKS  Group,  a  high  tech  ad  agency,  but  we 
figure  he's  still  in  the  chips,  thanks  to  investments  in  Cypress 
and  Vitesse  (he's  chairman  of  both).  Bill  Davidow  of  Mohr,  Davi- 
dow  Ventures  has  Rambus  to  thank  for  the  recent  increase  in  his 
fortune  (plus  he's  authored  three  business  books).  Newspaper 
scion  William  R.  Hearst  III  joined  Kleiner  Perkins  in  1995.  His 
big  swings:  @Home  and  Preview  Travel,  up  100%  since  its 
November  1997  IPO. 

On  the  banking  side,  we  include  Frank  Quattrone  in  this  cat- 
egory, although  we  may  be  underplaying  his  real  wealth.  He  won't 
confirm  a  thing,  but  we  know  that  when  he  left  Morgan  Stanley 
two  years  ago  to  join  Deutsche  Bank  Securities,  he  was  guar- 
anteed millions  a  year.  This  year,  he  accepted  another  bounti- 
ful compensation  package  to  move  his  operation  to  Credit  Suisse 
First  Boston. 


$200  MILLION  TO  $500  MILLION 


We  know  he'll  protest  his  inclusion  in  this  category,  but  we  just 
have  to  believe  that  Kleiner  Perkins  Caufield  &  Byers  star  John 
Doerr  is  worth  this  much.  Why?  He's  in  everything  that  matters. 
He  backed  Compaq,  Sun,  Intuit,  Netscape,  @Home,  Shiva, 
Amazon.com,  Rambus,  and  OnSale.  We  put  Doerr's  partners 
Tom  Perkins  and  Frank  Caufield  in  this  category  too. 

Ben  Rosen  and  L.  J.  Sevin  of  Sevin  Rosen  Funds  made  their 
bucks  backing  Compaq,  Lotus,  and  Ciena.  Don  Valentine  of 
Sequoia  Capital  made  his  money  with  Apple,  Atari,  LSI  Logic, 
Oracle,  Microchip  Technology,  Electronic  Arts,  C-Cube,  Network 
Appliance,  and  his  granddaddy  hit,  Cisco.  Also  megawealthy  is 
U.S.  Venture  Partners's  Bill  Bowes,  a  founding  shareholder  of 
Amgen.  He  still  owns  about  2.5  million  shares  himself.  He  has  also 
invested  in  Cetus  (acquired  by  Chiron),  Raychem,  and  Applied 
Biosystems  (acquired  by  Perkin-Elmer).  Partner  Irwin  Federman 
made  a  bundle  as  turnaround  CEO  of  Monolithic  Memories 
(merged  with  AMD)  before  joining  USVP  in  1990,  where  he's 
been  the  lead  investor  in  QuickLogic,  NeoMagic,  and  others. 

Some  others  we  estimate  to  be  worth  more  than  $200  mil- 
lion: Henry  McCance  of  Boston's  Greylock  (Tellabs,  Manugis- 
tics,  ImmuLogic  Pharmaceutical,  and  Peritus),  his  partner  Roger 
Evans  (Ascend  and  Xircom),  and  Lotus  founder  Mitch  Kapor. 
Kapor's  venture  capital  firm  was  among  the  earliest  investors 
in  Uunet  (acquired  by  MFS  and  then  WorldCom)  and  Perfor- 
mance Systems  International  (now  PSINet),  and  his  firm  also 
owns  2.2  million  shares  of  RealNetworks.  Roger  Sippl  founded 
Informix  and  Vantive,  then  turned  angel.  He  funded  Visigenic 
(acquired  by  Borland,  now  Inprise);  at  the  firm's  IPO  in  August 
1996,  Sippl  held  23%  of  the  firm,  and  his  shares  were  worth 
some  $22  million.  David  Marquardt  at  August  Capital  has  done 
well  with  investments  in  Seagate,  SpectraLogic  (acquired  by 
Seagate),  Stratus,  and  Netopia.  But  he'll  forever  be  known  as 
the  only  VC  to  invest  in  Microsoft.  Legendary  investor  Don- 
ald L.  Lucas  of  Sand  Hill  Financial  has  40  years'  investing  and 
moneymaking  under  his  belt.  His  successes:  National  Semi- 
conductor, Macromedia,  and  Oracle. 


$500  MILLION  PLUS 


The  privately  held  half-billion-dollar  category  is  still  a  tough  one 
to  join  if  you're  an  investor,  but  it  does  happen.  We  know  of  only 
one:  Arthur  Rock,  the  Valley's  original  investor,  who  backed 
Apple,  Fairchild  Semiconductor,  and  Intel  (his  $300,000  Intel 
stake  is  now  worth  more  than  $500  million).  ■ 

Based  in  Portland,  Maine,  Clint  Willis  is  a  contributing  editor  for  Forbes  ASAP.  He 
regularly  writes  for  Reuters  newswire  and  Worth  magazine.  He  wrote  "How  Win- 
ners Do  It,"  which  appeared  in  the  August  24th  issue. 
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It's  just  like  your  own  fab, 
only  we  treat  you  better. 


The  foundry  of  the  future  isn't  a  foundry  at  all.  That's  because  TSMC  has  introduced  the  Virtual  Fab.  It  means  working  with  our 

fabs  is  just  like  working  with  yours.  Only  better.  You  benefit  from  our  investment  in  the  world's  most  advanced  technology  and 

from  our  proven  manufacturing  excellence.  So  you  get  the  benefits  of  having  your  own  fab  without  the  headaches. 

Now  isn't  that  better?  Contact  us  for  more  information. 
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TSMC.  121  Park  Avenue  III.  Science  Based  Industrial  Park,  Hsin-Chu,  Taiwan.  ROC    •  Ph:  886-35-780221.  Fax:  886-35-781545 
TSMC-Europe.  World  Trade  Center.  Strawinskylaan  1145,  1077  XX,  Amsterdam,  The  Netherlands  •  Ph.  31-20-305-9900.  Fax:  31-20-305-9911 
TSMC-USA.  1740  Technology  Drive.  Suite  660,  San  Jose,  CA  95110  •  Ph  408-437-8762.  Fax:  408-441-7713 
TSMC-Japan,  16F  Queen's  Tower  C,  2-3-5.  Minato  Mirai,  Nishi-ku,  Yokohama  220-6216,  Japan  •  Ph:  81-45-682-0670,  Fax:  81-45-682-0673    ', 
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Iowa 


Charles  S.  Johnson 
Chairman,  President  &  CEO 
Pioneer  Hi-Bred 
International,  Inc. 


PIONEER  HI-BRED  INTERNATIONAL,  INC 


Pioneer  Hi-Bred  International,  Inc.  is  the  leader  in  the 
genetic  improvement  of  seeds  to  help  feed  a  hungry 
world.  Pioneer  employs  people  on  every  crop-producing 
continent  to  develop,  produce  and  market  seed  varieties 
and  hybrids.  Pioneer  people  continually  improve  the 
performance  of  these  crops  through  emerging 
technologies  in  information  management,  plant 
breeding,  biotechnology,  seed  production  and 
marketing.  Pioneer  offers  farmers  and  users  of 
grain  worldwide,  "Technology  That  Yields®." 
www.pioneer.com.  NYS  PHB. 
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THE  SMART  STATE  FOR  BUSINESS® 


Iowa  Business  Partnership 


Innovation  and  Imagination  drivi 
Iowa's  booming  economy. 
Whether  it's  developing  a  new 
generation  of  home  appliances, 
designing  state-of-the-art  3-D 
imaging  software  or  building 
navigation  equipment  for 
commercial  aircraft  manufacturers, 
Iowa  businesses  use  Innovation 
and  Imagination  to  set  new  standard 
for  success. 

Our  world-class  educational 
system  encourages  critical  thinkiir 
in  individuals,  who  can  then  turn 
ideas  into  practical  products  for 
everyday  life. 

To  help  lowans  stay  on  the  cutting 
edge,  the  state  provides 
customized  employee  training 
programs  individually  designed 
for  each  business. 

To  learn  how  your  business  can 
profit  from  Iowa's  smart  location 
advantages,  call  Bob  Henningsen 
at  the  Iowa  Department  of 
Economic  Development: 
800-245-IOWA 


www.smart.state.ia.us 
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These  days,  compensation  for  high 
tech    execs —unbelievably  —  looks    a    lot    like 
the  salaries  of  pro   ballplayers. 


When  is  a  high  tech  CEO  recruit  like  a  sports  superstar? 

When  he's  cashing  his  paycheck. 

Technology  executive  pay  is  out  of  the  park.  Gone  are  the 
days  when  a  startup  could  lure  top  brass  with  the  promise  of  a 
piece  of  the  action.  Now  that  same  executive  is  commanding  — 
and  getting  —  the  grand  slam:  stock,  options, 
bonuses,  and  a  hefty  salary. 

AT&T  president  and  COO  Alex  Mandl  made 
headlines  in  1996  when  he  received  what  amounted 
to  a  $20  million  signing  bonus  to  become  chairman 
and  CEO  of  Teligent,  a  Vienna,  Virginia,  telecom 
company.  His  booty  was  comparable  to  the  sum  bas- 
ketball icon  Shaquille  O'Neal  commanded  in  his  first 
year  with  the  Los  Angeles  Lakers.  "Execs  today  are 
almost  like  free  agents,"  laments  Alan  Seiler,  partner 
in  executive  recruitment  firm  Ramsey  Beirne. 

Not  so  long  ago,  it  was  a  different  ball  game. 
When  Jim  Barksdale  joined  Netscape  Communica- 
tions from  AT&T/McCaw  Cellular  Communications 
in  1995,  his  salary  was  just  $96,154.  But  he  got  a 
9.6%  stake  in  the  company  as  upside  potential.  In 
1997  he  voluntarily  reduced  his  pay  to  a  buck  a  year. 
These  days,  despite  Netscape's  vicissitudes,  his  stock 
holdings  are  worth  $122  million. 

Through  the  mid-1990s,  there  was  a  string  of 
Barksdale-like  comp  deals  with  similarly  delayed 
paydays.  Yahoo  CEO  Tim  Koogle  agreed  to  head  up 
the  fledgling  search  engine  company  in  July  1995  for 
$150,000  a  year  and  approximately  half  a  million  options.  Now, 
after  splitting  three  times,  the  stock  is  worth  an  estimated  $209.5 
million.  Ditto  for  Christos  Cotsakos.  He  took  an  80%  cut  in  pay 
when  he  left  his  executive  position  at  ACNielsen  to  join  online 
stock- trading  startup  E-Trade  in  1996.  The  value  of  Cotsakos's 
initial  million-odd  options  today?  Twenty  million  bucks. 

Such  deals  are  now  history.  Comp  experts  agree  that  a  short- 
age of  executive  talent,  combined  with  the  money  pouring  into 
the  technology  marketplace,  has  upped  the  industry's  ante.  "The 
pool  of  people  for  very  established  companies  as  well  as  small 
startups  is  now  the  same,"  says  John  Thompson,  an  executive 
recruiter  with  Heidrick  &  Struggles  in  Silicon  Valley.  "Recruiters 
are  charged  to  do  what  they  need  to  do  to  land  the  right 
person  —  offering  $500,000  in  guaranteed  compensation,  plus 


significant  equity  interests,  plus  downside  protection  equity." 
The  results  are  deals  like  the  one  Joe  Nacchio  got.  Never  heard 
of  him?  He  was  another  AT&T  bonus  baby  lured  away  to  run  a 
new  company,  Qwest  Communications,  in  January  1997.  The 
Denver-based  multimedia  communications  startup  rained  on 

Nacchio  the  following:  a  base 
salary  of  $600,000,  a  $300,000 
annual  bonus,  6.3  million 
options  (worth  an  estimated 
$227  million  in  August  1998), 
and  an  "equalization  payment" 
of  $10.7  million  payable  over 
three  years.  The  latter,  accord- 
ing to  Qwest's  most  recent  proxy 
statement,  compensates  him 
"for  certain  benefits  from  his 
former  employer,  AT&T,  that 
Mr.  Nacchio  may  lose  or  forfeit 
as  a  result  of  his  termination  of 
employment." 

A  sweet  deal,  and  a  lot  easier 
on  your  knees  than  having  to 
play  running  back. 

In  Silicon  Valley,  42-year-old 
Tom  Jermoluk  had  never  run  a 
company  before  he  became  CEO 
of  @Home  Network,  an  Internet 
services  company,  in  July  1996. 
His  top  spot  had  been  junior  varsity:  president/COO  of  Silicon 
Graphics.  But  recruiters  were  interested  in  nabbing  Jermoluk  for 
some  time,  and  SGI  was  forced  to  guarantee  him  $10  million, 
to  be  paid  out  over  five  years,  to  get  him  to  stay. 

Jermoluk  forfeited  some  of  that  purse  less  than  two  years  later 
for  the  bigger  prize  offered  at  @Home.  Board  members  are 
rumored  to  have  guaranteed  Jermoluk  the  same  as  SGI  did.  Jer- 
moluk made  $500,000  and  another  $200,000  in  bonuses  in  1997. 
And  his  3.2%  of  the  company  turned  to  gold  last  summer  when 
AT&T  announced  its  intent  to  buy  TCI,  a  significant  shareholder 
in  @Home.  So  the  $79  million  net  worth  figure  we  calculated 
for  Jermoluk  last  year  has  gone  up,  up,  up  —  to  almost  $200  mil- 
lion today.  That's  a  leap  even  Michael  Jordan  could  love. 

— Alessandra  Bianchi 
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Hot  Shots  CEO  recruits  (clockwise)  Christos  Cot- 
sakos, Tim  Koogle,  Alex  Mandl,  Jim  Barksdale,  Tom 
Jermoluk,  and  Joe  Nacchio. 


UR  CUSTOMERS  WERE  CALLING  FOR 
ENHANCED  CALLING  SERVICES. 
ND  WE  COULDN'T  AFFORD  TO  PUT 
THEM   ON  HOLD." 


GTE  WHOLESALE  MARKETS  works  with  communications  providers  in 
icing  innovative  solutions  to  their  communications  problems.  Whether  those  involve 
)rlc  management,  network  capacity  or  resale  services,  we  have  the  expertise  and  experience 
I  solve  them.  We  begin  by  establishing  a  relationship  with  the  customer  based  on  open  dialogue 
Id  an  understanding  of  their  business,  which  allows  us  to  focus  squarely  on  their  needs.  We 
len  look  for  creative  ways  to  fill  those  needs  -  even  if  we  have  to  change  the  way  we  do  business. 


|  //        Nor  long  ago,  a  major  local  service  provider  was  being  pressured  by  its  customers  to  deliver 
enhanced  calling  services.  Quickly-  Lacking  the  infrastructure  to  provide  them,  and  knowing 
=^>      that  traditional  technologies  would  require  several  years  of  set-up  time,  they  investigated 
rapid  deployment  capabilities  of  GTE  s  Advanced  Intelligent  Network.  Using  our  own  business 
mplate,  we  helped  them  compare  build-versus-buy  option}.  Finding  the  "build"  approach  too  expensive, 
iey  opted  to  use  GTEs  infrastructure.  In  less  than  a  year,  we  had  their  system  up  and  running, 
chieving  an  impressive  10%  market  share  that  surpassed  their  projections.  A  footnote:  the  GTE  project 
roup  was  awarded  this  company's  leadership  award  for  outstanding  performance. 


If  you  have  a  communications  problem  you  can't  work  out,  call  GTE  Wholesale 
vlarkets  at  1-888-483-9594,  or  contact  us  at  www.gte.com/Wmkts.  We're  quick.  We're  cost- 
:ompetitive.  And  best  of  all,  we're  flexible.  So  you  can  count  on  us  to  deliver  solutions  that 
tfill  ensure  your  success. 
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From 


virus 
hunters  to 


founders  and  virtual 
performers,  here's  how 


-■-•■■• 


Ed  Nazemi,  franchise  owner,  Mail  Boxes  Etc.,  Mountain  View, 
California. ..mailman  for  many  high  tech  startups. ..Nazemi's 
mail-pack-and-ship  service  company  at  one  time  shipped 
all  Netscape  browsers  when  that  Internet  com- 
pany was  in  its  infancy... bought  the  fran- 
chise six  years  ago  for  $150,000  and  makes 
about  $50,000  a  year...  of  his  160  mail- 
boxes, Nazemi  estimates   100  belong 
to  startups. 

J.  B.  Holston  III,  president  and 
CEO,  NetSage,  Golden,  Colorado... 
former  NBC  and  Ziff-Davis  exec 
is  paid  $200,000  a 
year  to  run  yet 
another  Inter- 
net startup... 
mission  is  a 
mouthful:  NetSage  develops  smart, 
animated-agent  solutions  (Sages)  for 
intelligent  Web  sites...  translation:  Sages 
are  cartoony  little  characters,  generated 
with  a  brew  of  audio  technology,  artificial 
intelligence,  and  computer  animation  that 
help  users  travel  the  Web  and  iazz  up  their 
own  Web  sites. ..we  think.  He  hopes. 

Peter  Brand  and  Tom  Cherry,  founders, 
Virtual  Press  Office,  Montclair,  New  Jer- 
sey... each  earns  $75,000  a  year  from  their 
Web-based  business... set  up  shop  at  popu- 
lar tech  trade  shows,  posting  press  releases 
on  their  Web  site,  virtualpressoffice.com, 


B.t>   AMZCA-w 


so  journalists  don't  get  paper  cuts 
from  piles  of  press  packets... spend 
time  at  shows  promoting,  meeting, 
and  deciding  where  to  eat. ..not  nec- 
essarily in  that  order. 

John  Buzzell,  founder,  The 
Gearbox  Network,  Wilmington, 
North  Carolina... another  in  the 
"only  in  the  digital  age"  category 
of  jobs...  makes  sure  computer-related  John  ft^i^HLL 
movie  and  TV  scenes  are  accurate  (like  we  care?)... programs 
and  animates  computer  monitors  that  show  up  in  scenes  on  the 
silver  screen... coaches  actors  in  the  fine  art  of  mouse  click- 
ing... advises  directors  on  which 
junk  food  to  place  next 
to  a  PC  in  a  scene... 
makes  $75,000  per 
year...  latest  engage- 
ment: Dimension 
Films's  Takedown, 
about  hacker 
Kevin  Mitnick. 

Sanja  Dahr,  re- 
cruiting manager, 
IPEX,    Lafayette, 
California. ..one 
headhunter 
behind  the  in- 
flux of  India- 
educated 
engineers 
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Illustrations   by  Jon   Cuneo 
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the  high  tech  cookie  crumbles 


into  high  tech  businesses... former  software  engineer  Dahr 

travels  to  his  homeland  several  times  a  year... 

interviews  100  candidates  in  less 

than  two  weeks,  makes  offers 

to  40  or  50,  then  shepherds 

the  recruits  through  U.S. 

visa  process... makes  up 

to  $100,000  a  year  with 

bonuses. 

Brian  Inkster,  golf 
pro,  Los  Altos  Golf  and 
Country  Club,  Los  Altos, 
California ...  member- 
ships  to   the  "club   of 
choice  for  Silicon  Valley 
execs"  cost  $290,000,  plus 
monthly  fees... Inkster  and 
his  three  pro  associates 
charge  just  $40  to  $60  for  a 
45-minute  lesson. ..works  as 
early  as  7  a.m.  to  fit  in  lessons 
before  clients'  work- 
days begin...  ob- 
serves Silicon 
Valley 


luminaries  at  their  absolute 

worst,  be  it  in  technique  or 

fashion. ..some  wear  trousers 

"I  wouldn't  wear  in  a  closet," 

Inkster  admits. 

Corrine  Maggioncalda, 
account  manager,  The 
AdGap  Group,  Visalia, 
California. ..clients 
in  Silicon  Valley 
know  her  better  as 
the  "tchotchke  queen". 

sells  all  man-    <°rrine  ma^^ioncali>a 
ner  of  promotional,  motivational 
items,  from  mugs  and  briefcases  to 
polo  shirts  and  mousepads... logo- 
crazed  Silicon  Valley  companies 
heap  these  on  employees  and  visi- 
tors... commission-only  job...  after  18 
months  on  the  sales  circuit,  she's  made  $75,000. 
David  Emm,  senior  technology  consultant, 
Dr.  Solomon's  Software,  Burlington,  Massa- 
chusetts...earns  just  under  $100,000  a  year 
at   this   antivirus   software   company... 
recently  transplanted  from  Dr.  Sol- 
omon's U.K.  operations... spends  his 
days  immersed  in  the  obscure  world 
of   computer   viruses... tests   new 
products,  seeks  viruses   in   cus- 
tomers' computer  files,  and  hosts 
virus  seminars  for  IT  types. 
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Shrihari  Pandit,  president,  Stealth  Communications,  New  York, 
New  York... 20-year-old  with  Big  Apple-sized  dreams... aim- 
ing to  make  $250,000  this  year  by  creating  New  York  City's 
first  IT-based  metropolitan-area  network... hopes  to  wire  strate- 
gic buildings  in  Manhattan  with  routers  using 
a  patented  technology... will  shoot  data  from 
building  to  building  at  gigabit  speeds... 
meantime  Stealth  makes  money  as  a 
regional  Internet  service  provider. 
Bill  Nussey,  president  and  COO,  IXL, 
Atlanta,  Georgia... heads  operations  of  high 
tech  consulting  firm. ..helps  corporations  build 
and  spruce  up  their  Web  presence... first 
financed  IXL  as  a  venture  capitalist  with 
Greylock... founders  asked  him  to  come 
aboard... makes  around  $200,000  a 
year  plus  up  to  $40,000 
in  bonuses... IXL  is 
running  neck  and  neck  with  competitor 
USWeb  in  acquisitions. ..it  has  gobbled 
up  35  small  consultancy  companies  in 
a  mere  year  and  a  half. 

Loki    Freyr,  information  services 
manager,  Farallon  Capital  Manage- 
ment, San  Francisco,  Califor- 
nia...makes  around  $100,000  plus 
a  bonus  that  can  exceed  half  his 
base... Freyr  manages  a  com- 
plex computer  system  that 
keeps  Farallon's  portfolio 
managers  current... on  call 
24  hours  a  day...  tin- 
kers with  the  net- 
work evenings  and 
weekends  so  frantic 
traders  aren't  driven 
to  tears  by  a  shutdown. 
Brooks  Calavan, 
founder,  Microchip  Com 
puters,  Austin,  Texas ...  seven- 
person  company  assembles 
customized  computers,  often  for  up 
to  $800  less  than  crosstown  competitor  Dell... 
pays  himself  only  $3,000  a  month... invests  $15,000 
or  more  of  monthly  profits  back  into  the  company... 
two  years  ago  moved  operations  from  his  garage 
to  a  warehouse... most  famous  customer:  the  Mexican 
government. 

Dataquest  analysts,  Dataquest,  San  Jose,  Cali- 
fornia... these  glorified  research  hacks  get  $31,000  a 
year  to  start. ..senior  chief  analyst  can  corn  up  to 
$152,000  a  year... keep  tabs  on  industry  products  and 
services  through  research  and  one-on-one  vendor  brief- 
ings...most  information  ends  up  in  reports  for  clients, 
which  cost  from  $95  for  an  alert  to  $5,000  for  a  full- 
blown report. 


/REV,    T"ayV|    Sh)AHk 


Cynthia  White,  owner,  A  Touch  of  Ele- 
gance Treatment  Salon,  Menlo  Park,; 
•  California... White's  been  tending  to 
the  fingers  and  toes  of  technology's 
power  females  for  a  decade... clients 
such  as  Chips  and  Technologies  VP 
and  general  counsel  Ms.  Jeffery  Tatum 
never  miss  White's  special  hour-long, 
aromatherapy-enhanced  spa  pedicure 
(or  "foot  facial,"  as  White  likes  to 
call  it),  despite  its  $45  price  tag... a  lei- 
cYnthia  IvHire     surely  45-minute  power  manicure  using 
aromatherapy  and  hot  oil  is  just  $20. 

Reverend   Tom   Shanks,  ethicist, 
Markkula  Center  for  Applied  Ethics,  Santa 
Clara  University,  Santa  Clara,  California... 
moralist  man  in  the  middle... helps 
make  ethical  decisions  or 
dilemmas  ranging  from  re 
stricting  Internet  acce; 
at  county  libraries  to 
an  employer's  right 
to  read  employee 
email ...  deciding 
such  weighty  matters 
pays  just  $77,000... 
as  a  Jesuit  priest  he  doesn't  receive  the  salary — 
it's  turned  over  to  the  Jesuit  community. 

Patrick  Flick,  virtual-character  performer,  Ziff- 
Davis  Television,  San  Francisco,  California... Flick 
is  the  real-life  body  in  the  virtual  world  of  ZDTV, 
a  24-hour  computer  and  Internet  cable  channel... 
the  actor  makes  $350  to  $550  a  day 
providing  natural  movements 
needed  to  make  computer-gen- 
erated animation  seem  real... 
spends  each  gig  in  a  special 
bodysuit  that  uses  software 
to  calibrate  his  movements... 
then  real-time  animation  software 
creates  lifelike  characters. ..those 
characters  "host"  Ziff 's  programs. 
Content  producers... start  at 
$25,000  to  $30,000  a  year...  work  for 
large  Internet  portal  sites  like 
Yahoo,  Excite,  and  Infoseek 
...some  are  proficient  in 
HTML,  some  rely  on  auto- 
mated tools. ..seek  ways 
to  create  a  "better  user 
experience"  and  identify 
new   sources   from 
which  to  cull  con- 
tent... come  from 
all    sorts    of 
backgrounds. 
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Whether  you're  small,  midsize  or  large,  SAP  works  with  any  business  that  wants  to  work  better. 


By  linking  your  organization's  departments,  SAP  allows  you  to  share  information,  work 


taster  and  cut  costs.  And  we  do  it  according  to  your  schedule  and  your  budget. 


With  everything  we  have  to  offer,  it's  no  surprise  over  9,000  companies 


all  over  the  business  world  are  using  SAP.  We're  committed  to 


making  your  choice  of  business  software  a  successful  one. 


For  more  information,  visit  www.sap.com/usa  or  call  1-800-283-1SAP. 


ywSAt^ 


TcamSAP1"  is  the  coordinated  effort  of  people,  processes 
and  products  to  deliver  better  business  results. 


A  Better  Return  On  Information: 


TECHNOLOGY'S 

Bradley  Feld,  founder  and  "high  priest," 
Colorado  Internet  Keiretsu,  Boulder, 
Colorado...  only  in  the  wired  West  could 
Feld's  title  be  taken  seriously... his 
real  job  is  venture  capitalist  with  Soft- 
bank Technology  Ventures ...  typically 
makes  more  than  $200,000  a  year... 
gets  no  salary  as  priest  of  this  keiretsu, 
made  up  of  Colorado's  Internet  company 
founders  and  CEOs. ..far  from  min- 
isterial, Feld  helps  the  150  keiretsu  members  with  an 
unheavenly  task:  securing  financing. 

Chris  Nolan,  high  tech  gossip  columnist,  San  Jose  Mercury 


cHKis  n«LAn 
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News,  San  Jose,  California. ..column, "Talk  Is  Cheap,"  makes  her 
the  Liz  Smith  of  Silicon  Valley... parties  with  millionaires,  makes 
the  rounds  on  the  charity  circuit... makes  more  than  minimum 
union  salary  of  $602.14  a  week  plus  overtime  and  dough 
from  freelance  assignments... cut  her  teeth  on  political  report- 
ing for  a  cable  industry  trade  pub 
back  East. 

Joel   Klein,  assistant 
attorney  general,  U.S. 
Department  of  Justice, 
Washington,  D.C. ...the 
$115,700-a-year  thorn 
in  Bill  Gates's  side... 
would  be  making  more 
if  he  were  working  for 
Onek,  Klein  &  Farr,  the  law 
firm  he  cofounded  in  198] 
surprisingly  aggressive  Kk 
(Washington  politicos  tho; 
he'd  roll  over  in  response 
big-business    intimidati 
finds   himself  antitrust   chief 
in    a   time   when    mergers 
are  almost  a  way  of  life.  J°EL  KiEIN 

David  Dorman,  chairman,  president,  and  CEO,  PointCast, 
Sunnyvale,  California ...  amazingly,  left  his  job  running  Pacific 
Bell  to  take  on  this  troubled  former  "push"  technology  ser- 
vice... smartly  revamped  PointCast's  image  to  be  more  news 
oriented  when  push  went  out  of  vogue... IPO  pulled  (it 
was  bait  for  a  buyer) ...earns  $250,000  a  year  in  salary, 
but  $1.5  million  signing  bonus  and  2  million  shares  add 
up... also  receives  $1.8  million  if  he  can  get  his  sales 
staff  to  rope  in  at  least  3  million  viewers  by  the  end  of 
fiscal  year  1999. 

Peter  Jackson,  president  and  CEO,  Intraware, 
Orinda,  California... hopes  to  take  his  company,  which  sells 
and  maintains  subscriptions  to  intranet  software,  public 
in  the  next  year...  four  rounds  of  VC  funding  have  slowly  eaten 
away  at  his  personal  stake... still  owns  17.5%  of  Intra- 
ware...earns  $225,000  a  year...  involved  in  all  aspects  of  the 
company,  but  swears  he's  not  a  micromanager. 

Bill  Downes,  buyer/personal  shopper,  Wilkes  Bashford,  San 
Francisco,  California... happy  haberdasher 
behind  the  snappy  Italian  wardrobes  of 
Jim  Clark,  Larry  Ellison,  and  other  tech 
fat  cats. ..has  been  dressing  Silicon  Val- 
ley elite  for  19  years  from  this  oh-so- 
fashionable  Union  Square  store... 
makes  an  estimated  $120,000  annu- 
ally...selling  Brioni,  Zegna,  Kiton, 
Loro  Piana,  and  a  full  line  of  fancy, 
pricey  accessories. ..considers  himself 
as  much  fashion  educator  as  fashion 
arbiter  (three-button  suits  are  in, 
double-breasted  out). ..will  even 
'can  out  clients'  closets. 
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THERE'S  A  VERY  GOOD  REASON  EUROPEAN  MONITORS 
ARE  ENGINEERED  TO  A  HIGHER  STANDARD. 


IT'S  THE  LAW. 


Granted,  it's  not  easy  to  build  monitors  for  the  world's  strictest  quality  standards.  Or  to  pass 
the  rigorous  tests  demanded  by  ISO-9241-3,  TCO  and  NUTEK.  But  as  a  result,  our  monitors  come 
with  pinpoint  clarity  and  faster  refresh  rates,  for  reduced  eyestrain.  Remarkably  low  emissions.  And  an 
unsurpassed  level  of  reliability. 

While  in  some  corners  of  the  world  all  this  might  be  considered  a  luxury,  in  Europe  it's  just 
the  way  things  are  done.  And  it's  your  assurance  that  with  Nokia,  you'll  always  see  a  world  of  difference. 

For  more  information  on  our  full  line  of  15"  to  21"  monitors,  please  call  1-800- BY-NOKIA,  or 
visit  us  at  www.nokia.com/americas. 


IMOKIA 

Connecting  People 


Pictured  above  is  a  Nokia  21"  445Xpro(20"  VIS),  the  industry's  first  121  kHz  monitor  with  1800  x  1440  resolution,  up  to  80Hz  refresh  rate  and  ,22mm  horizontal  dot  pitch 

©1998  Nokia  Display  Products,  Inc   Specifications  subject  to  change  All  other  trademarks  are  the  sole  property  of  their  respective  companies 
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Silicon  crystal  operating  technicians,  MEMC  Electronic 

Materials,  O'Fallon,  Missouri... starting  wage  of  $14  an  hour... 

make  what  serves  as  raw  material 

for  chips. ..in  a  complex  process,  a 

silicon  seed  is  dipped  in  a  crucible 

of  molten  polysilicon  liquid  and  grows 

to  a  cylindrical  crystal  about  5  feet 

long... crystals  are  sliced,  etched,  and 

polished  into  wafers  0.725mm  thick... 

that's  pretty  tiny,  but  this  is  a  big 

job... quality  assurance  is  crucial  as 

customers  such  as  Motorola  and  AMD 

must  have  pure  wafers. 

Ira  Winkler,  security  consultant, 
Information  Security  Advisors  Group, 
Severna  Park,  Maryland... expertise  is  "robbing  companies 
blind". ..hired  to  test  overall  corporate  information  secu- 
rity... infiltrates  a  company  as  a  temporary 
worker,  then  steals  computer  passwords 
and  confidential  documents... charges  up 
to  $3,000  a  day...  issues  a  report  critiqu- 
ing security  troubles  and  recommends 
new  measures  to  keep  secrets  safe. 

Natalie  L.  Wood,  CEO, 
MizBiz.com,  San  Francisco, 
California ...  put  in 
three  years  getting 
this  Web-based, 
subscription- 
driven  center  for 
women  entrepre- 
neurs online  . .. 
launched  this  month. ..hoping  to  give  herself 
a  raise  above  current  $45,000  salary... may 
have  a  chance...  1,600  women  start  businesses 
every  day...  for  less  than  $50  a  year,  female 
entrepreneurs  can  subscribe  to  MizBiz  for  online 
networking  opportunities,  financial  advice, 
even  cheap  group  health  insurance. 

Karen  Hallstein,  executive  administrator,  Sun 
Microsystems,  Palo  Alto,  California... runs  the  hectic 
business  life  of  Sun  CEO  Scott  McNealy...for  about 
$70,000  a  year... keeps  his  schedule,  fields  phone  calls, 
handles  correspondence,  even  looks  after  his  3-year- 
old  Greater  Swiss  Mountain  Dog,  Network,  when 
the  hound  comes  to  Sun  headquarters. 

Lew   Piatt,  chairman,  president,  and 
CEO,  Hewlett-Packard,  Palo  Alto,  Cali- 
fornia... head  honcho  of  Lndustr  stal- 
wart HP... $1.7  million  salary  plus 
a  $2.6  million  bonus. ..stock  holdings 
amount  to  very  little  by  Silicon  Valley 
standards. ..even  if  he  purchased  all  of 
his  options,  he  would  have  only  a  0.1% 
stake  in  the  company... not  much  for  some 
one  who  has  been  with  HP  since  1966. 
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Sean  Baenen,  strategist,  Global  Business  Network,  Emeryville, 
California... a  28-year-old  who  apprenticed  with  Andersen1 
Consulting. ..his  more  than  $100,000-a-year  gig  could  happen' 
only  in  this  age  of  digital  skulduggery... targets  technology: 
trends  for  corporate  clients  such  as  UPS,  Ameritech, 
and  IBM. ..then  helps  them  prepare  for  the  tech  future. 

Technical  support  professionals,  Gateway,  North  Sioux 
City,  South  Dakota  ...  the  voices  behind 
Gateway's  24-hour  customer  service 
lines ...  after  passing   a   test   that 
assesses  their  telephone  demeanor, 
they  start  at  $9  an  hour...  so  dedicated 
that  many  stay  on  the  line  while 
frustrated  customers  try  to  install 
Windows  98. ..the  process  can  take 
an  hour. 

Joe  Costello,  angel  investor,  Santa 
Clara,  California... former  CEO  of 
Cadence  Design  Systems  went  to  work 
for  Mike  Milken. ..walked  out... now 
dedicates  himself  to  seeding  startups... 
so  far  his  returns  on  $9  million  invested 

are  $0  ...holdings  in  Cadence  are 

..,,  .  ,     „.._        SEAN  8/!£NOv 

still   worth   around   $30 

million. ..sold  almost  half  of  his  shares 
when  the  market  favored  his 
former  company... his  angel 
bets  so  far  are  in  two  wire- 
less data  plays  —  Racotek 
and  NextNet  —  and  in 
Cad. Lab,  maker  of  a  3D 
mechanical  CAD  program 
called  Eureka  Gold. 
Rick  Belluzzo,  chairman  and 
CEO,  Silicon  Graphics,  Mountain 
View,  California... like  the  CEO 
blamed  for  SGI's  downfall  (Ed 
McCracken),  Belluzzo  is  a  former 
Hewlett-Packard  VP...he  bit  off  one 
big  job  when  he  became  chairman 
and  CEO  of  this  troubled  graphics 
workstation  maker  in  January...  earns 
$990,000. ..self-avowed  fixer  Belluzzos 
t      taking    the 
*   *  •        turn- 
'  •     »     *  around 

**  slowly, 

so  far... some 
wonder  if  the  com- 
pany can  make  it ... 
but  the  incentive  to  make 
SGI  shine  again  is  there... 
Belluzzo  gets  a  performance 
bonus  that  can  amount  to 
100%  of  his  base. 

—  Michelle  Jeffers  and  Scott  Lajoie 
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GREAT  PERFORMANCES 


SYQUEST 


COMPOSING  SYMPHONIES 
OPTIMIZING  SUPPLY  CHRINS 
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GREAT  PERFORMANCES  DON'T  JOST  HAPPEN. 

It  takes  genius  to  create  a  masterpiece  in  music 
-and  in  business. 

Orchestrating  all  the  players  across  the  supply  chain  with  strategic, 
tactical  and  operational  software,  SynQuest  is  optimizing  supply 
chain  performance.  Which  translates  into  lower  costs  and  greater 
profitability  for  our  customers. 

What  do  we  consider  a  great  performance? 

Delivering  office  furniture  products  in  two  days  while  the 
competition  takes  five  weeks.  Slashing  $72  million  out  of  a 
European  consumer  goods  supply  chain.  Driving  market  share 
up  for  a  sporting  goods  manufacturer  from  50  to  62  percent 
without  additional  capital  investment. 


At  SynQuest,  we  optimize  performance  for  our  customers 
around  the  world. 

TOGETAER.  ME  CRN  MRRE 

THE  NEXT  GREAT  PERFORMANCE  YOURS. 

Call  us  for  your  free  copy  of  Performance  Optimized, 

a  guide  to  the  Financial  Optimization  of  complex  supply  chains. 

800.844.3228  (Europe  +31.0.183.610.610) 
www.synquest.com 
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ireless  phones  are  being.offered  in  some  strange  places 


with  even  stranger  promotions 


confusing  contracts  and  complicated  service  plans. 


A 


1  RadioShack,  you'll  find  more  ansv  ers  to  help  you  figure  out  what's  best  for  you. 
More  choices  too,  from  digital  to  analog  phones  and  prepaid  to  lower-cost  plans. 


tv    '?  >Shack 

You've  go(  questions.  We've  got  answers.4 


For  our  store  near  you, 

call  1-800-THE-SHACK 

(1-800-843-7422) 
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Want  a  lesson  on  how  ti  get  ultrarich  in  technology? 


Better  ask  Yahoo's  founders,  not  Excite's. 


Tug  of  More  Yahoo  founders  Jerry  Yang  and  David  Filo  (right)  beat  Excite  founders  Graham 
Spencer  and  Joe  Kraus  in  the  battle  to  create  personal  and  company  wealth.  Credit  smart  man- 
agement and  marketing,  less  venture  backing,  being  first  to  market,  and  a  little  luck. 


YOU  HAVE  TO  BE 
living  in  a  cave 
not  to  have  heard 
of  Yahoo  zillion- 
aires  Jerry  Yang 
and  David  Filo. 
The  29-year-old 
Yang  in  particular 
has  been  on  so 
many  magazine 
covers  that  he's 
now  a  poster  boy 
for  wild  high 
tech  success.  Od- 
dly, the  same  is  not 
true  of  rival  Ex- 
cites two  principal 
founders,  Graham 
Spencer  and  Joe 
Kraus.  On  the  face  of  it,  Spencer  and  Kraus  should  be  as  rich  as 
Filo  and  Yang.  All  are  Stanford  alums.  All  started  venture-backed 
companies.  Both  companies  hit  the  public  market  in  April  1996. 
Yet  Spencer  and  Kraus,  plus  four  more  Excite  founders,  are  today 
worth  just  $155  million  combined.  Neither  of  them  even  make 
our  Top  100.  Meanwhile,  Filo  and  Yang  are,  respectively,  num- 
bered 15  and  16. 

Here's  how  they  beat  out  their  Excite  counterparts  in  wealth 
creation: 

•  Yahoo  understood  one  of  the  most  important  rules  in  any 
market:  Be  there  first.  While  neck  and  neck  in  developing  the 
basic  Internet  search  technology,  Yahoo  went  live  in  April  1994. 
Excite  didn't  show  up  until  October  1995.  That  18-month  lead 
established  Yahoo  as  the  preeminent  search  engine  brand.  Excite 
was  left  to  play  catch- up.  It  never  has. 

•  If  ever  there  was  an  example  of  that  old  maxim  "The  devil 
is  in  the  deal,"  this  is  it.  At  the  initial  capitalization  of  Yahoo, 
VC  firm  Sequoia  Capital  paid  $2  million  for  a  19.2%  cut.  Soft- 
bank Holdings  later  forked  over  $108  million  for  41.2%.  The 


two  founders  held 
on  to  a  34.6% 
piece  of  the  pie. 
Excite's  deal 
was  a  lot  different. 
VC  firms  Insti- 
tutional Venture 
Partners  and 
Kleiner  Perkins 
Caufield  &  Byers 
each  paid  $1.5 
million  for  a  com- 
bined 52.4%  share. 
America  Online 
paid  $10  million 
for  13.5%,  and  the 
Tribune  Company 
paid  $6  million 
for  an  8.5%  stake. 


The  six  founders  were  left  with  just  15.4%  of  the  company  after 
the  initial  public  offering. 

•  Yahoo  proved  another  high  tech  business  adage:  The  best 
technology  doesn't  always  win.  Excites  search  software  won  praise 
for  being  very  precise.  Yahoo's  directory  technology  was  at  first 
much  less  effective.  But  Yahoo's  marketplace  lead  made  up  for 
its  software's  failings. 

•  Don't  dilute  your  ownership  with  mergers  and  acquisitions. 
Yahoo's  superior  market  position  has  left  its  founders  relatively 
undiluted.  The  company  has  made  only  four  acquisitions, 
together  worth  about  $100  million  —  which  have  parceled  off 
less  than  2.5  million  shares.  Excite's  nine  acquisitions,  costing 
$193  million,  have  watered  down  equity  by  11.8  million  shares. 

•  Founders  benefit  if  a  company  is  well  managed.  Wall  Street 
apparendy  believes  Yahoo  is  run  well.  The  market  values  the  com- 
pany at  $8. 1  billion.  Yahoo  also  has  produced  three  profitable  quar- 
ters. That's  big  news  in  the  perpetually  profidess  Internet  sector. 
In  contrast,  Wall  Street  values  Excite  at  far  less — $2.17  billion,  and 
the  company  has  yet  to  return  a  profit.  —  Carol  Pickering 
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If  you  think  America's  future  rides  on  the  information 
superhighway,  try  sending  a  million  tons  of  steel  on  it., 


Web  site:  www.nscorp.com.    National  Customer  Service  Center:  l-800-NFLK  SOU  (635-5768).   Annual  report  requests:  1-800-531-6757. 


A  computer  line  is  great 
for  sending  information. 
But  to  move  thousands  of 
commodities  for  America's  industries,  you're  going 
to  need  something  slightly  larger.  Fortunately,  thi 
remarkable  feat  is  performed  each  and  every  day 
by  Norfolk  Southern.  Carrying  steel  for  automobile 
coal  for  electricity  and  grain  for  food.  All  along  a 
rail  network  that  connects  our  customers  to  the 
marketplaces  of  the  world.  In  fact,  it's  a  system  that 
runs  so  efficiently,  it  almost  goes  unnoticed.  Which 
is  why  if  you'd  like  to  know  more  about  Norfolk  Southern, 
we  recommend  a  visit  to  our  web  site  at  the  address 


below.  After  all,  the  Internet  /5good  for  some  things 


rvioi 

SOUTHERN 
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The  Thoroughbred  of  Transportation. 

©  1997  Norfolk  Southern  Corp  Three  Commercial  Place.  Norfolk,  VA  23510. 
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TECHNOLOGY'S  WEALTHIEST 


■  It  takes  more 

■  than  dreams  to  run  the 
ntlet  of  goin 


By  Po  Bronson 


U.M.M." 

The  Sequoia  conference  room  at  the  Hyatt  Regency  in 
Burlingame:  In  the  middle  of  the  room  is  Jerry  Weissman,  the 
64-vear-old  former  novelist  and  TV  producer  who  is  the 
founder  and  president  of  Power  Presentations,  which  spe- 
cializes in  prepping  executives  for  their  initial  public  offer- 
ing road  show. 

ferry  Weissman  is  a  holistic  practitioner  of  communication  — 
he  teaches  speakers  to  connect  with  their  audiences.  In  the  back 
of  this  small  room  is  a  video  camera,  trained  on  the  front  of  the 
room  where  the  CEO  of  Silicon  Valley  enterprise  software  firm 
Actuate  Software,  Nico  Nierenberg,  stands.  He  is  rehearsing 
the  first  public  utterance  of  his  IPO  pitch: 

"I'mm." 

He  is  pacing.  His  face  is  getting  red.  His  body  lists.  His 
arms  cross  and  his  shoulders  hunch.  It  is  the  posture  of  some- 
one defensive.  He  is  doing  what  Jerry  Weissman  calls  "the 
body  wrap." 

This  is  not  the  Nico  Nierenberg  everyone  knows.  Nico 
is  boisterous,  jocular,  and  keen  as  a  hunter.  His  gestures  are 
normally  huge  —  he'll  thrust  his  arms  out  with  indignation,  or 
slap  his  forehead  and  then  spout  some  off-the-cuff,  cynical 
remark  to  let  off  steam.  But  the  most  striking  characteristic 
ot  Nico  Nierenberg's  demeanor  is  his  enchanting  laugh,  a  laugh 
that  begins  as  if  he  is  being  tickled  and  then  escalates  into  a 
head-tipped-back  horselaugh,  ending  with  a  little  calming 
chuckle,  and  then  he  is  back  to  business.  The  son  of  a  Manhat- 


4 


tan  Project  physicist,  and  an  entrepreneur  all  his  life,  Nico  is  a 
very  intense,  competitive  person,  and  his  laugh,  which  arrives 
every  30  seconds  or  so,  is  his  tension  release. 
But  he  is  not  laughing  now. 

Jerry  Weissman  nods  knowingly.  "When  that  little  red  light 
on  the  camera  goes  on,  the  adrenaline  bolt  shoots  down  into  the 
veins  and  freezes  you." 

In  1 1  days  Nico  Nierenberg  will  be  making  a  presentation 
to  the  entire  350-person  sales  force  of  Goldman  Sachs  at  its 
One  New  York  Plaza  offices  in  New  York  City,  and  he  will  be  ask- 
ing for  $30  million.  Those  Goldman  salespeople  will  give  their 
best  effort  to  be  attentive,  but  they  are  jacked  into  the  market, 
and  their  ears  will  be  ringing  with  that  morning's  shotgun 
of  market  indicators. 

"The  market  down  200  yesterday,  up  200  today,  what's  for 
lunch?"- — that's  the  kind  of  thing 
they'll  be  thinking.  If  Nico  can't  han- 
dle one  little  red  light  on  a  video 
camera,  then  how  will  he  handle  the 
video  prompter  as  his  image  is 
beamed  live  to  Goldman's  conference 
rooms  in  Boston,  Chicago,  San  Fran- 
cisco, and  Houston? 

This  speech  will  be  the  first  pub- 
lic words  spoken  by  Nico  Nieren- 
berg on  behalf  of  his  IPO  bid.  Six 
years  ago  Nico  had  an  idea  for  this 
market.  Five  years  ago  he  formed  a 
company,  three  years  ago  sold  his 
first  software,  two  years  ago  hired 
the  CFO,  one  year  ago  looked  at  rev- 
enue forecasts  and  the  timing  of 
profitability,  and  began  to  realize 
that  he'd  be  ready  to  go  public  this 
summer.  The  first  public  words  of  a 
man  who  a  year  from  now,  if  the  company  and  the  market 
grow  as  expected,  will  be  well  known  among  the  investment 
bankers  who  made  money  off  the  IPO,  and  two  years  from 
now  famous  among  the  institutional  investors  made  rich 
by  the  growth  of  the  company's  stock,  and  three  years 
from  now  known  by  all  tech  investors  as  the  leader  in  the 
potential  billion-dollar  market  for  "enterprise  reporting" 


Talk,  Talk,  Talk 

Before  starting  the  IPO 
show,  Nico  Nierenberg 
must  learn  to  speak 
like  a  public  CEO  ("No 
umms,  Nico").  Left: 
Lawton  Fitt,  Goldman's 
managing  director. 


Photography    by    Rossa   W.    Cole 
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software,  which  enables  organizations  to  rapidly  design,  gen- 
erate, and  distribute  corporate  data  across  both  Internet  and 
client/server  environments. 

The  tectonics  of  all  those  years  culminate  in  this  movement: 
the  near  past  crashing  into  near  future.  The  past,  private/ 
the  future,  public.  The  past,  judged  by  nobody  but  himself;  the 
future,  judged  by  every  mutual  fund  and  research  analyst  and 
cybertrader  and  every  retired  Teamster  in  Cincinnati 
with  one  share  of  Actuate  in  his  portfolio. 

"Here's  what  I'm  thinking...,"  Nico  says. 

"Tell  me,"  says  Weissman. 

"I'm  thinking  ahead  to  all  those 
road  show  meetings,  all  those  in- 
vestors..." 

"And?" 

"My  fear  is:  'Why  do  they  care? ... 
Will  they  care?' " 

Another  grin  beams  across  Weiss- 
man's  face.  He's  pleased.  Good  question  again,  Nico.  And 
an  even  better  answer  coming.  "Connect  with  that.  Tell 
them  why  they  should  care." 

"What  do  you  mean?" 

"Say  it  aloud.  Say, 'Let  me  tell  you  why  you  should  care 
about  my  company'  Every  time  you  say  the  word  'you,' 
reach  out  with  your  hand  to  that  person.  Open  up  your 
body.  Reach  out  and  close  the  gap  between  you  and  that 
audience  member." 

Nico  tries  this  gesture,  his  arm  reaching  what  seems 
to  him  like  10  feet  away  from  his  body.  Comically  big. 
"That  feels  weird." 

"But  it  looks  great."  It  does  look  great.  In  reality,  his  arm 
moved  only  about  18  inches. 

So  Nico  backs  up,  then  reenters  the  camera's  line  of  vision. 

"Okay,"  he  says.  Deep  breath.  This  time  he  is  just  talking:  "Let 
me  tell  you  why  you  should  care  about  enterprise  reporting,"  he 
starts,  and  just  like  that  he  is  on  a  roll.  The  redness  in  his  face 
fades,  his  eyes  glimmer.  Rock-solid  balance.  In  the  video  replay, 
everyone  counts  the  eye  dance:  Nico's  eyes  shift  only  four  times 
in  20  seconds. 

Lock  on.  Complete  sentences.  Not  a  single  "umm."  I  his  is  a 
man  who  can  lead.  This  is  a  man  with  a  story  and  a  vision.  This 
is  a  man  you'd  give  $30  million  to. 


MARKET  SOFTENS,  IPO  ACCELERATES 

Something  has  gone  awry.  In  April,  the  Nasdaq  composit 
index  set  an  all-time  high  at  1,917.61,  and  Actuates  IPO  wa 
confidently  penciled  in  for  the  first  week  of  August.  But  by  the| 
first  week  of  June,  when  Actuates  S-l  filing  put  the  company': 
IPO  on  the  market's  radar  screen,  the  IPO  market  had  soft- 
ened. But  the  scariest  thing  was  not  just  that  this  softening  d 
interest  had  happened,  but  that  nobody  reall) 
knew  why  it  had  happened. 

"There's  a  fear  out  there,"  says  Jim  Breyer. 
Actuate's  venture  capitalist  at  Accel  Partners. 
He's  speaking  of  the  nervous  conversation 
among  VCs  as  they  lean  into  urinals  or  scram- 
ble in  and  out  of  limousines. 

Does  Breyer  think  this  fear  of 
the  bull  market  ending  is  a  later- 
this-year  fear,  or  an  any-month- 
now  fear. 

"It's  an  any-day-now  fear," 
he  replies. 

In  response,  Goldman  acceler- 
ates Actuate's  schedule  by  three 
weeks.  It  remains  a  question 
whether  the  market  is  already  cra- 
tering  or  not.  No  question  that 
guts  are  boiling.  "Tough  market," 
says  one  Goldman  banker,  arriv- 
ing for  a  meeting.  "Jittery,"  says 
another.  "Skittish,"  says  a  third. 

Just  about  all  the  employees  at 
Actuate  have  watched  the  market 
for  years,  invested  some,  read  the 
papers,  et  cetera — but  that  hasn't 
prepared  them  to  tie  the  fate  of 
their  company  —  hell,  their  entire 
financial  future,  their  dreams, 
their  kids'  education  —  to  this 
roller  coaster.  "It's  especially  difficult  for  entrepreneurs,"  explains 
|im  Breyer.  "They're  used  to  having  a  great  deal  of  control.  This 
is  one  of  the  first  times  they  can't  control  the  situation  at 
all.  i.xternal  forces  shape  the  market,  and  there's  nothing  they 
can   lo  about  it." 


On  the  Road  Nico  the  road 
warrior  travels  city-to-city 
("If  it's  Tuesday,  it  must  be 
Detroit")  drumming  up  inter- 
est from  investors.  It's  a 
time-blurred  blitz,  a  montage 
of  handshakes  and  well- 
rehearsed  spontaneity. 


. 
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GY'S       WEALTHIEST 


But  Nico  Nierenberg,  who  is  rehearsing  his  road  show 
presentation  to  perfection,  still  has  the  sense  he  can  influence 
the  outcome. 

That  illusion  will  be  the  last  one  the  market  rips  away. 

ROAD  SHOW  ARRIVES,  BANKER  LEAVES 

Bill  Garvey,  Actuates  in-house  counsel,  hears  it  from  "a  well- 
placed  source."  Jim  Breyer  hears  "substantive  information  to  its 
effect."  Al  Campa,  the  VP  of  market- 
ing, hears  about  it  from  Bill  Garvey 
before  the  newspapers  pick  it  up.  The 
last  one  to  hear  about  it  is  Nico 
Nierenberg  who  eventually  listens  to 
a  voice  mail. 

It  isn't  the  riots  in  Indonesia  or 
Alan  Greenspan  predicting  inflation. 
This  uncontrollable  tornado  is  touch- 
ing down  far  closer  to  home... 

Nico  doesn't  hear  about  the  dis- 
aster because  at  8:30  in  the  morn- 
ing, he  is  wearing  an  olive  green  suit, 
kicking  off  the  road  show  at  the  mid- 
town  offices  of  the  deal's  comanager, 
the  Deutsche  Bank  Securities  Tech- 
nology Group  (DBS).  In  a  multimedia 
room  equipped  with  videoconference 
technology  to  beam  Nico  to  the  DBS 
sales  force  across  the  country,  Nico 
stands  up  in  front  of  a  few  dozen 

equities  salespeople,  thanks  everyone  for  attending,  takes  a  deep 
breath,  reminds  himself  not  to  rush  and  locks  eyes  with  one  of 
the  bankers  he's  met  already. 

The  words  come  fine,  full  sentences,  balance  steady —  we're 
rolling,  baby!  —  and  then  that  little  bit  of  self-awareness  seems 
to  trigger  the  adrenaline  bolt  —  whoa!  —  welling  up  behind  his 
eyes,  tingling  in  his  fingers,  lifting  the  hair  on  his  neck,  flushing 
his  face  ink  red  —  so  high-voltage  electric  that  the  inUn 
the  adrenaline  bolt  amazes  him,  wow  —  yeah!  yeah!  —  and  a 
huge,  teeth-baring  smile  breaks  his  face  wide  open  as  his 
crawl  with  goose  bumps. 

"That  was  it!"  he  yelps  to  the  crowd,  chuckling  to  l< 
self  recover.  "Whooooo!" 


And  at  that  moment,  across  the  continent  in  DBS's  offices 
in  Menlo  Park,  the  tornado  hits.  The  CEO  of  DBS,  Frank  Quat- 
trone,  sends  an  email  to  all  160  DBS  employees,  notifying  themj 
that  he  is  leaving  for  competitor  Credit  Suisse  First  Boston  i 
(CSFB)  along  with  fellow  bankers  Bill  Brady  and  George  Boutros. 
Frank  Quattrone:  The  Jesus  of  high  tech  investment  banking, 
the  bonus  baby  who  left  Morgan  Stanley  for  DBS  two  years  ago, 
is  moving  again.  Deutsche  Bank  Securities,  the  fourth-ranked 
underwriter  of  high  technology 
IPOs,  is  dead  in  the  water. 

"It  could  not  be  worse  timing," 
says  Al  Campa,  the  VP  of  market- 
ing, with  a  forlorn  sigh.  "There's  no 
way  to  react.  It's  something  we  just 
have  no  control  over." 

Nobody  at  Actuate  knows  what 
it  means.  Probably  some  sort 
of  delay.  But  in  a  tricky  market, 
delay  is  deadly.  Do  we  stick  with 
a  wounded  DBS?  But  switching 
bankers  means  going  back  to  the 
SEC  and  refiling,  reallocating  the 
syndicate,  printing  a  new  prospec- 
tus, lining  up  new  investors  —  shit, 
that  would  take  months. 

Which  shows  how  little  they 
know  about  investment  banking. 
Swapping  bankers  in  the  middle  of 
a  road  show  is  just  another  busi- 
ness-as-usual power  shift  in  this  well-oiled  system  of  Going  Pub- 
lic,  where  the  bumps  in  the  road  are  seen,  but  not  always  felt. 

On  Friday  morning,  Amsterdam  time,  Actuate's  banker 
at  DBS,  Cameron  Lester,  gets  Nico  on  the  phone  between  pre- 
sentations. Lester  is  already  moving  over  to  CSFB.  The  whole 
DBS  team  is  moving,  and  130  people,  from  the  top  on  down, 
immediately — that  day.  Lester  proposes  that  Actuate  stay 
with  the  group,  letting  CSFB  have  DBS's  role  as  comanager. 
would  pay  to  reprint  the  red  herrings  that  weekend.  DBS's 
name  appears  in  the  prospectus  only  three  times,  no  trouble 
ii  out.  Apparently,  DBS  is  going  to  let  CSFB  take  over  the 
in  the  Menlo  Park  offices,  so  the  team  will  just  change 
th    nameplate  on  the  door. 


Nico  thinks 
he  can 

influence 
the  IPO. 
That  illusion 
will  be  the 
last  one 

the  market 
rips  away. 
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This  is 
your  camera. 


This  is 
your  film. 


This  is 
your  post  office. 
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CSo  now,  sending  pictures  is  just  as  easy  as  taking  them.] 


1 


You're  looking  at  the  world's  first  digital  camera 
to  store  images  on  a  standard  floppy  disk.* 

The  digital  camera  that  makes  e-mailing  pictures 
as  easy  as  putting  a  floppy  into  your  computer. 
No  expensive  storage  media  or  software  to  buy.  No 
adapters  to  use,  and  no  wires  or  cables  to 
connect.  Just  the  easiest  way  to  deliver  pictures 
that  are  really  something  to  see.  For  the  dealer 
nearest  you,  call  1-800-222-7669. 


•  New  Quick  Access  2x  Floppy  Disk  Drive  •  Whole  Disk  Copying  •  10x  Optical  Zoom  •  E-Mail  Mode 

•  Built-in  Intelligent  Flash  •  2.5"  Color  LCD  With  Solar  Window™  Panel  •  InfoLithium®  Rechargeable  Battery 

•  Compatible  With  Virtually  Any  Computer1  •  Bundled  With  ArcSoft®  PhotoStudio  Software1 

•  Free  One-Year  Membership**  on  Sony's  ImageStation5"  on  PhotoNet® 

www.sony.com/mavica  «™«v 


©1998  Sony  Electronics  Inc  All  tights  reserved   Reproduction  in  whole  or  in  port  without  written  permission  is  prohibited.  Sony,  Movico,  InfoLithium,  Solar  Window, 
ond  It's  As  Eosy  As  A  Floppy  ore  trademarks  of  Sony.  ArcSoft  is  o  trademark  of  ArcSoft,  Inc.  "MS-DOS  fotmotted.  tSome  systems  may  require  supplied  ArcSoft*  softwore. 
"Internet  access  requirerj,  not  included.  A  $19.95  value.  Must  redeem  by  8/1/99   ImogeStation  is  o  service  mark  of  Sony  Electronics  Inc. 
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Done  deal.  No  delay.  Some  weary  bankers  had  to  put  in  a  few 
extra  hours  over  the  weekend,  sure,  but  by  Monday  Al  Campa 
is  saying,  "It's  behind  us  already." 

PRESSURE  MOUNTS 

"Do  you  think  everyone  will  start  wearing  Armani  around 
here?" 

"Do  you  think  the  park- 
ing lot  will  fill  up  with 
Ferraris?" 

"Do  you  think  our  stock 
will  split  eight  times  over, 
like  Oracle's  did?" 

These  are  the  whisper- 
ings in  the  hallways  at  Actu- 
ate, the  musings  at  the  refrigerator  where 
cookies  and  Diet  Cokes  are  the  daily  fare. 

"The  two  biggest  misconceptions  about 
going  public,"  says  Al  Campa,  "are  that 
we  all  get  rich,  and  there's  tons  of  cash 
around  to  spend.  We  may  get  rich  over  time 
if  the  company  grows  and  the  stock  splits,  but  not  on  the 
IPO.  And  as  for  cash  to  spend,  we'll  have  more  pressure  to  be 
on  budget  than  ever." 

And  he  adds,  "Keeping  the  spending  on  budget  is  the  easy 
side  of  the  income  statement.  The  real  pressure  is  to  make  Wall 
Street's  revenue  projections." 

This  pressure  haunts  Nico  Nierenberg.  The  company  he 
founded  at  age  23  evolved  into  a  database  firm  called  Unify.  The 
company  lasted  through  many  incarnations,  weathering  the  mar- 
ket transitions  from  the  Unix  mainframe  environment  to  desk- 
tops and  to  distributed  networks.  Though  Nico  left  in  1993, 
the  company  continued  to  grow  and  in  1996  went  public. 

"He  was  so  proud  that  Unify  went  public,  and  that  he  was 
known  as  its  founder,"  says  Campa.  "But  then  Unify  missed  its 
third-quarter  estimates." 

Its  stock  sank  from  12  to  3.  Now,  Unify  is  known  as  a 
company  that  shouldn't  have  gone  public.  Nico  hasn't  had 
anything  to  do  with  Unify  for  five  years,  so  he  wasn't  respon 
sible.  Still,  he  feels  that  the  failure  of  Unity's  IPC)  has  put  his 
reputation  at  stake. 

"He  can't  forget  about  that,"  says  Campa.  "He 


that  cross  every  day." 

The  burden  of  meeting  Wall  Street's  estimates  falls  on  l 
Actuate's  executive  VP  of  sales,  Pete  Cittadini.  He's  been  i 
through  this  transition  before.  Pete  was  the  first  Oracle  sales- 
person in  New  England,  pre-IPO,  and  when  he  left  in  '91,  , 
Oracle  had  more  than  a  billion  in  sales.  Then  he  became  the 
number-two  executive  at  Interleaf.  He's  learned  to  be 
a  systematic  planner.  Of  Nico,  he  says,  "He  designs,  I 
implement.  He's  cerebral,  I'm  the  heavy." 

On  the  last  afternoon  of  the  quarter,  June  30,  a  day 
that  finds  most  VPs  of  sales  in  Silicon  Valley  in  a  cold 
sweat,  Cittadini  was  popping  mad,  and  he  was  letting 
someone  have  it  over  the  phone.  "I 
don't  care  if  you  have  to  do  it  all  over 
again,"  he  says,  "you  get  it  done  right." 
An  underperforming  salesperson? 
Nope.  On  the  last  day  of  the  quarter, 
Pete  Cittadini  was,  of  all  things,  mov- 
ing into  a  new  home  in  Hillsborough. 
"The   contractor  cut   the   marble 
countertops  wrong.  I  told  him  to  do 
it  again." 

Wait  a  minute.  Moving,  on  the  last 
day  of  the  quarter?  Didn't  he  have 
deals  to  close?  Didn't  he  have  sales- 
people to  motivate?  "I  had  a  garage 
sale  yesterday  to  clean  out  my  house.  Couldn't  seem  to  move  the 
queen  mattresses."  I  took  this  to  be  a  good  sign:  code  for  "Got 
it  in  the  bag." 

ROAD  SHOW  CONTINUES 

Nico  has  stopped  even  looking  at  the  schedule  to  see  who 
he's  going  to  be  speaking  to.  Today  is  Denver.  No,  today  is 
Kansas  City,  tomorrow  is  Denver.  Some  investors  listen.  Some 
don't  listen  at  all.  Some  just  ask  questions.  Some  say,  "Give 
me  your  40-minute  presentation  in  25  minutes."  The  questions 
are  straightforward;  they're  all  about  sales  calculations  and  mak- 
ing sure  Microsoft  isn't  about  to  enter  this  market.  Nobody  asks 
about  the  soundness  of  Nico's  heartbeat.  Nobody  asks  how  his 
life  coach  has  helped  him  be  a  better  person.  Nobody  asks  why 
he  left  school.  The  setting  sends  the  metamessage:  "He  would 
not  be  here  if  he  were  not  top-notch." 


Pit  Stop  For  the 

first  time  ever, 
Nico  steps  onto  the 
trading  floor,  where  his 
future  will  be  decided  in 
a  single  session. 
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IPO  IMMINENT 

The  NOW  approaches,  banging  itself  like  a  drum.  While  on 
the  road,  Actuate  announces  that  second-quarter  sales  growth 
is  a  stunning  127%.  That  triggers  the  orders.  Six  funds  submit 
orders  for  300,000  shares,  or  10%  of  the  deal  each.  They  don't 
actually  want  that  many  shares,  it's 
just  a  term  of  art  to  signify  they 
want  the  top  allocation.  A  day  later, 
one  of  those  six  raises  its  order  to 
500,000  shares,  another  term  of  art 
meaning  "We  really  want  the  top 
allocation."  The  book  is  filling  up, 
then  filled,  then  oversubscribed. 

It  is  Tuesday,  July  14.  One  week 
from  Going  Public  Day.  Everyone  is 
in.  The  institutional  orders  total  81 
million  shares,  and  the  standard 
estimate  of  retail  interest  is  double 
that  —  but  it's  all  meaningless;  it  isn't 
clear  what  is  real  demand  and  what 
is  simply  someone  trying  to  get  in 
on  a  hot  IPO.  To  discern  the  dif- 
ference, Goldman  interviews  the 
funds;  those  that  indicate  they  not 
only  want  in  on  the  offering  but  will 
be  buying  in  the  open  market  are 

rewarded  with  a  larger  allocation.  That  afternoon,  Intel 
announces  second-quarter  earnings  below  analysts'  expectations, 
and  the  market  manages  to  shrug  it  off.  Everyone  involved  in 
Actuates  IPO  is  wondering,  "What  the  hell  are  we  waiting  for? 
How  many  more  scares  can  the  market  shrug  off?" 

The  next  day,  when  the  Nasdaq  sets  an  all-time  record,  it 
seems  silly  to  wait  until  next  Tuesday  when  Federal  Reserve 
Board  Chairman  Greenspan  is  scheduled  to  give  his  semiannual 
Humphrey-Hawkins  testimony  to  Congress.  New  York  is  a  swel- 
tering oven  —  85  degrees,  the  concrete  buildings  radiating  heat 
like  sauna  rocks.  It  is  a  very  hot  day,  during  the  hottest  market 
on  record,  and  there  seems  no  way  it  can  get  any  hotter. 

The  time  is  now. 

HOPE  RIDES  HIGH 

For  the  last  few  years,  every  Friday  afternoon  at  around  12:30 


ryone 
involved 
in  Actuate's 
IPO  is 
wondering, 

"What  the 
hell  are 

we  waiting 
for?" 


a  delivery  driver  has  shown  up  with  pizzas  or  taquitos  or  Thai, 
and  everyone  at  Actuate  —  the  20  people  two  years  ago,  the 
44  people  last  year,  or  the  122  today  —  attacks  the  free  food 
until  the  boxes  are  empty.  Nico  Nierenberg  shows  up  and  lets 
his  employees  ask  him  any  questions  they  want.  And  every  Fri- 
day, one  of  the  questions  has  been 
some  variation  of  "When  is  it  our 
turn  to  go  public?" 

"Hey,  Nico,  are  we  filing  this 
quarter?" 

"Hey,  Nico,  did  you  hear  Sqribe 
had  a  meeting  with  Robertson 
Stephens?" 

"Hey,  Nico,  you  see  Arbor  filed 
its  S-l?" 

"Hey,  Nico,  you  see  Brio  nearly 
doubled  on  its  first  day?" 

What  about  us?  If  there  is  any- 
thing the  superachievers  cannot 
stand,  it's  seeing  success  fall  upon 
others  who  don't  deserve  it  any 
more  than  they  do.  We're  just  as 
smart  as  they  are.  Our  product  is 
engineered  just  as  well  as  theirs.  So 
many  voices,  all  whispering — Hey, 
Nico.  Every  employee,  every  cus- 
tomer, every  friend,  every  family  member:  Hey,  Nico. 

To  take  a  company  public  is  the  badge  of  honor  in  this 
business.  Prestige.  That's  what  it's  all  about.  The  peer  pressure 
from  other  CEOs  overrides  all  other  motivations.  You  are  not 
an  industry  leader  unless  you  are  running  a  public  company. 
You  have  not  proven  your  independence  unless  your  com- 
pany can  stand  alone. 

"I  remember  taking  Nico  to  a  '49ers  game  last  fall,"  says 
Jim  Breyer.  "He  was  riding  in  the  back  of  the  car  with  Bryan 
Stolle,  the  CEO  of  Agile  Software,  which  happened  to  be  one 
of  Actuate's  customers.  It  didn't  take  long,  two  CEOs  talking. 
Pretty  quickly  the  conversation  cut  to  the  chase.  'So  how  about 
the  offering — when  do  you  think?'  'Oh,  sometime  in  '98,' 
said  Nico. 'How  about  you?"Oh,  sometime  in  '99,'  said  Bryan. 
And  I  could  just  see  it.  Among  their  peers,  taking  a  company 
public  is  the  thing  to  do." 
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GOING  PUBLIC  DAY 

On  the  day  he  is  primed  to  make  $28  million,  Nico  Nieren- 
berg  is  deprived  of  being  able  to  say  with  any  confidence,  "This 
is  the  day."  Last  night  he  learned  that  the  SEC  examiner  on  Actu- 
ates case  had  gone  home  at  4:30  p.m.  without  clearing  the  com- 
pany's request  for  its  S-l  to  become  effective.  The  SEC  still  had 
two  "gating  items,"  as  Bill  Garvey,  in- 
house  counsel,  called  them. 

8:15  a.m.  in  the  lobby  of  the 
Essex  House  on  Central  Park  South. 
Actuates  CFO,  Dan  Gaudreau,  is 
wearing  blue  jeans,  sneakers,  and  a 
white  Actuate  T-shirt.  "I've  had  it 
with  the  suit,"  he  says.  He  was  up 
late  resolving  financial  issues  relat- 
ing to  the  two  gating  items. 

"Pins  and  needles,"  Nico  ex- 
plains. "Before  he  left  work  yester- 
day, the  SEC  examiner  agreed  to  a 
9  a.m.  conference  call.  If  all  goes 
well,  we'll  be  cleared  to  trade 
shortly  thereafter." 

In  Washington,  D.C.,  a  Depart- 
ment of  Commerce  official  an- 
nounces that  the  United  States 
trade  deficit  reached  an  all-time 
record  in  May,  and  the  bond  mar- 
ket, already  open  for  trading,  takes  a  huge,  frightened,  collec- 
tive "holy  shit"  inhale. 

Later,  while  riding  in  a  limo  to  Goldman's  offices,  Dan 
Gaudreau  says,  "I'm  glad  it's  over." 

The  car's  phone  rings.  Nico  picks  it  up.  It's  one  of  the  bankers. 

"What  do  you  mean  we're  not  making  any  progress?" 
Nico  says.  [Pause  to  listen]  "What  about  the  9  a.m.  confer- 
ence call  he  agreed  to?  [Pause  to  listen]  Well,  is  the  guy  even 
there?  Is  he  answering  his  phon  ?" 

Damn.  Damn.  Damn. 

Connected  by  a  series  of  conference  calls  that  cul  in  and  out, 
about  half  of  the  attorneys,  at  any  one  moment,  are  up  to  speed 
on  the  latest  update  —  and  the  rest  are  in  the  dark,  ami  I 
no  way  to  know  which  half  is  speaking. 

Nico  chuckles  nervously,  collapsing  into  the  leatl 


Nico 
chuckles 
nervously: 

"Who  was 
it  that  said, 
"No  plan 
survives 
contact  with 
the  enemy'?" 
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his  seat.  "Who  was  it  that  said,  'No  plan  survives  contact 
with  the  enemy'?" 


9:30  A.M.,  MARKET  OPENS 

An  attorney's  voice  comes  over  the  conference  line  in  the 
glass-walled  offices  of  Goldman  in  New  York:  "The  SEC  is  still 
giving  us  a  tough  time  on  com- 
pensation charges  for  cheap  stock." 
Dan  Gaudreau  asks  for  a  clarifi- 
cation. "But  we  already  took  addi- 
tional compensation  charges  to 
meet  his  concerns  just  last  night." 
"That  was  for  a  price  of  11" 
explains  the  voice.  Goldman  Sachs 
was  preparing  to  sell  Actuates  stock  . 
at  12. 

Lawton  Fitt,  Goldman's  capital 
markets  banker  responsible  for  the 
deal,  glances  at  her  watch.  "If  we 
don't  get  out  in  the  next  half  hour, 
it's  probably  too  late.  Then  we're 
into  Monday." 

The  subtext  is  a  critical  debate 
over  how  high-tech  startups  are 
geared  to  perform.  High  tech  firms 
award  options  with  low  strike  prices 
to  their  employees  to  motivate  them 
into  giving  the  company  all-out  dedication.  "Options  are  really 
a  West  Coast  thing,"  says  Dan  Gaudreau,  who  spent  18  years  in 
management  at  General  Electric.  "On  the  East  Coast,  only  if 
employees  really  buy  the  stock  does  it  count  as  skin."  In  other 
words,  East  Coasters  prefer  to  see  Fear  mixed  with  the  Greed. 
But  West  Coasters  know  that  upside,  without  downside,  is  what 
makes  entrepreneurs  take  wild  risks  on  new  ventures.  No  options, 
no  Silicon  Valley. 

It's  a  fundamental  accounting  principle  that  when  the  strike 
price  of  these  options  is  granted  below  fair  market  value,  the  dif- 
ference is  a  form  of  employee  compensation,  resulting  in  a  com- 
pensation expense  to  the  company's  income  statement. 

Recently,  the  SEC  has  taken  an  aggressive  stance  in  calculat- 
ing "fair  market  value."  The  SEC  uses  the  IPO  price  as  the  bench- 
mark and  works  backward  from  there.  This  practice  can  make 
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When  ASAP  Isn't 
Soon  Enough... 


Only  QAD  Offers  Industry-Specific  Solutions  for  Automotive,  Consumer  Products, 
Electronics,  Food  &   Beverage,  Industrial   Products,  and   Medical   Industries. 


Get  A  Y2K-Ready 
Solution  Now. 


ace  it.  the  year  2000  is  fast  approaching  and  you 

leed  to  get  your  new  ERF  solution  m  plate  quickly. 
i  kit  with  some  vendors,  there's  no  telling  when  you'll 
:  ee  results.  A  year  from  now,  two  years  from  now,  or 
"*'  naybe  never  is  no  way  to  run  a  business. 

Truth  be  told,  QAD's  MFC/PRO   supply-chain- 

,  enabled  ERF  software  has  always  been  Y2K   ready 

And  our  software   running  on   IBM   RS/6000  and 

« NetFinity    servers    is    ideal    for    midrange    to    large 

1  manufacturing  companies  with  distributed  operations. 

What's  more,  when  it  comes  to  rapid  deployment 

,  of  single  or  multisite  business  solutions  supporting 

|  16  to  1,000+  concurrent  users,  no  one  even  comes 

a  close  to  matching  our  record  for  fast  installations. 


In  less  time  than  it  takes  most  other  vendors  to  define 
your  requirements,  we  can  roll  out  complete  solutions 
that  will  take  you  into  the  next  millennium. 

Thanks  to  our  rapid  implementation  methodology, 
industry-specific  expertise,  and  global  alliances,  QAD 
systems  are  installable  in  four  months  —  more  than 
four  times  faster  than  the  industry  norm.  And  because 
of  the  proven  scalability  of  our  software  running  on 
IBM  UNIX  or  Windows  NT  servers,  additional  sites 
can  be  rolled  out  virtually  overnight,  no  matter  where 
they  are  located. 

So  if  you're  looking  for  quick  results  and 
ASAP  isn't  soon  enough,  call  the  people  who  really 
understand  the  need  for  speed. 


n 

QAD 

The  speed  to  run  your  business: 


QAD  GLOBAL  MARKETING    6450VIAREAL    CARPINTERIA,  CALIFORNIA  9301  3  USA     TEL: +1  800  218  3434  X333  (USA  ONLY)  + 1  805  565  4333  X333     WWW.QAD.COM 

©1998  QAD  All  nghts  reserved  QAD.  the  QAD  logo,  and  MFG/PP.O  are  trademarks  or  registered  trademarks  of  QAD  Inc  The  IBM  logo  is  a  registered  trademark  and  the  IBM  Business  Partner  emblem  is  a  trademark  of  International  Business 
Machines  Corporation  and  are  used  together  under  license.  IBM,  RS/6000,  AIX.  NetFinity  and  IBM  Credit  Corporation  are  trademarks  or  registered  trademarks  of  IBM.  All  other  products  or  names  are  trademarks  or  registered  trademarks  of  their 
respects  companies.  IBM  makes  no  representations  or  warranties,  express  or  implied,  regarding  QAD's  MFG/PRO.  including  but  not  limned  to  yeAr  2000  readiness  and  the  implied  warranties  of  merchantability  and  fitness  for  a  particular  purpose 
•Year-2000  ready  definition  found  on  wwwqad.com  **The  actual  rates  and  amount   that  can  be  financed  are  based  on  a  customer's  qualifications  and  subject  to  credit  approval  Rates  are  subject  to  change,  and  offer  may  be  withdrawn  at  any  lime 
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a  difference  of  several  dollars  per  share  and  result  in  retroactive 
compensation  charges. 

Actuate  has  been  taking  appropriate  charges  for  cheap  stock 
all  along.  But  the  uptick  from  an  offering  price  of  1 1  to  12  neces- 
sitates another  charge.  Now,  though,  the  additional  compensa- 
tion expense  demanded  by  the  SEC  likely  will  push  Actuate's 
projected  fourth  quarter  of  1998  from  a  slight  profit  to  a  slight 
loss.  Though  Actuate  hadn't  made  any  predictions  publicly,  the 
message  that  had  been  bounced  down  from  stock  analysts  to 
the  sales  force  to  the  institu- 
tional investors  was  that  Actu- 
ate would  hit  profitability  in 
the  fourth  quarter  of  '98.  If  Nico 
takes  the  additional  charge  as 
requested  by  the  SEC,  the  ana- 
lysts would  have  a  responsi- 
bility to  get  their  projection 
out  that  it  will  be  the  first 
quarter  of  '99,  not  the  fourth 
quarter  of  '98,  when  Actuate's 
ink  would  likely  turn  black. 

Getting  the  word  out  will 
take  a  day.  At  least.  And  it  may 
hurt  the  valuation. 

Nico  doesn't  want  to  lose  this 
day.  He's  been  building  up  to 
it  for  six  years,  and  he  doesn't 
want  it  to  slip  from  his  grasp.  Just  about  anybody  in  this  posi- 
tion would  take  a  deep  breath  and  remember  what  they  teach 
you  in  business  school  — think  it  through,  check  for  flaws  in  the 
logic,  make  a  list  of  pros  and  cons,  sleep  on  it.  But  Nico  Nieren- 
berg  knows  another  five  minutes  means  Mondav. 

"If  the  SEC  will  take  1 1 ,  then  we'll  do  it,"  Nico  says.  This  is  the 
other  option.  Restore  the  offering  price  back  to  1 1  and  the  issue 
goes  away.  Nico  instructs  his  attorneys  to  call  the  SEC  and  secure 
its  authorization. 

Actuate  is  offering  3  million  shares.  So  dropping  a  buck  a 
share  costs  the  company  $3  million  in  capital  reserves.  Actuate 
has  judged  that  avoiding  the  risk  of  going  public  Monday  is  worth 
$3  million.  Nico  lets  out  a  long,  sighing  harrumph. 

"I  live  by  the  motto  'You  get  stuff  done,'"  he  sa\  s. 
it  done  because  you  never  know  what's  going  to  happei 


Toast  of  the  Town 

Nico  goes  public.  "What 
a  rush,"  he  exclaims. 
"It's  like  a  drug.  But 
at  3  million  a  pop,  the 
most  expensive  drug 
in  the  world." 


The  uncertainty  is  too  great  here." 

Another  set  of  attorneys  ring  on  the  conference  room  linel 
"At  a  price  of  1 1,  the  SEC  is  comfortable  with  the  cheap-stocll 
charges.  The  SEC  just  says  now  they  need  to  receive  our  filinn 
fee,  and  we'll  be  deemed  effective." 

Filing  fee?  Confused  glances  shoot  around  the  room.  Hadn'-j 
the  filing  fee  already  been  paid?  Was  the  money  wire  lost?  Ned 
its  been  paid,  but  someone  along  the  way  paid  it  based  on  an  offer] 
ing  price  of  $10.  The  extra  buck's  worth  must  be  tacked  on. 

Lawton  Fitt  gives  the  report  on  the  market! 
"The  traders  are  getting  nervous." 

This  is  the  moment  when  the  market  assert< 
its  rule  over  all  who  wish  tc| 
join  it.  This  is  the  utter  frus- 
tration and  hopelessness 
of  having  no  control  over 
one  of  the  most  important 
transactions  in  Actuate's  his- 
tory. The  raising  of  $30  mil- 
lion is  at  this  moment  being] 
held  up  by  a  $1,017.75  money  wire. 

Theoretically,  in  this  era  of  high  tech  networks, 
a  money  wire  should  take  seconds.  But  it  takes 
five  minutes,  then  another  five,  then  another 
five... until  an  hour  has  passed.  Time  has  the  con- 
sistency of  thick  mud.  "It's  not  fun  anymore,"  Nico 
says.  The  agony  of  it  is  getting  to  him  —  the  deci- 
sion was  made  to  forgo  $3  million  in  cash  to  avoid  waiting  until 
Monday,  and  now  Actuate's  likely  to  get  bumped  until  Monday 
anyway.  10:25  a.m.  "We're  dead,"  whispers  Nico.  "Dead." 

He  takes  a  stroll  around  the  sales  floor.  His  face  hangs  with 
gloom.  His  paces  are  ponderous,  searching.  Have  you  accepted 
that  you  have  no  control  over  your  fate,  Nico  Nierenberg?  Have 
you  accepted  that  being  a  public  company  means  having  a  psy- 
chotic tyrant  as  a  business  partner?  Have  you  accepted,  Nico 
Nierenberg,  your  utter  puniness? 

HIGH  NOON 

Lawton  Fitt  still  believes  Actuate's  offering  can  make  it 
but  warns,  "Every  minute  we  wait,  we're  making  a  judgment 
that  we're  still  okay." 

It  is  not  until  11:24  that  the  conference  line  crackles  again. 
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Incredible.  Super  colossal.  Bigger  than 
heck.  Hey,  the  EzBook"  700E  Series  gives 
you  so  much  for  so  little  money,  that 
plain  words  just  don't  do  it  justice. 

For  starters,  you  get  a  souped-up  Intel® 
Pentium*  processor  with  MMX'"  tech- 
nology 233  or  266MHz.  A  TFT  display  for 
sharper,  clearer 
graphics.  And 
built-in  speakers 
that  add  crisp 
stereo  sound  to 
presentations 
and  multimedia 
environments. 

Of  course,  all 


EzBook  Model  7PJ233-2 


233MHz  CPU 

32MB  RAM 

2GB  HDD 

20X  CD-ROM 

12.1"  TFT  Display 

56K  Flex  Data/Fax  Modem 

USB  Port  X2 


this  makes  the  700E  Series  an  even  more 
stupendous  value  than  its  predecessor, 
which  won  three  PC  World  Best  Buy 
awards.  (OK,  that's  pretty  big.) 

So  call  800-888-9052  and  get  the  700E 
Series  notebook.  Proof  once  again  that 
when  it  comes  to  value  and  performance, 
CTX  is,  well,  really  huge. 
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998  CTX  International.  The  CTX  logo  and  EzBook  are  trademarks  of  CTX  International. 
el,  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  of 
oration.  All  rights  reserved.    MSRP  for  EzBook'MGdel  7PJ233-2. 
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Another  attorney  on  the  speakerphone:  "We're  effective." 

Lawton  Fitt  takes  charge.  She  wheels  around  and  grabs  the 
receiver  of  her  telephone  and  punches  a  button  to  address  the 
entire  sales  force  over  the  squawk  box.  In  Goldman  offices  all 
across  the  country,  her  voice  rings  out  over  the  sales  floor.  "CAN 
I  HAVE  EVERYONE'S  ATTENTION  ON  ACTUATE?  BOSTON, 
ARE  YOU  THERE?  CHICAGO?  SAN  FRANCISCO?  HAVE  I 
GOT  HOUSTON?  THANK  YOU 
FOR  YOUR  PATIENCE.  THREE 
MILLION  SHARES  TO  GO  AT  $1 1 
A  SHARE." 

The  top-ranked  Goldman  syn- 
dicate machine,  poised  in  readiness 
for  the  last  two  hours,  does  its  work. 

Lawton  Fitt's  words  shoot  like 
electricity  through  Nico's  brain. 
"What  a  rush,"  he  says.  "Like  a  drug. 
But  at  3  million  a  pop,  the  most 
expensive  drug  in  the  world." 

Nico  then  says,  "Now  the  whole 
world's  watching  us."  A  moment 
later  he  adds,  "I  just  went  from  being 
the  poorest  guy  in  Hillsborough  to 
the  bottom  tenth."  He  cracks  one  of 
his  trademark  laughs. 

Another  hour  to  kill  before  trad- 
ing in  Actuate  stock  will  open. 
Broadcast.com  —  a  pure  Internet 

play  from  Dallas  —  has  also  just  gone  public  at  an  offering  price 
of  $18,  but  the  retail  demand  is  so  great  that  trading  will  prob- 
ably open  at  $35. 

"I  should  have  named  the  company  Actuate.com,"  Nico  jokes. 

A  half  hour  later  we  learn  that  every  cybertrader  who  watched 
CNBC  last  night  learned  about  Broadcast. corn's  offering  today, 
and  they're  camped  out  hoping  to  get  some  shares.  The  stock 
opens  at  a  whopping  $72,  setting  a  record  for  the  greatest  first- 
day  percentage  gain  of  any  sizable  offering  this  decade.  Tomor- 
row morning  Nico  will  wake  up  in  his  bed  $28  million  richer, 
but  everyone  will  be  talking  about  the  2  founders  Iron-,  Dallas, 
1  worth  6  Nicos,  the  other  10. 

At  1  p.m.,  we  are  at  the  trading  desks  to  watch  Actuate's 
open.  The  trader,  Bob  Shea,  discusses  the  stock's  supply 


"Can  I  have 
everyone's 

attention 
on  Actuate? 

Boston,  are 
you  there? 

Chicago? 
San 
Francisco?" 


demand  with  Lawton  Fitt.  The  flippers  —  many  of  whom  just 
bought  the  stock  from  Goldman  —  sell  through  backdoor  deal- 
ers to  hide  their  identities. 

"They're  short-term  investors,"  says  Lawton  Fitt.  "Short  term' 
is  measured  in  seconds." 

At  1:06  p.m.,  Shea  opens  the  market  at  15'/2...  157«.  He  fills  alii 
the  sell  orders,  but  that  volume  fills  only  one-third  of  the  buys. 

"My  pulse  just  stopped,"  says 
Nico.  At  1:11  p.m.,  the  stock  sym- 
bol ACTU  rolls  across  the  Nasdaq 
ticker,  which  records  trades  in  large 
lot  sizes,  10,000  shares  and  up. 
"ACTU  157A...20,000  shares.  A  mo- 
ment later  the  ticker  is  dominated 
by  ACTU  trades,  interspersed  with 
trades  for  Sun,  3Com,  Dell,  and 
Microsoft. 

"There's  usually  more  turnover," 
says  Lawton  Fitt,  which  means  that 
not  as  many  investors  are  flipping 
as  had  been  expected.  "It's  terrific. 
Very  stable."  The  stock  closes  the 
day  at  $183A.  "It's  a  good  book," 
Bob  Shea  says. 

Nico  says,  "Oh,  man,  what  do 
I  do  now?" 

"You  go  back  to  work,"  Dan 
Gaudreau  jokes. 
"This  is  great,"  Nico  says.  He  sighs  happily,  checks  his  watch. 
It's  taken  him  18  years  to  be  an  overnight  success,  and  he's  got 
a  plane  to  catch  in  an  hour.  "Okay,  we're  done." 

THE  DAY  AFTER 

On  Saturday,  the  day  after  he  took  his  company  public  and 
made  $28  million,  Nico  Nierenberg  drives  his  two  kids  to  the 
Oakland  As  game  —  and  takes  advantage  of  a  special  three-tick- 
ets-for-$15  deal.  Of  the  events  the  day  before  he  says,  "I  think 
the  metaphor  is  childbirth.  It  was  painful  as  hell,  but  when  it's 
over  you  say,  'Ahh,  that  wasn't  too  bad.' "  ■ 

San  Francisco-based  writer  Po  Bronson  is  a  contributing  writer  to  Forbes  ASAP.  A 
writer  of  both  fiction  and  nonfiction,  his  latest  novel  is  The  First  $20  Million  Is  Always 
the  Hardest  (Random  House,  1997). 
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There  is  no  shortage  of  engineering  genius  in  the  new  3.  A  revolutionary  Head  Protection  System.  An  ingenious 
Cornering  Brake  Control  system.  Sophisticated,  massive,  four-wheel  ventilated  disc  brakes.  But  like  all  3  Series 
cars  that  came  before,  it's  the  way  the  new  3  feels  on  a  serpentina   road  that  makes  it  stand  so  alone.  Agile.  Alive. 


Uncannily  responsive.  Yet  considerably  more  roomy  and  luxurious.  With  potent 
new  6-cylinder  engines,  the  new  3  starts  at  $26,970.*  One  turn  at  the  wheel  will 
make  you  feel  unequivocally  alive.  1-800-334-4BMW.  Or  www.bmwusa.com  The  Ultimate  Driving  Machine- 
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TELECOSM    OUTLOOK:   1998 


The  new  emperors  of  the  telecosm  will 

use  the  infinite  spectrum  of  light-visible 
and  invisible-to  beef  up  bandwidth. 


Awwi  in  i  hi  FLOOD  Ol  i  acts  and  fancies  concerning  infor- 
mation technologies  from  the  superchip  to  the  superconduc- 
tor, we  can  cling  to  one  great  unifying  structure  of  science: 
the  spread  of  frequencies  —  an  infinite  rainbow  of  colors  vis- 
ible and  invisible  —  used  for  communication.  It  is  Maxwell's 
rainbow,  for  it  was  James  Clerk  Maxwell,  a  polymathic  Scot, 
who  in  1865  invented  this  span  of 
cornucopian  carrier  waves. 

Most  physicists  and  historians  of 
science,  of  course,  would  say  that 


By  George  Gilder 


already  deployed  in  one-third  of  the  nation.  That's  40  times 
more  than  all  its  cellular  wireless  spectrum  purchased  through 
the  buyout  of  McCaw  Cellular  Communications. 

At  some  $48  billion,  excluding  content  properties,  this  huge 
cable  asset  will  cost  some  two  and  a  half  times  as  much  as  the 
McCaw  holdings.  But  TCI  is  free  of  much  of  the  regulatory 
pettifoggery  applying  to  wireless, 
and  it  commands  a  state-of-the-art 
broadband  technology  model  (rather 
than  an  obsolescent  one  like  McCaw's 


Maxwell  did  not  invent  the  spectrum  but  merely  discovered 
it.  This  is  not  an  entirely  unreasonable  view.  But  it  can  be 
highly  misleading  to  treat  Maxwell's  cosmic  epiphany  as  a  pal- 
pable phenomenon  like  electricity  or  the  South  Pole  or  viruses. 
On  the  surface,  the  various  parts  of  the  spectrum  seem  to 
have  little  in  common:  60-hertz  power-line  pulses,  1 -mega- 
hertz radio  signals,  2-gigahertz  microwave  ovens,  24-gigahertz 
police  radar,  750-terahertz  lightning  bolts.  There  is  no  way 
any  physical  apparatus  can  measure  the  entire  spectrum  or 
encompass  it,  weigh  it,  or  wrap  it.  It  is  a  feat  of  mind  rather 
than  an  object  that  awaited  discovery. 

Today,  thanks  to  recent  breakthroughs  in  consumer  elec- 
tronics, many  people  associate  spectrum  strictly  with  wire- 
less. But  spectrum  is  often  most  efficient  and  interference  free 
when  it  is  confined  in  insulating  wires.  When  AT&T  moved 
to  purchase  TCI  in  June,  what  it  got  was  up  to  a  gigahertz  (a 
billion  cycles  a  second)  of  broadband  coaxial  cable  spectrum 


last-ditch  Time  Division  Multiple  Access  or  the  Digital  Sub- 
scriber Line  [DSL]  of  the  telcos). 

At  the  heart  of  the  move  to  cable  for  access  to  offices  and 
residences  is  a  move  up-spectrum.  To  date,  most  access  to  the 
phone  network  used  the  4-kilohertz  twisted-pair  telephone 
lines  that  operate  in  baseband  (the  lowest  frequencies  com- 
patible with  the  content).  Cable  carrier  frequencies  operate  as 
much  as  a  billion  cycles  per  second  (gigahertz)  higher  than 
unconditioned  phone  lines  and  command  a  potential  capac- 
ity 250,000  times  larger. 

DSL  technology  on  reconditioned  wires  only  appears  to 
close  the  gap.  A  point-to-point  application  around  DSL  elec- 
tronics at  each  end  can  carry  as  many  as  6  megabits  per  sec- 
ond downstream  for  as  far  as  18,000  feet.  But  unlike  TCI's 
shared  cable,  DSL  links  are  not  available  for  broadcast  appli- 
cations or  multiplexed  signals  from  many  sources.  When  you 
are  not  using  your  link,  it  is  unavailable  to  anyone  else. 


Emperor  Maxwell  At  the  heart  of  the  digital  revolution  is  James  Maxwell's  miraculous  feat  of  unifying  the  vast  spectrum  of  light. 


Illustrations    by    Steve    Brodner 
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f*  1 1  A  Q  P  °ffering  better  spectrum  than  twisted-pair 
VJ  1 1  U  C  I  wires,  cable's  bus  topology  requires  less  intel- 
ligence on  the  ends.  In  one  of  the  canon  rules  of  the  telecosm, 
it  uses  bandwidth  as  a  substitute  for  processing. 

Similarly  trading  in  smart  electronics  for  dumb  bandwidth 
is  America  Online.  AOL  is  tearing  out  its  ATM  (asynchronous 
transfer  mode)  switches  in  favor  of  paring  its  network  down 
to  the  backbone  and  running  Internet  Protocol  (IP)  directly 
on  SONET  (the  telcos'  optical  signaling  standard). 

By  contrast,  Sprint's  heralded  new  Integrated  On- Demand 
Network  seems  to  be  going  in  the  wrong  direction,  erecting 
a  telco  Rube  Goldberg  protocol  tower  of  HTML,  on  HTTP,  on 
IP,  on  ATM,  on  SONET,  on  glass.  AOL  seems  to  have  it  right  — 
ultimately  the  most  efficient  system  with  the  lowest  latency 
will  use  bandwidth  as  a  substitute  for  all  this  complexity, 
putting  IP  on  lambda,  the  optical  carrier  wavelength  in  WDM 
(wavelength  division  multiplexing). 

We  have  seen  this  before.  The  integrated  circuit  defied  the 


expectations  of  nearly  all  analysts  by  becoming  exponentially 
more  powerful  as  it  was  compressed  into  smaller  spaces  with 
ever  more  minuscule  circuits.  So  too  the  telecosm  is  flout- 
ing all  conventional  wisdom  about  the  diminishing  returns  of 
shorter  waves  and  higher  frequencies.  Moving  up-spectrum, 
in  defiance  of  the  crowds  in  the  licensed  bands  below,  reca- 
pitulates moving  down  silicon  in  defiance  of  the  fabled  "laws 
of  physics"  that  were  supposed  to  bar  the  way  to  submicron 
devices.  Both  contrarian  moves  yield  exponential  fruits,  feed- 
ing on  Maxwell's  grasp  of  the  concept  that,  beneath  all,  are 
oscillations.  Thus,  almost  all  information  technology  can  be 
described  as  modulating  various  frequencies  of  oscillation. 

Like  a  magician,  Maxwell  stands  before  us  and  shuffles  the 
cosmic  cards  in  a  shimmering  cascade  of  vector  calculus,  and 
from  every  nook  of  every  equation,  from  under  his  asymp- 
totic hat,  from  up  his  inductive  sleeve,  within  the  capacitive 
pockets  of  his  coat  of  many  colors,  and  seemingly  out  of  the 
thin  air  of  his  displacement  current,  pops  out  and  shines  forth 


. 


SHAKE,  RATTLE, 
AND  OSCILLATE 

The  science  behind  the 
communications  revolution 

It  was  James  Clerk  Maxwell's  profound 
and  unexpected  insight  that  at  the  foun- 
dation of  all  physical  phenomena,  from 
images  and  energies  to  lights  and  chem- 
icals, are  oscillations.  Your  desk,  your 
peanut  butter  sandwich,  your  coffee,  and 
your  brain  cells,  your  heart,  and  your 
world  are  shaking  all  the  time. 

For  example,  temperature,  which  we 
think  of  as  measuring  heat,  actually  mea- 
sures the  speed  at  which  the  molecules  in 
an  object  oscillate.  When  you  die,  that  is, 
when  you  stop  generating  energy,  your 
body's  oscillations  slow  down  and  it 
assumes  room  temperature.  When  the 
universe  stops  shaking,  everything  in  it, 
from  atoms  to  skeletons,  will  assume  a 
temperature  of  zero  Kelvin,  which  is  273 
degrees  below  zero  Celsius  and  is  the 
temperature  of  the  universe's  hypotheti- 
cal heat  death. 

When  things  oscillate,  they  make 
waves.  To  create  a  wave,  you  need  a  dis- 
turbing force  and  a  resistance  to  it.  With- 
out resistance,  a  force  could  pass  instantly 
across  a  medium,  such  as  an  ocean  or  a 
pond,  and  no  waves  would  occur.  With- 
out a  resistance  of  some  sort  to  impede 
the  passage  of  the  force,  there  are  no 


waves.  Waves  are  an  effect  of  delay  and 
release. 

Waves  have  recurring  crests  and 
troughs.  The  length  of  a  wave  is  the  dis- 
tance between  any  two  of  its  crests  or 
troughs.  Its  period  is  the  time  it  takes  to 
move  from  crest  to  crest.  Its  amplitude  is 
its  size  or  height.  The  power  of  a  wave 
is  the  square  of  the  amplitude,  as  surfers 
well  know  from  experience  (a  tenfold 
higher  wave  is  100  times  more  powerful). 
The  frequency  of  a  wave  is  the  number 
of  crests  or  troughs  that  pass  a  particu- 
lar point  in  a  second.  Frequencies  are 
measured  in  hertz  (after  Heinrich  Hertz, 
who  first  made  radio  waves).  A  frequency 
of  1  hertz  means  that  the  wave  travels 
from  crest  to  crest  (single  cycle)  once  per 
second.  Two  hertz  means  two  cycles  per 
second,  and  so  forth. 

Water  waves  are  an  expression  of 
physical  forces  disturbing  water.  Sound 
waves  are  an  expression  of  physical  forces 
disturbing  air  or  other  media.  Like  all 
waves,  they  have  frequencies.  Maxwell, 
however,  chiefly  studied  a  particular  kind 
of  waves,  electromagnetic  waves,  com- 
bining electricity  and  magnetism.  Heat 
rays,  visible  light,  electrical  power,  radio 
signals,  X  rays,  and  telephone  transmis- 
sions are  all  usually  forms  of  electro- 
magnetic waves.  Maxwell's  genius  was  to 
realize  that  all  these  waves  are  mathe- 
matically identical  and  can  be  arranged 
according  to  their  increasing  frequencies 
along  an  ordered  spectrum.  We  already 
know  part  of  this  spectrum  as  the  rain- 
bow of  colors  t!  •  the  human  eye  can  see 
when  light  is  ]  ted  through  a  rain- 


drop or  a  prism.  Maxwell  realized  that 
the  rainbow  that  we  see  is  only  an  infin- 
itesimal part  of  the  enormous  spectrum 
of  electromagnetic  "colors"  that  actually 
exist  or  can  be  created  by  oscillators  and 
that  theoretically  could  be  harnessed  for 
human  use.  This  was  Maxwell's  rainbow. 

Maxwell's  rainbow,  the  electromag- 
netic spectrum,  has  proved  to  be  a  great 
unifying  structure  of  science.  His  giant 
tomes  on  electromagnetism,  an  immense 
trove  of  visionary  rigor  and  discipline  — 
the  fruit  of  a  brilliant  career  that  ended 
with  his  death  of  cancer  at  age  48  — 
empowered  such  scientific  titans  as 
Erwin  Schrodinger,  Hendrik  Lorentz, 
Albert  Einstein,  and  Richard  Feynman 
to  create  the  edifice  of  20th-century 
physics.  All  of  them  began  by  gazing 
through  Maxwell's  prismatic  window 
onto  a  unified  vista  of  nature. 

Furthermore,  Maxwell's  theories  lie  at 
the  foundations  of  most  computer  and 
communications  engineering.  Along  the 
span  of  Maxwell's  spectrum  can  be  mapped 
the  central  frequencies  of  every  computer 
and  communications  system,  from  your 
400-megahertz  (mega  is  million)  Pentium 
personal  computer  to  your  2-gigahertz 
(giga  is  billion)  personal  communications 
system  (PCS)  phone;  from  your  1 -mega- 
hertz AM  radio  signal  to  your  400-mega- 
hertz cable  channel  or  200-terahertz  (tera 
is  trillion)  fiber-optic  telephone  connec- 
tion; from  your  60-hertz  power-line  link 
to  your  dental  X  rays'  petahertz  (peta  is 
a  thousand  trillion  or  10  to  the  15th);  and 
from  your  350-terahertz  eyes  to  the  kilo- 
hertz  neurons  in  your  brain.  ■ 


106 


FORBES  ASAP    October    5.    1998 


w 


'A  Sound  Strategy. 


// 


www.  roadway,  com 


As  aJT  ^manufacturer  of  high-quality 

music  systems,  loudspeakers  and  car  stereo  systems, 


Bose  Corporation  depends  on[timely  and  accurate 


freight  information  (24  hours  a  day.JThat's 
why  Paul  Tagliamonte,  manager  of 
transportation,  has  included 

himmmvnium*  desk  <0Ps  r^ 


throughout  Bose. 

"Roadway's  web  site  is  an  extension  of  our  logistics 
function."  Bose  uses(QUIKTRAK®  Onlinejto  check 
on  inbound  raw  materials  required  for 
manufacturing,  and  the  [Customer  Service] 
Department  uses  it  to  advise  Bose  customers  of 
their  shipment  status. 

Talk  about  productivity  improvements 


Reliable.  Responsive 


Roadway  Express  blends 
Jt    the  most  efficient 

network  with  the  most  ( 
responsive  work  force 

in  the  industry  to  deliver  exceptional  customer 

service  to  you. 


ROADWAY 

express 

www.roadway.com  I  ~Q\J\J~  ^*J  /  "ZOj/v 


www.bose.com 


Exceptional  Service.  .  .No  Exceptions 


C>1997  Roadway  Express,  Inc  All  Rights  Reserved 


Gilder 


his  ace  of  lights  —  the  inevitable  C  of  Maxwell's 


in  the  deck.  But  through  his  C-squared  factor,  equally  wide- 
spread, he  also  exfoliates  energy  and  anticipates  Einstein. 

Maxwell  imposes  no  limit  on  the  possible  range  of  fre- 
quencies and  wavelengths.  Today,  few  widespread  human 
applications  in  the  air  exceed  14  gigahertz.  But  these  high 
gigahertz  and  terahertz  frequencies,  with  wavelengths  run- 
ning from  the  centimeters  or  millimeters  of  microwaves  to 
the  microns  of  infrared  and  nanometers  of  visible  light,  pro- 
vide much  of  the  new  action  in  the  telecosm  —  all  the  new 
up-spectrum  wireless  and  fiber-optic  systems.  Even  exclud- 
ing the  widely  useful  ultravio- 
let bands,  these  empires  of  air 
command  some  50,000  times 
more  bandwidth  or  communi- 
cations potential  than  all  the 
lower  frequencies  we  now  use 
put  together. 

To  put  this  band  in  perspec- 
tive, the  difference  between  the 
wavelengths  of  the  longest  and 
shortest  forms  of  electromag- 
netic radiation  is  a  factor  of 
some  10  to  the  25th.  In  his  new 
book,  Nature's  Destiny,  molecu- 
lar biologist  Michael  Denton 
calculates,  "If  we  were  to  build 
a  pile  of  10  to  the  25th  playing 
cards,  we  would  end  up  with  a 
stack  stretching  halfway  across 
the  observable  universe."  Sev- 
enty percent  of  the  sun's  light 
and  heat  occupies  a  span  be- 
tween the  near  ultraviolet  and 
the  near  infrared,  from  300  to 
1,500  nanometers,  or  just  the 
width  of  the  edge  of  one  play- 
ing card  in  the  cosmic  Maxwell 
stack.  This  is  the  span  that  sus- 
tains all  life  and  enterprise,  and 
it  fits  perfectly  both  with  the  transparency  of  water  and  the 
atmosphere  and  with  the  span  of  resonant  quantum  energies 
in  the  carbon  atoms  of  the  living  world.  Maxwell,  however, 
opened  the  way  to  using  much  of  the  rest  of  the  deck  for 
human  communications.  These  cards  are  now  being  played. 
Let's  take  a  look  at  sumo  of  the  players. 

WIRELESS:  HIGHER  MEANS  SMALLER 

Broadband  wireless,  for  example,  oilers  a  wide  path  around 
and  through  the  copper  cages  of  the  incumbenl  local  phone 
companies.  These  wireless  systems  typically  operate  in  the  18- 
to  38-gigahertz  range  of  the  microwave  spectrum,  much  higher 
than  cellular,  at  800  and  900  megahertz,  and  PCS,  n 
hertz.  Many  observers  imagine  that  these  high  frequi 
create  special  problems  that  render  them  less  useful 


-Pull,  Baby,  Pull  America  Onl 
out  smart  electronics  in  favor 


lower-frequency  radio  waves.  This  is  true  if  your  goal  is  to 
transmit  as  far  as  possible,  penetrating  all  obstacles  in  a  sin- 
gle bound  with  high-powered  signals.  Engineers  with  radio 
and  TV  broadcasting  backgrounds  —  or  even  with  analog 
cellular  experience  —  assume  this  high-power,  low-frequency 
ideal.  Followers  of  the  low-power  broadband  paradigm  will 
not  be  surprised  to  discover  that  if  your  goal  is  to  interfere  as 
little  as  possible  with  other  transmitters  and  to  deploy  lots  of 
small,  low-power  antennas,  high  frequencies  are  actually  supe- 
rior. The  inverse  square  and  inverse  fourth  laws  that  govern 
the  attenuation  of  terrestrial  signals  are  a  huge  burden  when 
you  are  designing  broadcast  towers  to  cover  counties  in  Col- 
orado. But  these  power  laws 
work  in  your  favor  when  you 
are  shrinking  cells  from  30- 
mile  spans  to  1-mile  microcells 
and  want  to  maximize  fre- 
quency reuse.  In  most  appli- 
cations, the  new  rule  is:  The 
higher  the  frequency,  the 
smaller  the  antenna,  the  wider 
the  bandwidth,  the  lower  the 
power,  the  denser  the  channel 
reuse,  and  the  higher  the  mar- 
ket potential. 

This   is   the   up-spectrum 
paradigm  at  work. 

TELIGENT:  A  TOUCH 
OF  TELEPHONITIS 

In  an  eye-popping  article  in  the 
June  1  issue  of  Telephony,  con- 
sultants Bart  Stuck  and  Michael 
Weingarten  pointed  out  that 
the  two  leading  companies  in 
broadband  wireless,  Teligent 
and  WinStar,  now  command 
market  caps  totaling  nearly  $3 
billion  —  despite  a  minuscule 
number  of  customers.  As  an 
explanation,  they  compare  the 
cost  structures  of  these  companies  with  the  cost  structure  of 
AT&T  Teleport's  metropolitan  fiber  links,  which  for  our  pur- 
poses can  serve  as  a  proxy  for  other  access  fiber  services,  such 
as  WorldCom's  MFS  Communications  and  Brooks  Fiber. 

Weingarten  and  Stuck  find  that,  despite  Teleport's  nearly 
$1.5  billion  invested  in  outside  plant,  in  an  average-sized  met- 
ropolitan statistical  area  (MSA),  containing  some  14,000  build- 
ings, Teleport  is  connected  to  just  77.  The  reason  is  that  it 
costs  Teleport  $1 12,000  to  pass  a  single  building  and  $303,000 
to  link  to  it.  Compare  this  to  the  less  than  $10,000  to  connect 
a  building  with  broadband  wireless  radios. 

Fiber  remains  a  tremendous  paradigm  technology.  Broad- 
band wireless  companies  will  continue  to  use  it  for  their 
backbones.  Allowing  cheap  add-drop  multiplexers,  WDM 
will  bring  fiber  deep  into  the  local  loop  and  even  into  local 
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area  networks  (LANs). 

But  unless  you  want  at  least  a  1 55-megabit- 
per-second  connection,  it  simply  doesn't  pay  now  as  an  access 
tool  for  the  vast  majority  of  the  some  4  million  commercial 
buildings  in  America. 

Enter  Teligent,  headquartered  in  Vienna,  Virginia,  and  led 
by  Alex  Mandl,  a  former  president  of  AT&T.  Its  digital  wire- 
less networks  ultimately  will  reach  more  than  700  cities  and 
towns  using  spectrum  licenses  in  the  24-gigahertz  band. 
Teligent's  original  licenses  were  in  the  18-gigahertz  band, 
but  Teledesic,  the  Gates-McCaw  low-earth-orbit  satellite  ven- 
ture, flagged  down  Mandl  for  interference,  called  the  FCC,  and 
pushed  him  out,  kicking  and 
screaming,  into  the  24-gig- 
ahertz briar  patch,  which 
Teligent  shares  with  police 
radar.  To  offset  the  risk  of 
speeding  tickets,  Teligent  was 
granted  some  300  megahertz 
more  spectrum. 

With  a  recent  $100  mil- 
lion equity  investment  by 
Nippon  Telegraph  and  Tele- 
phone, a  senior  discount  note 
transaction  of  $250  million, 
and  other  agreements,  Teli- 
gent has  raised  or  secured 
commitments  for  $1.6  billion, 
which  makes  it  the  richest  of 
the  new  microwave  players, 
with  the  possible  exception 
of  Teleport's  BizTel,  owned 
by  AT&T. 

Rolling  out  its  wireless 
network  in  the  second  half  of 
this  year,  Teligent  has  rights  to  offer  competitive  local  tele- 
phone service  in  42  markets.  Interconnection  agreements  have 
been  signed  with  Ameritech,  Bell  Atlantic,  BellSouth,  SBC 
Communications,  and  GTE.  The  company  will  use  Nortel 
Reunion  wireless  equipment,  including  switches,  base  stations, 
and  receivers,  and  will  work  with  Nortel's  Broadband  Net- 
works (acquired  in  January)  on  the  design,  manufacture,  and 
installation  of  the  network.  On  August  1 1,  Teligent  announced 
it  is  raising  its  target  for  launching  commercial  service  this 
year  from  10  markets  to  15  markets.  It  also  disclosed  that  it 
has  installed  three  leading-edge,  point-to-multipoint  base  sta- 
tions in  areas  of  Los  Angeles. 

Richly  funded  and  sharply  targeted,  Teligent  would  seem 
a  perfectly  situated  paradigm  company.  But  early  signs 
gest  a  residual  touch  of  telephonitis.  Like  hundreds  of  com- 
panies with  lucrative  business  plans,  it  apparently  hopes  to  be 
shielded  from  reality  for  a  few  more  years  by  the  Tl  tariff 
price  umbrella.  This  allows  the  telcos  to  charge  as  mu< 
$2,000  per  month  for  1.544-megabit-a-second  services  that 
entail  virtually  zero  incremental  cost  on  fiber  and  less 
$40  per  month  on  a  cable  modem,  and  which  are 
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and  its  CEO  Alex  Mandl  into  a  less 


allegedly  available  from  US  West  at  some  $455  per  month 
through  DSL.  After  1 958,  the  appropriate  business  plan  would 
be  not  to  hide  under  this  umbrella  but  to  blow  it  away  with 
new  bandwidth,  fast  turnaround  installation,  and  drastically 
cheaper  prices.  Whether  Teligent  has  the  strategic  gumption 
to  do  so  remains  to  be  seen. 

ART  INC. 

Moving  even  higher  up  the  spectrum  to  38  gigahertz  is 
Advanced  Radio  Telecom  (ART)  of  Bellevue,  Washington, 
which  is  also  integrating  fiber-optic  and  broadband  wireless 
technologies  into  packet-switched  metropolitan-area  networks. 

Like  many  vendors,  ART 
touts  its  service  as  "wire- 
less fiber,"  although  real 
fiber  commands  a  poten- 
tial bandwidth  literally 
millions  of  times  as  large. 
By  comparison,  what  wire- 
less offers  is  rapidly  de- 
ployable  access  to  fiber 
backbones,  a  characteris- 
tic that,  in  the  long  run,  is 
actually  more  important. 
Like  Teligent,  ART  is  de- 
ploying an  asynchronous 
transfer  mode  network 
supporting  Internet  access 
services,  IP  telephony,  elec- 
tronic commerce,  native 
LAN  services,  and  frame 
relay  service. 

Founded  in  1993,  ART 
went  public  in  November 
1996  and  holds  rights  to 
358  licenses  covering  210  U.S.  markets,  including  49  of  the 
top  50  and  90  of  the  top  100.  That's  a  total  population  of  more 
than  186  million,  and  channel  pops  of  more  than  371  million. 
(Don't  know  what  channel  pops  are?  They  are  population  cov- 
erage multiplied  by  the  number  of  channels.)  But  channel 
pops  are  irrelevant.  Relevant  is  the  number  of  reachable  build- 
ings with  potential  customers  and  without  fiber  connections. 
ART,  like  Teligent,  estimates  hundreds  of  thousands  of  these. 
Additional  nationwide  licenses  cover  the  United  Kingdom, 
Denmark,  Norway,  and  Sweden,  reaching  a  total  population 
of  more  than  77  million.  But  with  half  the  400-megahertz 
spectrum  of  Teligent,  ART  will  need  to  deploy  more  nodes  to 
achieve  the  same  coverage.  In  March  1998,  ART  selected 
Lucent  Technologies  as  network  builder  and  systems  integra- 
tor, setting  up  a  race  with  the  Teligent  and  Nortel  teams.  Like 
all  the  firms  in  this  field,  ART  is  testing  equipment  that  can 
e  data  from  many  customers  at  once. 

WINSTAR:  A  SHINING  EXAMPLE 

I  he  pioneer  at  38  gigahertz,  WinStar,  which  commands  dou- 
ble  the  spectrum  of  Teligent,  is  reportedly  seeking  to  purchase 


spectrum,  Teledesic  pushed  Teligent 
desirable  briar  patch  of  bandwidth. 
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(*  1 1  A  Q  P  ART' winStar  won  a  total  °f  15  LMDS  licenses 
VJ  1 1  U  C  I  (local  multipoint  distribution  service)  at  28 
gigahertz  in  the  recent  FCC  auction.  As  a  result,  WinStar  now 
averages  approximately  740  megahertz  in  the  top  50  markets, 
more  than  1  gigahertz  in  top  markets  such  as  New  York,  and 
total  license  coverage  of  more  than  200  million  people  and 
more  than  1  billion  channel  pops. 

Coming  down  to  earth,  actual  wireless  deployments  by 
WinStar  cover  only  about  1,000  buildings  to  date.  Operating 


on  notebook  computers).  The  Tantivy  product  will  command 
a  range  of  32  kilometers  and  allow  cellular  companies  to  offer 
Ethernet  or  ISDN  standard  capacity  initially  at  128  kilobits  per 
second  at  a  price  of  around  $90  a  month  for  always-on  service. 

SPECTRIAN:  POWER  UP 

Ultralinear  power  amplifiers  are  a  crucial  element  in  the  ascen- 
dancy of  broadband  wireless.  With  the  U.S.  and  Europe  now 
converging  on  wideband  CDMA  for  the  next  generation  of 
under  the  Tl  canopy,  the  company  reports  margins  of  some  -  wireless,  the  spotlight  moves  to  the  producers  of  ultralinear 
70%  on  its  wireless  Tl  installations,  charging  customers  10%  power  amplifiers,  chiefly  Spectrian  of  Sunnyvale,  California, 
to  15%  below  the  tariffed  rate.  With  five  nines  of  reliability  Power  amplifiers  enable  transmission  of  signals  with  suf- 

(99.999%),  the  robust  performance  of  these  WinStar  systems      ficient  power  and  accuracy  to  be  picked  up  by  mobile  equip- 
bodes  well  for  all  wireless  broad-  ment  anywhere  in  a  cell  (rather 


band  carriers. 

During  the  first  quarter  of 
1998,  WinStar  activated  an 
ATM-based,  point-to-multipoint 
(PMP)  broadband,  fixed  wire- 
less trial  network  carrying  voice, 
data,  and  video  services  in  Wash- 
ington, D.C.  With  a  capacity  of 
four  DS-3s  (each  45  megabits 
per  second),  this  system  will 
provide  a  wireless  base  for  wide- 
area  networks,  where  high- 
capacity  LANs  can  be  spread 
across  a  corporate  campus  and 
interconnected  to  other  remote 
LANs  across  a  city,  even  across 
the  country.  WinStar  uses  radios 
from  both  P-Com  and  Hughes 
Network  Systems. 

In  March  the  company  com- 
pleted a  $200  million  private 

placement  in  preferred  stock,    Go  Fish  m  the  game  of  communication,  companies  are  pulling 
convertible  into  common  stock    fr0m  a  near|y  limitless  stack  of  spectrum, 
at  $49.61  per  share,  and  $450  million  in  notes.  WinStar  cur- 
rently has  cash  resources  of  approximately  $800  million.  It 
also  has  acquired  GoodNet,  a  rapidly  growing  Internet  back- 
bone provider  based  in  Phoenix. 


SMART  RADIOS 

Programmable  in  software,  smart  radios  will  eventually  over- 
come the  current  FCC  paradigm  of  hardwired  exclusive  spec- 
trum assignments.  One  of  the  leading  figures  in  the  recent 
history  of  smart  radio  technology  is  Ron  Carney.  While  at 
Harris  in  Melbourne,  Florida,  he  invented  the  Carney  Engine 
based  on  an  advanced  digital  signal  processor  (DSP)  algo- 
rithm that  allows  radios  to  become  frequency  agile.  This  tech- 
nology was  further  developed  by  his  AirNet  Communications, 
also  in  Melbourne. 

Now  he  is  launching  a  new  company  called  lantiw  Com 
munications  that  can  give  code  division  multiple  IMA ) 

systems  at  any  selectable  frequency  band  the  po  offer 

nomadic  data  connections  (movable  between  sess 


than  just  at  a  single  fixed 
point).  Spectrian  has  pioneered 
the  production  of  multicarrier 
linear  power  amplification 
systems  for  use  in  broadband 
wireless  base  stations  and 
CDMA  wireless  local  loop 
applications  up  to  2  megabits 
per  second.  One  way  to 
achieve  linearity  in  power 
amplifiers  is  brute  force,  piling 
up  chips  until  adequate  power 
and  linearity  result.  A  better 
way  is  "finesse."  Spectrian 
deploys  patented  dual-phase 
locked-loop  feed-forward  cor- 
rection circuitry  to  reduce 
interference  and  the  need  for 
filtering.  It  uses  other  patented 
linearization  techniques  (it  has 
16  patents,  with  25  pending)  to 
alter  the  radio  frequency  input 
prior  to  amplification,  predis- 
torting  the  signal  to  compensate  for  distortion  predicted  dur- 
ing the  amplification  process. 

An  apparent  vulnerability  is  that  some  79%  of  Spectrian's 
business  came  from  Nortel  and  Nortel  Matra  Cellular  in 
1997;  Qualcomm  and  Harris  were  other  key  customers.  The 
company  grew  revenues  by  22%  in  1997  to  a  level  of  $88 
million,  and  by  91%  in  1998  to  some  $168.8  million.  Mean- 
while, the  company  ramped  up  for  large  orders  from  Korea, 
which  fell  through  with  that  country's  economic  hard  times. 
As  a  result,  the  stock  crashed  and  trades  near  the  book  value. 
We  are  not  market  timers  around  here,  but  this  seems  to  be 
a  buying  opportunity. 

Wireless  will  never  compete  with  fiber  for  fixed  broadband 
links.  But  for  mobile  and  narrowband  access  applications 
around  the  globe,  the  industry  is  moving  toward  a  wireless 
new  world.  ■ 


George  Gilder  is  a  contributing  editor  of  Forbes  ASAP.  He  also  publishes  the  monthly 
technology  Report.  For  a  newsletter  subscription,  call  1-888-647-7304.  For 
ormation  about  (iTR,  email:  gtg@gilder.com. 
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oore's  Law  said  that  chip  power  would 
double  every  18  months.  The  new 
Photon  Law  says  that  bandwidth  triples 
every  year.  However,  both  of  these 
predictions  have  already  shown  signs 
f  underestimating  their  true  potential.  In  corporate 
ircles,  smart  managers  believe  that  outsourcing  soft- 
/are  requirements  to  India  can  improve  the  company's 
ottom  line.  This  intelligent  move  not  only  increases  the 
utsourcing  company's  growth  rates,  but  also  saves  time 
nd  money,  as  well  as  providing  an  extra  competitive 
dvantage  over  rivals. 

Jndoubtedly,  India,  the  world's  largest  democracy  and  home  to 
learly  1  billion  people,  is  quietly  but  quickly  emerging  as  a  leader 
n  the  field  of  software  engineering.  Here  is  a  country  that  offers 
:ost-effectiveness,  great  quality,  high  reliability,  rapid  delivery 
ind,  above  all,  state-of-the-art  technologies  in  software  develop- 
ment. It  is  a  nation  where  more  and  more  Forbes  500  companies 
are  outsourcing  software  to  retain  their  competitive  advantage. 
Vid  the  software  industry  is  growing  by  more  than  50%  annually. 
Microsoft's  Bill  Gates  recently  stated  that  India  is  "likely  to 
emerge  as  a  software  superpower"  in  the  coming  years.  One  of 
India's  best-known  experts  on  the  subject  of  computer  software, 
Dewang  Menta,  analyzes  India's  position  in  the  market  and 
explains  why  India  is  uniquely  positioned  to  star  in  the  global 
high-tech  economy  of  the  next  century. 


DEWANG  MEHTA 
Executive  Director,  NASSCOM 


Rivals  Coke  and  Pepsi  may  fight  cut- 
throat battles  for  market  supremacy 
around  the  world,  but  when  it  comes  to 
outsourcing  their  software  requirements, 
they  may  choose  one  common  source: 
Indian  software  expertise. 

It  should  not  be  surprising  that  India 
has  lately  developed  a  reputation  as  a 
haven  of  software  development.  Indeed, 
over  the  last  few  years,  software  houses 
from  India  have  effectively  provided 
efficient  solutions  for  various  inter- 
national giants  like  American  Express, 
Citibank,  Morgan  Stanley  Wal-Mart, 
General  Electric,  Reebok,  General 
Motors,  Sony,  Boeing,  Swissair,  British 
Airways,  British  Telecom  and  many 
others.   Indian   software  solutions   have 
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helped  such  companies  to  be  mure 
responsive  to  their  customers  and  more 
attractive  to  their  shareholders. 

While  the  clients  using  Indian 
software  are  impressive,  so  too  is  the 
list  of  global  software  multinationals 
operating  out  of  India,  including 
IBM,  Microsoft,  Novell,  Computer 
Associates,  Oracle,  AT&T,  Cadence, 
Sony,  Motorola,  Baan,  Lucent,  Hewlett- 
Packard  and  many  more. 

The  emergence  of  India  as  a  source 
of  software  expertise  was  firmly  estab- 
lished when  a  World  Bank-funded  study 
in  the  U.S.  confirmed  that  vendors 
rated  India  as  their  number  one  choice 
for  software  outsourcing. 

So  what  is  the  mystery  behind 
India's  success?  Some  say  it  is  the  math- 
ematical ability  of  Indians.  After  all,  it 
was  India  that  invented  the  number 
zero.  Others  point  to  the  cost  advantages 
and  timely  execution  and  delivery  of 
software.  In  truth,  these  and  other  factors 
are  involved. 

"Indian  software  companies  have 
the  unique  distinction  of  providing 
efficient  software  solutions  with  cost 
and  quality  advantage,  using  state-of- 
the-art  technologies.  They  also  have  the 
capacity  to  handle  large  projects  and, 
above  all,  the  ability  to  execute  timely 
deliveries,"  says  Saurabh  Srivastava, 
president  of  NASSCOM  (the  leading 
body  and  nonprofit  association  of  India's 
software  industrv). 

LARGE  MANPOWER  POOL 

Undoubtedly,  foreign  companies  are 
attracted  to  India  for  many  reasons.  The 
presence  of  a  large,  highly  skilled  pool 
of  professionals  is  one  of  them.  Soft- 
ware is  indeed  the  silver  lining  to  the 
country's  economic  cloud. 

India  today  has  the  second  largest 
assembly  of  English-speaking  scientific 
professionals  in  the  world,  rankng  righr 
behind  the  U.S.  It  also  has  a  growing 
bank  of  4  million  technical  workers. 
There  are  over  1,715  educational  insti- 
tutions and  polytechnics  that  train 
more  than  55,000  computer  software 
professionals  on  an  annual  basis.  This 
is  in  addition  to  the  graduates  coming 
out  of  the  prestigious   Indian   Institute 


of  Technology   (IIT).   The   quality   of  *   rupees    ($2.7    billion),    up    from 
technical  training  there  is  comparable  to        million    rupees   ($20    million)    10   y 
the  best  in  any  other  place  in  the  world.         ago.   NASSCOM,   which   is   celebra 

its    tenth    anniversary    in    IS 
NASSCOM     Predi«s    even    more    dyna 

growth   for  the   Indian   softv 


HIGH  GROWTH 

Such  a  large,  technically  skilled 
resource  has  further  helped  the 
rapid  growth  of  the  software 
industry  in  India.  With  a  com- 
pounded annual  growth  rate 
of  more  than  55%  between 
1992  and  1997,  the  Indian 
software  sector  has  expanded 
almost  twice  as  fast  as  the 
world-leading  U.S.  software  industry  did 
during  the  same  period,  though  from  a 
smaller  base. 

A  quick  look  at  the  statistics  illus- 
trates the  phenomenal  growth  rate 
already  established  by  the  Indian  soft- 
ware industry.  According  to  NASSCOM, 
for  the  fiscal  year  1997-98,  the  country's 
software  industrv  was  worth  100  billion 
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industry  in  the  future. 

G0UERNMENT  CHIPS  IN 

The  government  of  Inn 
impressed  by  the  excellent  \ 
formance  of  the  Indian  st- 
ware  industry,  has  provided 
the  support  it  needs,  includ 
fiscal  benefits,  the  availability  of  hi 
speed  data  communications  and  in 
structure,  plus  an  almost  red  tape4 
system.  The  government,  in  fact, 
given  the  red- carpet  treatment  to  i 
industry. 

The  fiscal  benefits  include  traj 
free  zones,  software  technology  p 
schemes,  zero  import  duty  on  softwj 
and  a  100%  exemption  on  profits  frr 
software  exports  as  well. 

The  government  of  India  is  so  gui 
ho  over  the  growth  and  potential 
India's  software  industry  that  Atal  Beh 
Vajpayee,  the  Indian  prime  minister, 
up  a  national  task  force  on  informati 
technology  and  software  developmt 
within  two  months  of  assuming  pov 
in  May  1998.  The  basic  objective  of  ti 
task  force  is  to  draft  a  national  infc 
mation  policy  to  help  India  emerge 
an  information  technology  superpov 
within  the  next  10  years. 

According  to  a  report  prepared 
India's  IT  Task  Force,  the  country's  so 
ware  industry  could  earn  annual  revenu 
of  more  than  U.S.  S85  billion  at  the  ei 
of  the  next  decade  (i.e,  2008),  compris 
of  U.S.  S50  billion  in  software  expo; 
and  almost  U.S.  S35  billion  in  domesi 
software  sales. 


SUCCESS  STORIES 

India's  software  industry  success  sto 
has  not  been  written  overnight,  f^ 
ever.  It  has  been  built  up  through  yea 
of  experience  in  executing  complex  ar 
95/96        97/98     Projection      sophisticated   projects.    In   the   procej 

Year  2BBB      Indian  software  companies  have  been 

rp  Export  dynamic  source  of  technological  inn< 

Don.       .  Market  vation,   providing  demonstrable  resul 
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The  names  you  trust,  trust  TCS. 
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Asia's  largest  global  software  and  services  company. 

With  over  10000  professionals  and  over  600  clients  worldwide  ,  it's  no  wonder  that  when  it  comes  to 
software  solutions  for  small  and  large  projects  (upto  400  person  years),  either  on-site  or 
off-shore,  TCS  is  trusted  the  world  over.  ThaYiks  to  our  width  and  depth  of  experience  across  platforms  & 
businesses. And  our  track  record  of  providing  quality  solutions,  on  time  and  within  budget.  By  companies 
which  are  the  Who's  Who  in  the  corporate  world  -  American  Express,  AutoZone,  Citibank,  Cummins  Engines, 
Dayton  Hudson,  Ernst  &  Young,  Fidelity,  GE,  Hewlett  Packard,  IBM,  Lucent  Technologies,  Nasdaq,  Nortel, 
Prudential,  Warner  Publishing.... 

Our  major  software  centres  are  ISO  9001  and  SEI  Level  4  certified.  TCS  believes  that  being  in  the  business  that 
we  are  in,  it  becomes  imperative  to  be  abreast  of  the  various  technological  advancements  that  happen  in  the 
industry.  A  belief  that  gets  translated  into  having  dedicated   R&D  and  Training 


Centres  for  world  class  Research  and  Training.  No  wonder  the  worlds  best  companies  ^g-<\^«J 

Tata  Consultancy  Services 


trust  us. 


Indian  ingenuity  •  Global  Impact 


DALLAS,  TEXAS  -  TEL  :  972-484-6465,  FAX  :  972-484-0450. NEW  JERSEY  -  TEL  :  732-603-0424,  FAX:  732-603-0279  SUNNYVALE,  CALIFORNIA 
TEL  :  408-720-9584,  FAX  :  408-720-91 15. 


ivi  Mumbai  -  jus*  across 


the  harbour  of  Mumbai 


I  of  India. 


Navi   Mumbai's   digital   arcade  to 
the   Global   Village   of  tomorrow. 

International  Infotech  Park  (IIP),  a  futuristic  technological  village 
spread  over  80  acres  in  one  of  the  world's  largest  well-planned  metro  city 
of  Navi  Mumbai,  just  half  an  hour  away  from  the  financial  capital  of 
India  invites  the  digitanti,  the  cyberpreneurs  and  the  electronic  czars  of 
the  world  to  set  up  one  of  the  most  competitive  Silicon  Valleys  this  side 
of  the  Himalayas. 

Main  features  of  IIP. 


•  Office  of  Director  -  Software 
Technology  Parks  of  India  (STPI), 
Department  of  Electronics,  Govt, 
of  India,  to  ensure  faster 
governmental  clearances  and 
approvals. 

•  64  kbps-2  Mbps  Satellite  Earth 
Station. 

•  Uninterrupted  stable  power 


supply. 

•  ISDN  services  with  voice,  data, 
video  conferencing,  E-mail  and 
Fax. 

•  Adequate  skilled  manpower 
available  in  Navi  Mumbai 

•  Shopping  Plaza,  restaurants, 
business  centres,  health  club 
within  the  complex. 


For  more  information,  /^~At~At~^-\./X^^rx 

contact  Mr.  S.  S.  Thakar  ilMiJUlJiSLzJ 

General  Manager,  (IIP  &  Marketing)  „    ,      ^^rTr^, 

International  Infotech  Park  „. 

City  and  Industrial  Development 
Corporation  of  Maharashtra  Limited 

6th  Floor,  C1DCO  Bhavan,  Belapur  CBD,  Navi  Mumbai-400  614 

Tel. :  91-22-757  1177  (D) :  91-22-757  1241  extn  :  60£  :  . .   757  1066 

e-mail  :  cidco@giasbm01.vsnl.net. in  •  Visit  us  at  :  httj.     wwv     idcoiip.com 
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for  other  industries  in  terms  of  expi 
orientation,     strategic     alliances    a 
foreign  investment.  In  doing  so,  it  r| 
enhanced    India's    image    abroad   m\ 
respect  to  its  entrepreneurial  as  well 
its  technical  capabilities. 

Today,  the  Indian  software  indusn|h|  »V 
can  boast  a  myriad  of  success  stories.  T;  || 
Consultancy  Services  (TCS),  with  I 
offices  worldwide,  has  been  the  maaH 
leader  in  this  sector  for  more  than  thd 
decades.  Today,  TCS  has  emerged  nl 
only  as  India's  number  one  IT  compail 
but  also  as  Asia's  largest  software  ail 
service  consultancy. 

TCS  employs  more  than  10,0(1 
software  engineers,  with  diverse  ski 
spread  over  multiple  technologies  ai 
platforms.  Harvard  management  gu> 
Michael  E.  Porter  has  identified  TC 
as  one  of  only  four  globally  competiti; 
companies  in  India,  and  the  only  o/. 
in  the  IT  sector. 

Time  to  market  and  quality  of  won 
coupled  with  a  cost-effective  approac 
have  all  contributed  to  the  grou[ 
success.  TCS's  growth  has  been  bu:i 
on  human  resource  utilization,  infrt 
structure,  technology  and  quality.  Wil 
this  as  its  focus,  TCS  has  grown  ro 
just  in  revenue,  but  also  in  patentir 
new  technologies  and  adding  higl 
end  mainframes.  In  addition,  it  has  addt 
several  new  development  centers  th: 
focus  on  software  research  and  incluc 
the  creation  of  a  Java  Excellence  Centu 
and  Internet  activities  as  well  as  I 
commerce  initiatives. 

Clients  of  TCS  include  large  en<l 
user  organizations  both  in  India  an 
overseas,  and  the  list  of  satisfied  clieiv 
continues  to  grow.  Says  Rolf  Olmesdah 
vice  president  of  Union  Bank  t 
Switzerland  (UBS),  "TCS  has  alwa) 
done  everything  to  deliver  good  qualit 
on  time.  UBS  appreciates  the  pre 
fessional  and  flexible  attitude  of  TCS 
experts  and  their  commitment  to  qualir 
Without  TCS,  we  would  not  hav 
achieved  the  milestones  we  had  set  fo 
EKLAP." 

EMERGENCE  OE  CVBERHBflD 

The  tremendous  success  of  Indian  soft 
ware  companies  has  inspired  multi 
national  players  in  the  sector  to  set  u|  | 


NUT  can  help  you 

achieve  your  goals 
on  time  and  within  budgets 


A 


chieving  goals  on  time  and  within  budgets 
is  what  business  is  all  about.  But,  sometimes, 
achieving  them  is  difficult.  That  is  when  IT 
support  can  play  a  critical  role. 

Outsourcing  software  project  development  is 
an  option  that  will  enable  you  to  bring  products 
into  the  market  faster,  bridge  technology  gaps 
and  yet  be  within  budgets.  And  that  too  without 
adding  manpower  or  increasing  IT 
investments.  For  this,  NUT  should  be  your 
first  choice. 

As  an  SEI-CMM  Level  3  company,  NUT 
follows  rigorous  process  controls  to  deliver 
reliable  software  that  meet  or  exceed  your 
standards  consistently.  And  which  are 
flexible  enough  to  adapt  to  your  needs.  Our 
procedures  result  in  higher  productivity, 
predictable  schedules  and  lower  project 
costs. Which  is  exactly  why,  NUT  is  such  a 
rapidly  growing  global  IT  services  company. 


Allow  us  to  present  our  expertise  in  areas  of 
e-commerce,  enterprise  wide  client  /  server, 
re-engineering  &  migration  and  multimedia 
training  solutions. 

And  you'll  realise  why  organisations  like  Bankers 
Trust,  Hitachi,  Holiday  Hospitality,  IBM,  NETg, 
SEI  Investments,  Sony  and  Visibility  Inc.,  among 
many  others,  have  chosen  us  as  their  partner. 

For  more  information  on  how  you  can  gain  the  same 
benefits  to  reach  your  goals  on  time  and  within 
budgets,  call  Lalit  Dhingra,  NUT  (USA)  Inc.  at 

1-770-551-9494 

or  fax  at  1-770-551-9229 

or  email  at  ldhingra(ajniit.com 

or  visit  us  online  at  www.niitusa.com 


NUT 

You  get  more  out  of  IT 
when  you  come  to  NUT 

USA  •  UK  •  SINGAPORE  •  JAPAN  •  INDIA 


OUR    TRACK     RECORD 


Credentials:  •  SEI-CMM  Level  3  accreditation  for  Software  Business  as  per 
Software  Engineering  Institute's  Capability  Maturity  Model  for  Software  Process 
Capability  •  ISO  900 1/TicklT  certification  for  the  past  5  years  •  Multimedia 
Super  Corridor  status  in  Malaysia  •  Independent  Courseware  Vendor  for 
Microsoft  •  Microsoft  Solution  Provider 


Awards:  •  Top  Performing  Global  Growth  Company  Award  from  The  World 
Economic  Forum  for  consistent  growth  rates  and  successful  globalisation  efforts 
•  Manufacturers' Association  of  Information  Technology  Level  2  Quality  Award 
for  Education  Multimedia  Software  Business  *The  IS  Managers' Training  Company 
of  the  Year  Award  by  IS  ComputerWorld 


NUT  (USA)  Inc..  1 050  Crown  Pointe  Parkway,  Suite  900,  Atlanta,  GA  30338-7703. 
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Nara  Chandrababu  Naidu:  Andhra  Pradesh'? 
computer-friendly  chief  minister  (CEO). 
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operations  in  the  country  as  well. 

When  Bill  Gates  was  looking  for  a 
location  for  Microsoft's  second  software 
development  center  outside  the  U.S.,  he 
chose  Hyderabad,  the  capital  of  the  State 
of  Andhra  Pradesh,  in  India.  Hyderabad 
has  something  else  going  for  it:  Nara 
Chandrababu  Naidu,  Andhra  Pradesh's 
ambitious  chief  minister.  Naidu,  48, 
would  like  nothing  better  than  to  turn 
Hyderabad  into  a  "Cyberabad"  (the  much 
talked  about  nickname  for  Hyderabad). 

Naidu's  IT  vision  is  grander  than 
just  providing  a  congenial  environment 
for  computer  companies  to  work  in.  It 
encompasses  what  he  calls  "electronic 
governance,"  a  concept  so  radical  that 
its  implementation  is  being  keenly 
watched  by  the  other  states  of  India. 

Naidu  is  leading  by  example.  Every 
morning,  he  flicks  open  his  IBM 
770  laptop,  complete  with  Microsoft 
Windows  '98,  and  gets  updated  on  the 
state's  electricity  situation.  A  couple  of 
clicks  of  the  mouse  can  give  Naidu 
a  performance  report  on  the  smallest 
school  in  the  remotest  hamlet  of  the  state. 
This  massive  database  forms  part  of 
the  chief  minister's  information  system. 

The  government  of  Andhra  Pradesh 
wants  to  build  a  wide-area  network 
in  collaboration  with  the  private  sector 
on  a  build-operate-and-own  basis. 
"Computers,"  says  Naidu,  "will  touch 
the  lives  of  ordinary  citizens  when  the 
value-added  services  network  is  in  place. 
There  will  be  electronic  kiosks  through- 
out the  state  where  people  can  pay  their 
electricity  bills  and  taxes,  collect  their 
driving  licenses  and  access  their  E-mail." 

This  massive  computerization  drive 
has  created  a  vibrant  domestic  market 
for  IT  companies,  giving  them  an  added 
reason  to  move  into  the  city. 

However,  one  of  the  best  things  that 
has  happened  to  Hyderabad  is  the  state 
government's  decision  to  set  up  a  major 
high-tech  city  near  Hyderabad.  This 
high-tech  city  is  located  only  10  kms 
away  from  Hyderabad  Airport  and  is 
on  a  par  with  any  such  infrastructure 
available  in  the  U.S.  Its  record  com- 
pletion in  15  months  and  the  provision 
of  global  connectivity,  office  automation 
and   dedicated   power  supply   has   made 


it  one  of  the  most  ideal  locations  for 
setting  up  a  software  development 
center  in  India.  Moreover,  the  state 
government,  in  collaboration  with 
industry,  has  also  set  up  an  Indian 
Institute  of  Information  Technology 
(HIT)  at  Hyderabad.  Major  industry 
leaders  such  as  IBM,  Microsoft  and 
Oracle  have  already  begun  to  install 
their  own  teaching  schools  at  HIT 
Undoubtedly,  Hyderabad  is  emerging 
as  the  new  shining  star  in  the  global 
software  firmament.  Bill  Gates's  endorse- 
ment has  added  an  extra  feather  to 
Naidu's  cap. 

NRUI  MUMBRI 

Software  development  centers  in  India 
are  not  just  located  in  the  cities  of 
Hyderabad  and  Bangalore  (the  silicon 
valley  of  India).  The  industry  has 
proliferated  throughout  India,  reaching 
such  cities  as  Chennai  (Madras),  Pune, 
Calcutta,  Bhubaneswar,  Gandhinagar, 
Trivandrum,  Chandigarh,  Delhi-Noida 
and,  of  course,  Mumbai  (Bombay),  to 
name  but  a  few. 

Mumbai  is  not  only  the  financial 
capital  of  India,  but  it  continues  to  head- 
quarter prominent  and  leading  soft- 
ware companies  in  the  country.  However, 
the  cost  of  setting  up  a  new  software 
center  there  can  be  expensive  due  to  high 
real  estate  costs.  Therefore,  the  State 
Government  of  Maharashtra,  through  its 
enterprising  arm  CIDCO,  has  set  up 
an  International  Infotech  Park  (IIP)  at 
Navi  Mumbai  (New  Bombay).  The  area 
has  tlmost  everything  that  a  software 
ment  center  could  ask  for  and 
The  most  important  factor, 
however  i  it  IIP  is  cost-effective,  while 
still  in  clos<  imity  to  Mumbai. 


Por  further  information:  wvvw.nassconi 


IIP  is  a  futuristic  technologic;; 
village,  accessible  from  all  parts  of  tl ; 
country  by  an  expressway,  a  beauufjj 
commuter  railway  system  and  helicoptf 
services.  With  an  infrastructure  designx! 
to  meet  the  needs  of  the  technology,  tel 
communications  and  related  industrk' 
this  park  contains  80  hectares  of  ultr 
modern,  state-of-the-art  technologic  I 
surroundings.  Quite  simply,  IIP  ,| 
Navi  Mumbai  is  emerging  as  an  idd 
destination  for  software  developme 
in  the  next  millennium. 

Moreover,  IIP  not  only  has  a  co: 
ducive  working  atmosphere  but 
provides  a  clean  and  healthy  enviro 
ment  when  it  comes  to  life  at  the  end  I 
the  workday.  In  short,  it  is  a  place  thl 
takes  care  of  the  professionals'  personi 
as  well  as  social  requirements.  All  crec 
must  go  to  the  state  government 
Maharashtra  for  not  only  creating 
world-class  infrastructure  but  also  f 
the  very  IT-friendly  policy,  which  maki 
Maharashtra  an  attractive  place  to  inve; 


al 


LUORLD-CLRSS  PRODUCTS 

The  growth  in  infrastructure  and  t; 
incentives  has  already  facilitated  i 
increase  in  offshore  software  develoj 
ment  in  India,  and  that's  just  tl 
beginning.  India  is  fast  emerging  as 
hot  spot  for  global  research  and  R  & 
as  well  as  the  development  of  sofrwa 
products  and  packages. 

Tata  Consultancy  Services  (TCS)  h 
produced    many    world-class    softwa 
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Where  Is  The  Next  Big 

Breakthrough  In  IT 
Going  To  Come  From  ? 

Hyderabad,  Of  Course! 

Which  is  why  some  of  the  world's  leading 
IT  companies'  have  set  up  their  state-of-the-art 
enterprises  like  Software  Development  Centres  and 
IT  Education  Institutes  in  and  around  this  city. 

They  are  also  discovering  that  the  infrastructure 
facilities  made  available  in  the  Hi  -Tec  City  (specifically 
developed  for  IT  Industry),  near  Hyderabad  are  on 
par  with  those  in  the  US...  global  connectivity, 
automation  backup,  dedicated  power  supply... 
everything  you  need. 

More  critical  is  the  regular  addition  of  fully  qualified 
graduates  from  Indian  Institute  of  Information 
Technology  (HIT),  setup  with  extensive  participation 
of  IT  majors",  to  the  already  existing  and  acknowledged  pool  of  highly  trained 
software  experts. 

All  this,  positively  supported  by  a  friendly  Government  committed  to  making 
Information  Technology  the'driving  force  behind  the  economic  growth  and 
development  of  the  State  of  Andhra  Pradesh. 

As  a  matter  of  fact,  this  State  is  working  towards  electronic  governance  as  its 
final  goal.  It  has  also  been  identified  as  a  nodal  agency  by  the  Government  of 
India  for  developing  and  implementing  IT  solutions  to  be  adopted  by  all  the  other 
States  in  the  country. 

From  the  way  things  are  moving,  it  won't  be  a  surprise  if  the  next  breakthrough 
in  IT  comes  from  this  part  of  the  world. 

The  fact  is,  it'll  be  a  surprise  if  it  doesn't! 


Hi  -Tec  City 


Indian  Institute  of  Information  Technology 


Space  sponsored  by: 

A  P  Industrial  Infrastructure  Corpn.  Ltd. 

Baan  Info  Systems  India  Pvt.  Ltd. 

Citicorp  Overseas  Software  Ltd. 

D.  E.  Shaw  India  Software'Pvt.  Ltd. 

Kernex  Microsystems  (India)  Pvt.  Ltd. 

L&T  Infocity  Ltd. 

Satyam  Computer  Services  Ltd. 


Department  of  Information  Technology 
Government  of  Andhra  Pradesh,  India. 
Fax:  91  -  40  -  24C  205 
E.mail  apiic'ahdl.vsnl.net.in 

Software  Technology  Parks  of  India, 
Hyderabad,  Andhra  Pradesh,  India. 
myderasjd      Fax;  91  -  40  -  290  652      www.stph.net 


'  BtwN ,  D  E  Shaw  &  Co,  IBM,  Intergraph,  Mentor  Graphics,  Metamor,  Microsoft,  Motorola,  Oracle,  Satyam,  Wipro 
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packages,  including  the  financial 
accounting  package  EX,  and  R/2,  a 
decision  support  system.  TCS  recently 
launched  "EX  Next  Generation,"  which 
has  been  hailed  as  one  of  the  most 
successful  accounting  software  pro- 
grams running  on  the  Windows  and  NT 
platforms.  TCS  has  also  released  other 
high-quality  products,  including  Quartz, 


a  major  banking  software  package  for 
international  wholesale  banking. 

Another  successful  company  from . 
India,  Citicorp  Information  Technology 
Industries  Limited  (CITIL),  has  earned 
world  recognition  in  creating  software 
packages,  especially  in  banking  and 
financial  services.  An  affiliate  of  Citicorp, 
CITIL    specializes    in    providing    soft- 


H 


Thanks  to  VSNL,  Indian  software  exports  have  reached  a  new  high. 


The  software  industry  is  today  one  of  India's  largest  foreign  exchange  earners 
with  export  turnover  of  over  US$  1.75  billion  last  year.  India  ranks  as  the 
world's  second  largest  exporter  of  software  thanks,  in  no  small  measure,  to 
VSNL's  speedy  availability  and  reliability  of  high  speed  leased  lines. 

Services  like  Electronic  Data  Interchange,  ISDN,  Inmarsat  mobile 
communications,  video  conferencing,  Internet,  E-Mail  and  frame  relay  have 
further  helped  India  to  keep  in  touch  with  the  rest  of  the  world.  By  constantly 
increasing  capacities  and  adding  new  technologies,  VSNL  will  continue  to 
underpin  the  Indian  software  industry  in  its  quest  for  even  greater  heights. 


© 


VIDESH  SANCHAR  NIGAM  LIMITED 

(A  Government  of  India  Enterprise) 

India's  gateway  to  the  world 

Regd.  Off.:  Videsh  Sanchar  Bhavan,  M.G.Road,  Mumbai  400  001. 

Tel :  +91(22)  262  4020  Fax  :  +91(22)  262  4027  InfoFax  :  +91(22)  432  0220 

WWW:  http://www.vsnl.net.in,  http://web.vsnl.net.in 

Email  :  helpdesk@giasbm01.vsnl.net. in 


ware  solutions  to  the  financial  services  l  ■ 
industry  worldwide. 

CITIL's      emphasis      on      software 
engineering  processes   and   quality  has  J- 
earned  it  the  distinction  of  being  named  :'  'N1IT  N 
a   SEI-CMM    level    4    company    (after  J  * 
the    Software    Engineering    Institute's  i    To  [l 
Capability  Maturity  Model).  This  places  J  WT*  !l 
CITIL  among  the  top  2%  of  companies  f  M*11 
assessed  worldwide,   and  makes  it  theismm1?11 
first    banking    and    financial    software    siKi 
company  in  the  world  to  achieve  this  Jwi0 
distinction.  j  adothe 

It  is  no  wonder,  then,  that  over  To n 
175  financial  institutions,  spanning  55  ""fc 
countries  across  the  Americas,  Europe,     <:"' 


the  Middle  East,  Africa  and  Asia  Pacific, 
are  CITIL's  customers. 

CITIL's  suite  of  reliable,  Y2K- 
compliant  packaged  solutions  include 
FINWARE,  FLEXCUBE,  MicroBanker, 
FUNDSPOWER  and  many  more. 

In  addition  to  its  range  of  packaged 
solutions,  CITIL's  services  group  pro 
vides  custom  software  development  for  i 
specific  banking  and  financial  appli- 
cations. CITIL's  major  areas  of  special- 
ization and  expertise  include  two 
strategic  technologies:  data  ware- 
housing and  Internet  solutions.  CITIL 
has  created  a  center  of  excellence  for 
data  warehousing  in  India,  and  today 
provides  data  warehousing  consulting 
and  implementation  services  in  more 
than  20  countries. 

CITIL's  close  alliances  with  leading 
hardware  and  software  vendors  like 
Compaq,  Sun,  NCR,  Stratus,  Microsoft, 
Oracle  and  others  ensure  that  its 
solutions  remain  technologically  current 
and  widely  available.  Moreover,  CITIL 
provides  efficient  customer  support 
services  around  the  clock  through  its  1 1 
regional  offices  located  around  the  world. 

EDUCRTI0NHL  MULTIMEDIA 

Among  its  other  strengths,  India  is 
doing  exceptionally  well  in  designing 
educational  multimedia  packages.  NUT, 
a  leading  software  company  has  already 
established  itself  among  the  world's 
top  six  players  in  educational  multi- 
media, with  a  portfolio  of  240  titles. 
These  titles  are  available  through 
conventional    distribution    channels    as 


i  being 

lead 

Nil' 
Wop 

ritfa  If 


bs  Si 

IKCtO 

;;;r 

\m 

iii 

tail 

(OR. 


2 


ADVERTISEMENT   9 


well  as  through  NIIT's  CBT  store  on 
l.le  Internet.  Responding  to  the  global 
■pportuniry  to  deliver  training  on  the 
Ihternet,  NUT  also  recently  launched 
INIIT  Netvarsiry,"  an  on-line  learning 
polity. 

To  remain  a  technology  leader, 
NIIT's  specialized  R&D  centers  are 
Ibcused  on  multimedia,  netcentric  com- 
puting and  cognitive  sciences.  NUT  also 
«as  the  distinction  or  having  established 
centers  of  competence  dedicated  to  these 
and  other  advanced  technologies. 

To  maximize  customer  value,  NUT 
fallows  ISO  9000  certified  procedures. 
Recently,  NUT  also  had  the  distinction 
of  being  awarded  the  SEI-CMM  Level- 
3  certification. 

NUT  offers  a  wide  range  of  software 
development  services  and  has  alliances 
with  leading  organizations  through- 
out the  world,  as  well  as  a  presence  in 
such  countries  as  the  U.S.,  Japan, 
Singapore,  the  U.K.  and  others.  NIIT's 
list  of  satisfied  customers  keeps  growing. 
Says  Susumu  Takahashi,  the  managing 
director  ot  Sony  Systems,  "Sony  Systems 
Design  International  would  like  to 
acknowledge  NIIT's  contribution  in 
making  TRIMS,  a  project  we  were 
executing  lor  Sony  International  Sing- 
apore, successful.  We  view  NUT  as  a 
good  and  reliable  partner." 

OUTSOURCING 

While  the  global  market  for  software 
products  and  packages  continues  to 
grow  at  impressive  rates,  so  too  does  the 
popularity  of  outsourcing  software 
development. 

Undoubtedly,  outsourcing  is  fast 
becoming  a  strategy  for  forward- 
thinking  IS  managers.  No  longer  just 
a  means  of  reducing  costs,  it  has 
become  a  tool  for  adding  value  to 
business,  while  simultaneously  enabling 
organizations  to  concentrate  on  their 
core  business.  Furthermore,  it  helps 
managers  to  reengineer  business  pro- 
cesses and  provide  the  information 
necessary  to  assist  effective  decision 
making  and  ensure  quality  and  cost 
control. 

As  a  result,  outsourcing  has  grad- 
ually grown  beyond  simply  contracting 
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You  can  afford  to.  Considering  our  decade  of  experience  in  the 
areas  of  customer  care,  billing,  resources  &  inventory  management, 
logistics...  Providing  software  consulting  and  systems  integration 
services...  Meeting  the  stringent  quality  standards  and  technology 
requirements  of  our  global  clients. 

One  of  the  few  Indian  software  companies  to  have  a  development 
centre  in  the  UK,  we  are  equipped  to  provide  interactive  offsite 
services  like  requirements  study  and  prototyping  for  your  critical 
applications.  We  also  undertake  offshore  assignments  in: 
development  and  maintenance  of  bespoke  software  solutions, 
year2000  projects,  software  re-engineering,  private  network  solutions 
and  internet-based  development.  Our  centres  of  excellence  in 
specific  technology  and  industry  areas,  assure  you  of  software 
solutions  to  be  in  the  forefront  of  competition.  Never  leaving  your 
customers  behind.  That's  how  we  define  'customer  care'  ! 


MET 

Software  Solutions 
to  Connect  the  World. 


MAHINDRA- 

BRITISH    TELECOM    LTD. 

Pune,  INDIA.                                 Mumbai,  INDIA. 
Tel:  +91-212-774  740  /  774  760          Tel:  +91-22-829  0308  /  829  1842 
Fax:  +91-212-775  048                Fax:  +91-22-829  1843  /  829  2889 

MBT  (UK)  Ltd. 

Middlesex,  UK. 
Tel: +44-181-902  8998 
Fax:+44-181-795  2011 

MBT  International  Inc. 

New  Jersey,  US.                  Colorado  Springs,  US. 
Tel:  +1-201-512  8839                Tel:  +1-719-590  4111 
Fax:  +1-201-512  8746               Fax:  +1-719-590  4112 

Not  getting  enough 

OFFSHORE 
THROUGHPUT? 

Are  offshore  cost  advantages 
getting  offset  by  problems  of 
remote  management? 

You  planned  to  use  offshore 
development  to  address  the 
"throughput"  challenge  -  to  deliver 
more  output  without  an  increase  in 
resources.  But  do  you  find  you  have 
to  manage  the  remote  operation 
yourself,  thus  reducing  throughput? 

The  Majesco  Difference 

At  Majesco,  all  our  resources,  experience 
and  processes  are  directed  towards 
relieving  our  clients  of  the  problems  of 
managing  a  remote  offshore  operation. 
This  way  we  deliver  a  true  increase  in 
throughput. 

Global  Resource 

Majesco  is  a  part  of  Mastek,  a  global 
organization  with  offices  in  UK,  Europe, 
Japan,  Asia-Pacific,  and  India.  Offshore 
infrastructure,  communication  lines,  ISO- 
9001  certified  processes  and  a  team  of 
1000  professionals  deliver  high  quality 
software  services  to  global  clients. 

Local  Force 

Majesco's  management  and  core  technical 
team  are  located  permanently  in  the  US 
The  US-based  management  team  takes 
ownership  and  accountability  for  the 
success  of  the  engagement,  and  US  clients 
do  not  have  to  manage  remote  teams. 

Client/server  Expertise 

We  are  the  definitive  experts  in  managing 
client/server  and  Internet  applications 
offshore,  where  the  problems  of  remote 
management  are  most  complex,  requiring  a 
good  balance  of  onsite  and  offshore  teams. 
Majesco  offers  development,  migration, 
maintenance,  and  enhancement  of  software 
applications  offshore. 

Call  for  our  white  paper  on  increasing 
thoughput  for  offshore  client/server 

application  management. 

Majesco  Software,  Inc. 

4699  Old  Ironsides  Dr,  Ste  $50 

Santa  Clara,  CA  95054 

Ph:  800.4MAJESCO  Fx:  408.980.1255 

E-mail:  info@majesco.com 

www.majesco.com 

MAJESCO  A 

A    MASTEK    SUBSIDIARY 
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INDIA:  The  Emerging  Software  Superpower, 


out  data  center  operations  to  using 
an  outside  vendor  to  replace  vital  in- 
house  resources.  This  initiative  requires  - 
close  compliance  with  the  company's 
business  strategy  in  order  to  enhance 
and  add  value  to  the  information 
services  side  of  business  operations. 

In  the  past  few  years,  organizations 
outsourcing  their  IS  functions  to  India 
have  been  able  to  save  substantially  on 
quality  software  development  projects 
and  MIS  applications,  while  continuing 
to  maintain  high  standards. 

HIGH  QUHLITV 

Indeed,  it  is  India's  strong  reputation 
for  quality  software  development  that 
is  earning  it  an  outsize  portion  of  the 
world's  software  requirements. 

India's  software  industry  has  achieved 
a  remarkable  disrinction  in  providing 
excellent  quality.  At  present  104  Indian 
software  companies  have  acquired  ISO 
9000  certification  with  about  41  more 
companies  in  the  pipeline.  To  its  credit, 
India's  software  industry  will  soon  have 
more  ISO  9000-certified  companies  than 
any  other  country. 

In  addition,  the  current  industry 
trend  is  to  get  the  SEI-CMM  maturity 
certificate  of  quality.  Most  leading 
Indian  software  companies  (such  as 
TCS,  NUT,  CITIL,  MBT  and  Mastek) 
have  achieved  ISO  9000  certification 
as  well  as  various  levels  of  SEI-CMM 
quality  certification.  Not  surprisingly, 
India  has  earned  the  distinction  of 
offering  the  best  combination  of  cost- 
effectiveness  and  high  quality. 


OFFSHORE  SOFTWARE  DEUEL0PMEN 

One  of  the   unique   methods   used 
Indian  software  companies  to  delive 
competitive  advantage  to  its  clients  is 
through    offshore    software    develop 
ment.  This   involves   using  high-speed.    r- 
(64    kbps    and    above)    datacom    links.i  ?ial  ^ 
which  in  turn  allow  computers  situated 
anywhere  in  the  world  to  be  used  by 
programmers   in   India  on   a   real-time 
and  on-line  basis.   Even  if  a  client  is 
situated   10,000  miles  away,  he  or  she 
can  still  monitor  the  software  develop- 
ment   on    a    minute-by-minute    basis, 
ensure    quality    checks,    communicate: 
with  the  programmers  as  if  they  were 
just    next   door,    and   still    get   efficient 
software    developed   -    all    at    immense 
savings  of  both  time  and  costs. 

Despite    an    average    12-hour    time 
difference  with  India,  a  high-speed  data-;  -t'.c. 
com  link  can  provide  a  client  in  the  U.S.> 
with  a  virtual  24-hour  office  environ 
ment.  This  concept  has  worked  wondersr  iOFTLL'F 
lately  for  large  projects,  as  well  as  for 
projects  involving  remote  software  main- 
tenance using  videoconferencing. 


MULTIMEDIA  GRTEUJRVS  FROM  USNL 

Even  so,  offshore  software  development 
is  largely  dependent  on  using  high- 
speed, reliable  satellite  links.  One 
company,  Videsh  Sanchar  Nigam 
Limited  (VSNL),  has  emerged  as  the 
largest  provider  of  quality  telecom 
infrastructure,  including  gateways, 
switches  and,  importantly,  access  to 
cable  and  satellite  transmission  systems. 
VSNL    already    has    six    international 


Offshon  rig  high-speed  satellite  data  communications  (64  kbps  and  2M)  and 

videoconfi  Indi  in  software  companies  conferring  competitive  edge  to  their  clients 
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kteways  ac  Mumbai,  Delhi,  Calcutta, 
thennai,  Ernakulum  and  Jalandhar,  and 
Pers  data  gateways  from  many  others. 

VSNL  has  committed  further  rund- 
pg  to  various  ventures  like  Project 
nygen,  which  will  deliver  high-quality 
ligital  Asynchronous  Transfer  Mode 
MM)  technology  through  fiber - 
iptic  cable  systems.  In  addition,  VSNL 
>>re  than  ~0  mbps  of  bandwidth 
which  is  expandable  to  2  gigabytes)  to 
ativrv  full  multimedia  requirements. 

VSNL  also  offers  a  full  range  of 
alue  -added  services,  from  the  Internet 
nd  Integrated  Services  Digital  Network 
ISDN)  to  all  the  world's  major  frame 
elav  and  managed-data  services,  in- 
luding  those  from  British  Telecom 
BT),  Cable  &  Wireless,  TMI,  Clobal 
)ne,  IBM  and  others.  VSNL  is  also 
ctivelv  supporting  the  establishment  of 
all  centers  in  India. 

SOFTWARE  OEUELOPMENT 

v'SNL  has  undoubtedly  emerged  as  the 
eading  provider  of  a  highly  sophis- 
tcated  telecom  infrastructure  and  pro- 
vides quality  services  to  the  soft- 
ware sector  in  India.  But  there's  more, 
thanks  to  VSNL  and  other  software 
infrastructure  providers  like  Software 
Technology  Parks  (STP).  Offshore  soft- 
ware development  in  India  is  steadily 
increasing. 

Mahindra-British   Telecom    (MBT) 

as  done  exceptional   work  and   is   the 

leading    provider    of  software    services 

to  the  telecom  as  well  as  many  other 

J  industries.  Some  of  the  companies  from 
across  the  globe  that  have  benefited 
from  business  partnerships  with  MBT 
include  British  Telecom  (BT),  Alcatel, 
MCI,  Hitachi,  Mitsubishi,  Singapore 
Telecom,  Al  Ansari  (Oman),  the  State 
Bank  of  India  and  VSNL. 

In  the  telecom  software  sector, 
MBT  has  done  such  extensive  work  that 
it  has  acquired  over  1,000  person  years 
of  relevant  experience  in  the  last 
decade.  It  also  employs  over  1,000 
professionals  and  trained  people  at 
two  development  centers  located  at 
Mumbai  and  Pune,  and  its  develop- 
ment and  support  center  in  the  U.K. 
In  addition,  MBT  has  multiple  liaison 
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Our  customers  are 
very  fond  of  TEE  Breaks. 


Monday,  15.45  hrs.  Golf  course,  Singapore 

Here's  why  they  can  afford  to  take  them. 

While  choosing  critical  technology  to  grow  your  operations,  you  could  either 

get  stuck  in  a  bunker  or  drive  straight  onto  the  green.  176  customers  in 

55  countries  around  the  world,  relate  CITIL  software  to  sunlight  on  a 

well-manicured  golf  course.  A  feeling  of  peace  of  mind. 

With  our  rich  experience  in  Banking  and  Financial  Systems,  we  ensure  you 

get  the  right  solution  for  every  situation.  Customized  to  best  suit  your  specific 

needs.  1 1  support  centres  worldwide  play  the  unobtrusive  role  of  caddy  and 

ensure  you  get  prompt  assistance. 

Discover  the  pleasure  of  working  with  CITIL.  Rated  among  the  top  2% 
of  software   companies  in  the  world  for  process  maturity  (SEI-CMM 
Level  4).  With  a  sharp  focus  on  banking  and  financial  software. 

So  leave  your  banking  automation  needs  to  us.  And  take  time  off 
to  chase  that  elusive  hole-in-one. 

Banking  Products : 

•  FLEXCUBE  -  Next  Generation  Universal  Banking  Solution 

•  FINWARE  -  Retail  Banking  Solution 

•  MicroBanker  -  Integrated  Corporate  Banking  Solution 

•  FundsPower  -  Investor  Services  Solution  for  Mutual  Funds 

IT  Services  &  Related  Solutions 

•  Technology  Strategy  Consulting    •  Custom-  built  Solutions 

•  Data  Warehousing  Solutions    •  Internet  Solutions 

•  Process  &  Quality  Management 

-  Promotr  -  Project  Management  &  Metric  Collection  Systems 

-  QuBase  -    On-line  Repository  of  Software  Engineering  Processes 

-  Consulting,  Training  &  Assessments 


CITIL 


Citicorp  Information  Technology  Industries  Ltd.  (CTTIL) 

Our  Contacts 

USA  -  Tel:  1 .973.397  7448.  Fax:  1 .973.644  3247.  E-mail:  hukkurOaol.com 

India  -Tel: 91 .22.823  51 90.  Fax: 91 .22.823  5231 .  E-mail:  imgbom(5>giasbm01  .vsnl.net.in 

Visit  our  website:  www.citil.com 

Citicorp  is  a  trademark  used  by  permission  ot  its  owner,  Citicorp.  All  company  or 
product  names  are  trademarks  or  registered  trademarks  of  their  respective  owners. 
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For  further  information:  www.nasscom.org 


Indian  software  companies  offer  24-hour  virtual  offices  to  clients  in  the  U.S.  through  offshore  development. 


offices  in  the  U.S.  MBT's  project  exe- 
cution approach  balances  both  on-site 
and  offshore  work.  These  services  are 
offered  on  a  fixed-price  as  well  as  a 
"time-and-material"  basis.  MBT  has  the 
industry  expertise  to  provide  consul- 
tancy services  in  network  management, 
customer  care,  billing,  provision  and 
fault  management,  work- flow  manage- 
ment, Internet/ intranet -based  solutions, 
data  warehousing  and  data  mining. 

LOCRL  PRESENCE  WORLDWIDE 
One  of  the  new  trends  in  the  Indian 
software  industry  has  been  to  increase  its 
local  presence  on  a  worldwide  basis.  This 
entails  staffing  overseas  offices  with  local 
teams  of  professionals,  irrespective  of 
whether  their  offices  are  from  that  area, 
located  in  the  U.S.,  the  U.K.  or  Japan. 

This  improves  their  companies' 
ability  to  anticipate  market  conditions 
and  client  requirements.  Moreover, 
physical  proximity  to  clients  helps  to 
strengthen  relationships  further  and 
build  enduring  partnerships.  Tata  Con- 
sultancy Services  (TCS),  for  example, 
already  has  59  worldwide  offices. 

Continuing  the  drive  to  establish 
local  offices  and  further  nurture 
alliances,  Mastek  Limited,  based  in 
Mumbai,  is  an  excellent  example  of 
a  company  that  addresses  the  global 
market  for  software  services  from  India 
through  subsidiaries  located  in  ko 
markets.  Mastek  has  subsidiaries  in 
the  U.S.,  the  U.K.,  the  Asia-Pacific 
region,  Germany,  Belgium,  Japan  and 
Switzerland.    A    "local"    management 


team  from  each  region  manages  each 
of  its  subsidiaries. 

Majesco  Software  Inc.,  the  Mastek 
subsidiary  in  the  U.S.,  has  an  added 
advantage.  It  is  also  able  to  tap  into 
the  local  presence  of  other  Mastek 
subsidiaries  worldwide  to  offer  its  clients 
the  capability  of  delivering  "local" 
deployment  of  applications  worldwide. 
Majesco  is  also  one  of  the  few  software 
service  companies  in  the  world  that 
focuses  exclusively  on  what  it  calls  "the 
Selling  Chain,"  which  includes  the 
continuum  of  applications  that  extend 
from  managing  the  interface  with 
customers  (in  the  front  office)  to 
managing  the  day-to-day  activities  of 
business  operations. 

Many  leading  Indian  companies, 
including  NUT,  also  hire  local  pro- 
fessionals. Initially  considered  an  off- 
shore developer  in  the  U.S.,  NUT  is 
transforming  itself  into  a  U.S.- based 
software  service  company.  NUT  is 
already  working  with  a  leading  asset 
management  company  to  develop  their 
full  product  line. 

SYSTEMS  INTEGRATION 

While  the  Indian  software  industry  has 

been    making    its    mark    bv    providing 

quality  software  solutions,  both  as  on- 

site    and   offshore   delivery    models,    in 

recent  years,   it  has  steadily  diversified 

and    now    offers    world-class    systems 

es.  Drawing  on  a  pool 

iced    professionals,    Indian 

'Uses    provide   systems   inte- 

|  thai   satisfy   the  client 


demands  for  a  "seamless  and  trans* 
parent"  system  and  saves  them  fron 
having  to  deal  with  different  vendors.   . 

Some  of  the  leading  Indian  coi 
panies  providing  systems  integrati 
services  include  TCS,  NUT,  Mastek  ai 
MBT. 

VERR  2Q0Q  RNO  EURO  SOLUTIONS 

To  meet  the  challenges  posed  by  t 
new  millennium,  India  is  providing 
world-class  Year  2000  (Y2K)  software 
solutions.  Many  Indian  companies  have 
already  completed  Y2K  modification; 
projects  using  well-established  step' 
by-step  methodologies. 

Furthermore,  Indian  companies  havtj 
started  developing  software  and  toolr 
to  help  participating  European  nation:i 
to  prepare  for  "Euro,"  or  EMU  currency 
conversion,  to  be  introduced  beginning 
January  1,  1999.  This  will  require 
massive  changes  in  their  computei 
systems  in  order  to  ensure  compatibility 
to  the  common  Euro  currency. 

INDIR  PROUIDES  COMPETITIUE  EDGE 

It  is  evident  that  increasingly,  Indian 
software  companies  are  providing  a 
competitive  edge  on  many  fronts: 
through  cost  and  quality  advantages, 
state-of-the-art  capabilities,  technically 
trained  professionals,  high  reliability  and 
the  ability  to  save  time  on  projects. 

Despite  offering  such  competitive 
advantages,  however,  it  is  clear  that 
India's  software  industry  has  not  yet 
reached  its  peak.  "We  are  nowhere  near 
what  we  are  actually  capable  of,"  say 
industy  experts.  In  the  coming  years,  the 
Indian  software  industry  is  poised  to 
grow  by  more  than  50  to  70%  annually, 
with  greater  competitive  advantages  to 
come  for  partners  and  clients.  For  those 
who  wish  to  gain  or  retain  an  edge  in 
their  business,  Indian  software  houses 
are  the  surest  way  to  go. 


The  author,  Dewang  Mehta,  is  Executive 
Director  of  India's  National  Association 
of  Software  and  Services  Companies 
(NASSCOM). 

Marketed  by  Mediascope.  Forbes 
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Produced  by  Adil  Jilla,  Middle  East 
International  Advertising  Company,  U.K. 


yede 


Editorial    Index   of  Companies 


Welcome  to  the  Forbes  ASAP  Editorial 
Index  of  Companies.  The  numbers 
listed  are  the  first  page  of  the  stories 
in  which  the  company  name  appears. 

AActel  actel.com  67 
ActiveState  activestate.com  24 
Adelphia  adelphia.com  30 
Actuate  Software  actuale.com  87 
AdGap  Group  actcap  com  76 
Adobe  adobe  com  67 
Advanced  Radio  Telecom  ari-nel.net  104 
Alliance  Semiconductor  alsc.com  65 
Altera  altera.com  65 
Amuon.com  amazon.com  22,  30,  49 
XMD  i     i  . 

America  Online  aol.com  49,  67,  104 
Ameritech  ameritech.com  104 
Ameritrade  ameritrade.com  30,  49 
Amgen  amgen.com  ft7 
Analog  Devices  analog.com  65 
Apple  apple  OHB  24  67,  /3i 
Applied  Materials 
appliedmateriaU.com  65 
Arbor  Software  arborsoft  com  67 
Ariba  Technologies  ariba.com  67 
Ascend  ascend.com  67,  132 
AT&T  att  c>m  jft  73,  104 
Mmel  Mm,    Jim  65 
Audible  auvfible.com  30 
August  Capital  aucustca. 
Avant  jvantKorp  vom  65,  67 

BRav  Networks 
bavnetworks.com  .'4.  67 
Bear  Stearns      jrsiearns.com  22 
Bell  Atlantic    vllatlantic  com  ,04.  132 
BellSouth  bellsouth.com  104 
Benchmark  Partners 
benchmark  ,om  67 
Bevond.com  bevond.com  30.  49 
Blue  Wave  Systems  bluews.com  ("4 
Broadca%t.com  broadcast  con  3ft  49 
Broadcom  broadcom.com  49 
Broad\  ision  broadviskjn.com  49.  67 

CC-ATS  Software  cals.com  67 
C-Cubc  c  cube.com  30,  67 
Cabletron  Cabletron  com  65 
Cadence  Design  Systems 
cadence.com  65.  76 
California  Microwave 
calmike.com  104 
CDNon  cdnow.com  30 
Charles  Schwab  schwab.com  30 
Charter  Communications 
chartercom.com  30 
Check  Point  Software  Technologies 
checkpoint.com  67 
CheckFree  checktree.com  67 
Ciena  ciena.com  67 
CIGNA  Investments  cigna.com  104 
Cisco  Cisco  com  20,  49,  67,  132 
CitySearch  citysearch.com  28 
CKS  Group  cks.com  67 
CNET  cnet.com  30 
Compaq  compaq.com  67 
CompuServe  compuserve.com  1 9 
Computer  Associates  cai.com  49 
Compuware  compuware.com  49 
Corsair  Communications 
corsair.com  22 
Cypress  cypress.com  67 
Cyrix  cyrix.com  67 

DDataquest  dataquest.com  76 
Dell  Computer  dell.com  49.  65 
Deltek  Systems  deltek.com  49 
Digital  Microwave  dmcwave.com  104 
DIVA  Systems  diva.com  30 
Doubleclick  doubleclick.com  49 
Dr.  Solomon's  Software 
drsolomon.com  76 
Draper  Fisher  lurvetson 
drapervc.com  67 


E  E-Loan  e-loan.com  67 
E-Trade  etrade.com  30,  73 
Ebay  ebay.com  67 
com  67 
Egghead.com  ••gghead.com  30 
Electronic  \rts  ca.com  67 
EMC  emc.com  65 
ESS  Technologies 
esstechnologies.com  65 
Excite  excite.com  85 

F  Fidelity  Investments 
tidelity.com  30 
HleNet  lilenet.com  67 
Flextronics  tlextronics.com  67 
FORE  Systems  tore.com  49,  65 
Friedman  Billings  Ramsey 
rnr.com  22 

Frontier  Communications 
frontiercorp.com  67 

G  Gateway  gateway.com  49,  65.  76 
Gearbox  Network  gearbox.net  76 
Genesys  Telecommunications 
Laboratories  gencsvslab.com  49,  67 
Genie  genie  com  19 
Geoworks  geoworks.com  67 
Global  Business  Network  gbn.org  76 
Goldman  Sachs  noldmansachs.com  67 
GoodNet  goodnct.com  104 
Great  Plains  Software  gps.com  49,  65 
Greylock  greylock.com  67 
GT1  om  I  12 

GTE  Internetworking  bbn.com  126 

HHambrecht  &  Quist 
hambrechLcom  67 
llealtheon  hcaltheon.com  49 
Heidrick  &  Struggles  h -s.com  73 
Hewlett-Packard  hp.com  49,  65,  76 
Highland  Capital  Partners 
bepxom  67 

Home  Box  Office  hbo.com  67 
Hummer  Winblad  humvvin.com  67 
Hypercom  hjrpercom.com  49 

112  Technologies  i2.com  49 
IBM  ihm.com  19 
Information  Security  Advisors  Group 
iiwgrrtm  76 

Informix  Informix. com"67 
Infoseek  inloseek.com  49 
Inktomi  mktomi.com  49 
Innova  innova.com  104 
Institutional  Venture  Partners 
ivp.com  85 

Intel  intel.com  49,  65,  67 
Internet  Security  Systems 
iss.net  49,  56 

Intertainer  intertainer.com  30 
Intraware  intravvare.com  76 
Intuit  intuit.com  49 
IPEX  ipex.com  76 
IXL  ixl.com  76 

■  JP  Morgan 

I  jpmorgan.com  22 

KKapor  Enterprises  kei.com  67 
KLA-Tencor  kla.com  65 
Kleiner  Perkins  Caufield  &  Byers 
kpcb.com  67,  85 

L  Legato  Systems  legato.com 
20,  22,  67 
Lehman  Brothers 
lehman.com  22 
Level  3  Communications 
level3.com  132 

Liquid  Audio  liquidaudio.com  30 
Lotus  lotus.com  67 
LSI  Logic  lsilogic.com  49,  67 
Lucent  Technologies 
lucent.com  104,  132 
Lycos  lycos.com  67 


M  Macromedia 
macromedia.com  67 
Magma  Design  Automation 
magma-da. com  24 
Manugistics  manugistics.com  49 
Maxim  Integrated  Products 
maxim-ic.com  65 
Mayfield  Fund  mayfield.com  20 
McCaw  mccavv.com  104 
MEMC  Electronic  Materials 
memc.com  76 

MGM  Grand  mgmgrand.com  35 
Microchip  Computers 
microchipcomputers.com  76 
Microchip  Technologies 
microchip.com  67 

Micron  Technology  micron.com  49 
Microsoft 

microsoit.com  49,  65,  67,  128 
MindSpring  mindspring.com  49 
MizBiz.com  mizbiz.com  76 
MMC  Networks  mmcnet.com  67 
Mohr,  Davidow  Ventures  mdv.com  67 
Morgan  Stanley  Dean  Witter  &  Co. 

mfdw.com  67 
Motorola  mot.com  49 
MY-CD  my-cd.com  /9 

NN2K  n2k.com  30 
National  Semiconductor 
nalsemi.com  67 
NeoMagic  neomagic.com  67 
NEON  neon.com  49 
NetSage  netsage.com  76 
Netscape  netscape.com  49,  65,  67,  73 
Network  Appliance 
netvvorkappliance.com  67 
Nevada  Casino  nevadacasino.com  35 
New  Enterprise  Associates 
nea.com  67 

Nippon  Telegraph  &  Telephone 
ntt.com  104 

Nortel  nortel.com  104,  132 
Novell  novell.com  65 
NuvoMedia  nuvomedia.com  30 

OOak  Investment  Partners 
oakinv.com  67 
OneWorld  onevvorld.com  67 
OnSale  onsale.com  49 
Oracle  oracle.com  49,  65,  67 

PP-com  p-com.com  104 
PacificBellpacbell.com  104 
Parametric  Technology  ptc.com  65 
Pegasystems  pegasystems.com  49 
PeopleSoft  peoplesoft.com  49 
Peregrine  Systems  peregrine.com  49 
Perkin  Elmer  Corp. 
perkin-elmer.com  67 
Perpetual  Robotics 
perpetualrobotics.com  28 
Pixar  Animation  Studios 
pixar.com  49 
Platinum  Software 
platsoft.com  30,  49,  67 
PointCast  pointcast.com  76 
Polycom  polycom.com  67 
Powersoft  powersoft.com  67 
Preview  Travel  previewtravel.com  67 
Prodigyprodigy.com  19 
PSINet  psinet.com  67 

QQAD  qad.com  49 
Qualcomm  qualcomm.com  104 
yuickLogic  quicklogic  67 
Quokka  Sports  quokka.com  28 
Qwest  Communications  qwest.com  73 

R  Radiant  Systems 
radiantsystems.com  22 
RadioLAN  radiolan.com  24 
Rambus  rambus.com  49,  65,  67 
Ramsey  Beirne  ramseybeirne.com  73 
Raychem  raychem.com  67 


RealNetworks 
realnetworks.com  30,  49 
Reel.com  reel.com  30 
Remedy  remedy.com  65 

SS3  s3.com  67 
Salomon  Smith  Barney 
smithbarney.com  22 
San  Jose  Mercury  News 
sjmercury.com  76 
Sawtek  sawtek.com  104 
SBC  Communications 
sbc.com  19,  104,  132 
Seagate  Technology  seagate.com  67 
Sears  sears.com  19 
Sequoia  Capital  sequoia.com  67 
Sevin  Rosen  Funds  srfunds.com  67 
Siebel  Systems  siebel.com  49,  67 
Siemens  AG  siemens.com  132 
Silicon  Graphics  sgi.com  65,  67,  73,  76 
Softbank  Technology  Ventures 
sbvc.com  76 
SoftBook  Press 
softbookpress.com  24,  30 
Sprint  Communications 
sprint.com  104,  132 
Stanford  Telecom  stelhq.com  104 
Stanford  University  stanford.edu  85 
Stealth  Communications 
stealth.net  76 

Storm  Technologies  stormtech.com  67 
Stratus  Computer  stratus.com  67 
Sun  Microsystems  sun.com  49,  67,  76 
SureTrade  suretrade.com  30 
Sybase  sybase.com  67 
Synopsys  synopsys.com  67 
SyQuest  syquest.com  67 

TTadiran  tadiran.com  104 
TCI  tci.com  30.  104 
Teledesic  teledesic.com  104 
Telephony 

internettelephony.com  104 
Teleport  Communications  Group 
tcg.com  104 

Teligent  teligentinc.com  73,  104 
Tellabs  Operations  tellabs.com  132 
Triton  Network  Systems 
triton-network.com  104 

UU.S.  Venture  Partners 
usvp.com  67 
USWeb  usweb.com  76 
US  West  uswest.com  104,  132 

VVantive  vantive.com  22,  67 
Verisign  verisign.com  67 
Verticom  verticom.com  104 
Viasoft  viasoft.com  67 
Virtual  Press  Office 
virtualpressoffice.com  76 
Visio  visio.com  49,  67 
Vitesse  vitesse.com  67 

WWeb  Street  Securities 
webstreet.com  30 
WebTV  webtv.com  20,  67 
Williams  &  Company  williams.com  132 
Wind  River  Systems 
windriver.com  49,  65,  67 
WinStar  winstar.com  104 
WorldCom  wcom.com  104 

XXilinx 
xilinx.com  65 

Y  Yahoo 
yahoo.com  22,  49,  67,  73 

Z  Ziff-Davis  Television 
zdtv.com  76 

3Com  3com.com  67 
<2>Home  athome.net  30,  49,  67 


October    5,    199S      FORBES  ASAP 


125 


1    F  fi  F  N   D  S 


Ray  Tomlinson 

Ray  Tomlinson  created  something  big,  but  he  is  known  for  something  very  small.  Sitting  in  his 
compact  office  in  a  bland  building  in  Cambridge,  Massachusetts,  the  inventor  of  email  smiles  at  the 
idea  that  his  name  seems  destined  to  be  linked  to  the  @  sign,  the  symbol  used  to  introduce  an  email 
address.  "I  thought  about  other  symbols,  but  @  didn't  appear  in  any  names,  so  it  worked,"  he  says. 

That  was  then.  Now  the  sign  is  fast  becoming  a  pop  icon  that  signifies  the  hyperlinked  communi- 
cations of  our  time,  ubiquitous  on  billboards  and  ads,  company  names  (@Home),  and  even  works  of 
art,  such  as  the  ballet  F@ust.  Currently,  more  than  125  million  people  use  the  sign  in  their  electronic 
addresses,  an  identifier  that  now  means  more  to  many  of  them  than  the  numbers  on  their  homes. 

Considering  how  profoundly  Tomlinson's  invention  has  changed  the  way  we  live  and  work,  its  begin- 
nings were  modest.  After  graduating  from  MIT  in  1965,  the  young  computer  engineer  spent  two  years 
working  on  a  doctorate,  then  went  to  work  nearby  at  Bolt  Beranek  and  Newman  (BBN),  a  company 
that  had  a  government  contract  to  work  on  the  Arpanet,  precursor  of  the  Internet.  "We  were  building 
an  operating  system  to  run  on  bargain-basement  hardware,"  recalls  his  longtime  friend  and  BBN 
colleague  Jerry  Burchfiel,  "and  Ray  came  up  with  a  'Send  Message'  program.  It  worked  only  on  a  local 
system  at  first,  but  then  he  took  it  further  and  created  cross-Arpanet  mail." 

Unlike  Alexander  Graham  Bell's  famous  first  call  to  his  assistant,  Watson,  the  content  of  the  first 
email  message  —  from  Tomlinson  on  one  computer  to  himself  on  another  —  is  forgotten.  Tomlinson 
didn't  make  a  big  deal  of  his  breakthrough.  "When  he  showed  it  to  me,"  Burchfiel  says,  "he  said, 
'Don't  tell  anyone!  This  isn't  what  we're  supposed  to  be  working  on.' " 

That  worry  ended  when  Larry  Roberts,  a  director  of  DARPA,  the  government  agency  that  ran  the 
Arpanet,  jumped  onto  the  system  and  began  doing  all  his  communication  by  electronic  mail.  That,  in 
turn,  forced  researchers  dependent  on  Roberts  for  their  funding  to  get  online,  and  the  system  quickly 
went  from  being  a  convenience  to  becoming  an  essential  tool. 

Like  certain  other  pioneers  of  the  information  age,  such  as  Tim  Berners-Lee  and  Vint  Cerf  (both 
profiled  in  previous  Forbes  ASAP  "Legends"),  Tomlinson  has  changed  the  world  and  made  a  lot  of  oth- 
ers rich  without  cashing  in  himself.  "Innovation  is  sometimes  rewarded,"  he  says  with  a  laugh,  "but  not 
this  innovation." 

BBN  was  bought  last  year  by  GTE,  and  today,  at  GTE  Internetworking,  Tomlinson  is  helping  develop 
the  company's  CyberTrust  software,  which  will  make  e-commerce  more  secure  by  issuing  certificates 
that  vouch  for  the  identity  of  customers.  "It's  better  than  an  electronic  signature  because  it  can't  be 
forged,"  he  says.  "And  certificates  increase  the  level  of  anonymity,  so  you  have  greater  assurance  your 
privacy  will  be  preserved." 

Email  has  changed  the  way  business  — from  huge  corporations  to  mom-and-pop  shops  — does  busi- 
ness. It's  altering  the  way  millions  shop  and  bank.  It's  become  the  new  "kitchen  table"  for  far-flung  fam- 
ily members.  To  some  it's  as  intimate  a  medium  as  the  scented  ink  and  writing  paper  of  the  Victorian 
era.  But  not  all  of  this  change  and  growth  makes  Tomlinson  happy.  He  reminisces  about  the  collegial 
chaos  of  the  early  years,  and  hates  the  flames,  spams,  and  schemes  that  abuse  the  system's  open  nature. 
As  email  becomes  rooted  deeper  and  deepei  in  modern  life,  a  certain  structure  — for  better  or  worse- 
is  an  inevitable  part  of  its  explosive  grow  ,  linson  acknowledges  this  without  resentment.  "But,"  he 
says  a  little  wistfully, "I  miss  the  anarchy.  —Sasha  Cavender 
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The  latest  versions  of  Microsoft  Word  are  so  helpful 
they  drive  people  crazy.  Computer  columnists  curse 
when  they  mention  the  program's  animated  Office  Assis- 
tant: "that  damned  paper  clip,"  "that  $#@!  paper  clip," 
and  so  on.  One  writer  calls  it  "a  cheesy  gimmick  that 
appeals  only  to  bonehead  Teletubbies  fans." 
But  it's  a  big  mistake  to  attribute  user  aggravation  to  Word's 
cutesy  graphics  or,  worse,  to  suggest  that  the  cure  is  to 
replace  the  paper  clip  with  a  dolphin  or  dog.  The  prob- 
lem isn't  the  messenger.  It's  the  message:  Word  thinks 
it  knows  what  you  want  better  than  you  do. 

What  drives  people  nuts  about  Word  is  that  it  pre- 
sumes to  know  what  they  want  to  do  and  then  to  tell 
them  how  to  do  it.  In  its  eagerness  to  anticipate  their 
every  plan  (You  wrote  "A."  You  must  be  making  an 
outline.  I'll  turn  your  document  into  one,  whether  you  like  it 
or  not.),  Word  restricts  users'  flexibility  and  freedom.  Yet  even 
as  it  enfeebles  users,  it  awards  itself  surprising  flexibility,  mak- 
ing changes  in  screen  formats  seemingly  at  random,  with  no 
input  from  the  user. 

To  those  who  already  understand  it,  or  who  want  to  devote 
hours  to  reconfiguring  its  options,  Word's  helpfulness  may  be 
a  wonderful  thing,  its  bizarre  changes  perfectly  intelligible.  But 
to  people  who  just  want  to  go  about  their  business  without 
becoming  Word  experts,  its  features  look  like  bugs. 

In  a  letter  to  the  editor  of  PC  World,  John  Groo  writes,  "I 
don't  need  cash  register  sounds  in  my  accounting  program,  unso- 
licited pearls  of  wisdom  exploding  onto  the  screen,  or  dancing 
paper  clips  and  all  these  other  features  that  deliver  little  more 
than  enhanced  cuteness.  I  don't  need  applications  telling  me 
what  I  want,  resizing  their  main  window  for  no  apparent  reason 
every  time  I  launch  the  program,  or  adding  and  removing  tool- 
bar icons  without  notice  or  request.  I  need  apps  that  are  rock- 
solid  from  top  to  bottom  —  and  can  help  me  get  my  work  done." 
If  "intelligence"  means  programs  that  do  what  they  want 
instead  of  serving  the  user,  many  customers  would  prefer  some- 
thing stupid  but  reliable.  Your  phone,  after  all,  does  not  antici- 
pate the  number  you  want  to  dial  when  you  are  halfway  through; 
it  lets  you  decide,  even  though  you  sometimes  make  mistakes. 


Your  car  does  not  suddenly  reconfigure  the  pedals  or  rearrange 
the  dashboard  displays. 

The  New  Republic's  Margaret  Talbot  skewers  the  "tyranni- 
cally solicitous  program."  Word's  dumbed-down  explanations, 
she  notes,  apply  only  to  things  most  people  already  know,  such  as 
how  to  write  a  letter.  But  "when  it  comes  to  explaining  something 
the  average  computer  user  is  not  at  all  likely  to  understand  — 
say,  why  a  program  repeatedly  malfunctions  —  the 
computer  spews  gobbledygook.  'Cannot  access 
NR2.Sys,'  it  told  me  the  other  day  when  I  did  what 
I  have  done  to  it  every  previous  morning  of  its 
life.  ...Where's  little  Mr.  Scampering  Paper  Clip  now?" 
The  great  thing  about  Word,  of  course,  is  that 
almost  all  its  solicitous  tyranny  can  be  switched  off. 
The  problem  is  that  it's  often  hard  to  figure  out  how. 
That  keeps  all  those  computer  columnists  in  business,  but  it 
exacts  a  cost  from  people  who  just  want  to  get  their  work  done. 
Unfortunately,  the  program's  initiating  helpfulness  mimics 
the  harder-to-escape  fallacies  of  technocratic  law.  Instead  of 
simple,  reliable  rules  that  allow  users  to  create  their  own  com- 
plexity, both  offer  complex  regulations  designed  to  make  the 
world  simple.  Both  substitute  the  designer's  knowledge  and 
preferences  for  the  user's,  confident  that  experts  can  anticipate 
every  problem  and  eliminate  it  before  it  occurs.  Both  presume 
that  global  "top-sight"  is  wiser  than  on-the-spot  experience. 
Both  reserve  for  themselves  the  discretion  to  act  without  expla- 
nation yet  fail  to  grant  similar  discretion  to  their  users.  Both 
disregard  the  costs  they  add  to  everyday  life.  Both  create  a  caste 
of  expert  guides. 

^ompared  TO  the  law,  of  course,  Word  is  incredibly 
simple.  Nor  does  Microsoft  prosecute  users  who  don't 
write  short  enough  sentences  or  properly  format  their 
letters.  And  you  can  always  switch  to  WordPerfect. 
As  Microsoft's  executives  and  a  raft  of  antitrust  lawyers 
are  well  aware,  that  last  trick  won't  work  when  dealing 
with  the  government.  ■ 

Virginia  Postrel  (vp  m.com)  is  the  editor  of  Reason  magazine  and  the  author 

of  The  Future  and  \\-  I  nemies,  to  be  published  in  December  by  The  Free  Press. 
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The  latest  versions  of  Microsoft  Word  are  so  helpful 
they  drive  people  crazy.  Computer  columnists  curse 
when  they  mention  the  programs  animated  Office  Assis- 
tant: "that  damned  paper  clip,"  "that  $#@!  paper  clip," 
and  so  on.  One  writer  calls  it  "a  cheesy  gimmick  that 
appeals  only  to  bonehead  Teletubbies  fans." 
But  it's  a  big  mistake  to  attribute  user  aggravation  to  Word's 
cutesy  graphics  or,  worse,  to  suggest  that  the  cure  is  to 
replace  the  paper  clip  with  a  dolphin  or  dog.  The  prob- 
lem isn't  the  messenger.  It's  the  message:  Word  thinks 
it  knows  what  you  want  better  than  you  do. 

What  drives  people  nuts  about  Word  is  that  it  pre- 
sumes to  know  what  they  want  to  do  and  then  to  tell 
them  how  to  do  it.  In  its  eagerness  to  anticipate  their 
every  plan  (You  wrote  "A."  You  must  be  making  an 
outline.  I'll  turn  your  document  into  one,  whether  you  like  it 
or  not.),  Word  restricts  users'  flexibility  and  freedom.  Yet  even 
as  it  enfeebles  users,  it  awards  itself  surprising  flexibility,  mak- 
ing changes  in  scree 
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Your  car  does  not  suddenly  reconfigure  the  pedals  or  rearrange 
the  dashboard  displays. 

The  New  Republic's  Margaret  Talbot  skewers  the  "tyranni- 
cally solicitous  program."  Word's  dumbed-down  explanations, 
she  notes,,  apply  only  to  things  most  people  already  know,  such  as 
how  to  write  a  letter.  But  "when  it  comes  to  explaining  something 
the  average  computer  user  is  not  at  all  likely  to  understand  — 
say,  why  a  program  repeatedly  malfunctions  —  the 
computer  spews  gobbledygook.  'Cannot  access 
NR2.Sys,'  it  told  me  the  other  day  when  I  did  what 
I  have  done  to  it  every  previous  morning  of  its 
life....  Where's  little  Mr.  Scampering  Paper  Clip  now?" 
The  great  thing  about  Word,  of  course,  is  that 
almost  all  its  solicitous  tyranny  can  be  switched  off. 
The  problem  is  that  it's  often  hard  to  figure  out  how. 
That  keeps  all  those  computer  columnists  in  business,  but  it 
exacts  a  cost  from  people  who  just  want  to  get  their  work  done. 
Unfortunately,  the  program's  initiating  helpfulness  mimics 
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Business  Services 


1.  ABR  Information  Services,  Inc.  For  more 

information  call  1-800-366-3130  or  visit  us  at 

www.abr.com. 

Z  Cadence  Design  Systems.  Inc.  Providing 

comprehensive  services  and  software  for  the 

product  development  requirements  of  the 

world's  leading  electronics  companies. 

3.  New  Horizons  Computer  Learning  Centers  Inc. 
The  world's  largest  independent  computer 
training  company  providing  customer-focused 
training  choices  to  more  than  2  million  students 
annually. 

4.  RICOH  Corporation.  #1  maker  of  digital 
copiers  in  America.  Full  line  of  digital  imaging 
products. 

5.  Roadway  Express.  Inc.  Roadway's  online 
tools  including  instant  tracking,  proofs  of  deliv- 
ery, and  claims  inquiries  give  transportation 
professionals  a  convenient,  functional  Internet 
service  center. 


Communications 


6.  GTE.  www.gte.com/Wmkts. 
Website  visits  only. 

7.  Nokia  Cellular.  Visit  www.nokia.com. 
Website  visits  only. 


Economic  Development 


B.  Fairfax  County  Economic  Development 
Authority.  Plug  into  the  advantages  of  locating 
your  business  in  Fairfax  County,  Virginia.  Home 
of  the  Internet  and  The  1998  World  Congress  on 
Information  Technology. 


Financial  Services 


9.  E'Trade.  1-800-ETRADE-1,  www.etrade.com 

10.  Iowa  Department  of  Economic  Development. 

The  IDED  provides  experienced  and  confiden- 
tial site  selection  services  to  companies  that 
are  expanding  or  relocating.  For  more  informa- 
tion visit  www.smart.state.ia.us. 


Hardware 


11.  CTX  International,  Inc.  A  leading  supplier  of 
PC  monitors,  computers,  notebook  PCs,  LCD 
monitors  and  LCD  projectors.  CTX  products  are 
available  through  resellers,  retailers  and 
distributors. 

12.  NEC-A  leader  in  Multimedia  Technology. 
NEC  supports  fully  integrated  multimedia  tech- 
nologies ranging  from  semiconductors  to 
communications  including  wireless  to  imaging 
to  computers  to  new  media. 

13.  Nokia  Display  Products,  Inc.  Nokia  moni- 
tors continually  set  industry  standards  for  their 
sharp,  flicker-free  images,  exceptional  clarity 
and  high  refresh  rates.  Visit  us  at 
www.nokia.com/americas  or  call  1-800-BY- 
NOKIA. 

14.  Snap!  Server/Meridian  Data,  Inc.  Offers 
small  businesses  and  corporate  workgroups  a 
revolutionary  new  way  to  easily  add  storage  to 
PC-based  networks.  Visit 
www.snqpserver.com. 


Software 


15.  SynQuest,  Inc.  Supply  chain  software. 


Technology 


16.  CellNet  Data  Systems,  Inc. 

www.cellnet.com,  800-256-6304.  Calls  & 
Website  visits  only. 


17.  Cisco  Systems.  Inc.  www.cisco.com. 

18.  Cross  Pen  Computing  Group  Take  notes 
anytime,  anywhere,  then  upload  right  into  your 

.PC.  The  CrossPad  and  CrossPad  XP  (Extra 
Portable)  will  make  your  notes  more  powerful 
than  ever  before. 

19.  Lands'  End,  Inc.  Experience  Lands'  End 
quality  and  service  at  www.landsend.com.  Find 
classic  clothes  for  men,  women,  kids,  items  for 
your  home,  luggage,  high-performance  outer- 
wear, overstocks  and  more. 


20.  Pioneer  Hi-Bred  International  Inc. 

www.pioneer.com.  Website  visits  only. 

21.  SAP  America,  Inc.  A  market  and  technology 
leader  in  client/server  software,  provides  com- 
prehensive solutions  for  companies  of  all  sizes. 
SAP  products  empower  people  to  respond 
quickly  to  dynamic  market  conditions,  helping 
businesses  maintain  a  competitive  advantage. 

22.  Tandy  Corporation,  www.tandy.com. 
Website  visits  only. 


Global  Supply  Chain  Management 


23.  QAD,  Inc.  A  leading  developer  and  global 
supplier  of  integrated  supply  chain  software 
and  services  including  manufacturing,  distribu-    I 
tion,  customer  service  and  financial  applica- 
tions in  an  open  systems  environment. 


Manufacturing  Services 


24.  Taiwan  Semiconductor  Manufacturing 
Company.  The  world's  leading  semiconductor 
foundry,  providing  semiconductor  manufactur- 
ing services  for  integrated  device  manufactur- 
ers and  fabless  semiconductor  companies. 


Presentation  Projector 


25.  Davis  N  A. -Digital  Multimedia  Presentation 
Systems.  The  DL  450  from  Davis  packs  all  of  the 
image  quality  and  performance  of  a  full  sized 
projector  into  a  unit  with  the  footprint  of  a  letter 
and  the  height  of  a  floppy  disk.  The  9.5  pound 
projector  shines  at  500  lumes,  boasts  the  only 
automatic  zoom  lens  in  the  ultra-portable  cate- 
gory, and  is  based  on  Digital  Light  Processing 
(tm)  by  Texas  Instruments  (tm). 


25.  American  Airlines.  Something  special 
online.  Please  check  the  American  Airlines  box 
on  the  attached  card  to  receive  a  CD  rom  that 
includes  a  demonstration  of  American's 
Website.  Visit  www.aa.com. 

Issue  Date:  October  5,  1998 


The  world's  leading  conference  on  Internet 
marketing,  advertising  and  commerce. 

Major  brands  and  large  ad  budgets  are  fueling  the  Web.  Traditional  advertisers  who  were  saying  "show  me"  have  embraced  the  Internet  as  a  funda- 
mentally important  part  of  their  marketing  and  advertising  strategies.  Major  brands  are  taking  a  leadership  position  and  adding  muscle  to  the  ranks  of 
advertisers  and  agencies  that  are  embracing  the  Web  and  solving  standardization  and  measurement  issues.  Procter  &  Gamble's  call  at 
@d:tech. Chicago  for  and  the  subsequent  Future  of  Advertising  STakeholders  Summit  (FAST)  at  P&G  headquarters,  points  directly  to  a  robust  ad  mar- 
ket in  the  making. 

The  stakes  couldn't  be  higher.  For  marketers  who 
are  prepared,  there  are  new  opportunities.  For  those 
who  aren't,  there  are  new  risks.  Come  build  on  the 
experience  of  more  than  100  industry  leaders  like 
Michael  Bloomberg,  Ann  Lewnes,  Bob 
Schmetterer,  John  Sculley,  Ray  Smith  and  Jim 
Garrity. 


Find  out  what  it  takes  for  mega-budget  adver- 
tisers like  Procter  &  Gamble,  Chrysler,  Levi's 
and  Unilever  to  play  big  on  the  Internet.  Get 
an  update  on  the  FAST  Summit  from  P&G's 
Denis  Beausejour  and  other  Summit  partici- 
pants. Learn  what  interactive  agencies  are 
doing  to  help  clients  build  brands  and  buy  smart. 


The  Expo: 

October  26-28.  The  right  buyers 
and  the  right  sellers  come  together 
at  @d:tech  to  do  business. 


Check  out  the  Super-Panels: 

Measurement  Standards; 
Interactive  Agency  CEO's; 
Communities-Gateways  to  Targeted  Markets 
Web  Media  Planning  and  Buying; 
Rich  Media  and  New  Technology. 


(a)d:tech 

.NEW  YORK 


October  26-28,  1998 
www.ad-tech.com 


Sponsored 
Workshops: 

A  chance  to  get  hands-on 
experience  learning  the  look 
and  feel  of  the  latest  software 
tools,  plus  plenty  of  new  ideas 
for  marketing  and  for  serving 
your  clients. 


Net*0 


Six  Tracks  -  One  Conference: 

GREAT  BRANDS  ON  THE  WEB:  Case  histories  and  discussion  of  brands  that  have 
done  the  best  job  utilizing  the  Web's  special  properties  to  dominate  the  medium 

MARKETING/ADVERTISING  STRATEGIES:  a  look  a.  wha,  advertisers 

are  doing  on  the  Web  and  how  their  agencies  are  helping  to  increase  sales  and  brand  equities 
through  a  sophisticated  use  of  the  medium. 

MEDIA/MEASUREMENT:  How  buyers  and  sellers  find,  justify  and  measure 
Internet  ad  buys.  How  content  is  being  utilized  to  attract  and  retain  audience  How  are  mea- 
surement tools  improving,  and  what  about  standardization'' 

V/KbA  1 1 Vb!    How  the  Web's  most  creative  people  leverage  new  technology  and 
skills  and  traditional  smarts  to  build  brands  and  sell  products  on  the  Internet 

GOUMMcRCE:  Are  you  really  open  for  business7  How  companies 
are  successfully  selling,  servicing  and  building  relationships  with  Internet 
empowered  customers 

JEW  TECHNOLOGIES:  Sessions  dedicated  to  broadband,  the 
convergence  of  the  television  and  the  Web.  and  a  showcase  of  some  of  the 
newest  technologies  that  will  impact  web  sites  and  ads 

PLUS- 


rkinfl 


Special  Programs  at  @d:tech.NewYork 

MEDiA  FORUM 

CREATIVE  FORUM  TV  and  the  Web  FORUM 

PR  STRATEGIES  FORUM  IAB  Fall  Meeting  Program 


Grand  Opening  Wine  Tasting  Reception 

Monday,  October  26,  5:00-7:00  open  to  all  full  conference  and 
Forum  registrants.  Sponsored  by  Wine. Com,  @Home,  and 
Media  Metrix. 

IAB  Leadership  Dinner 

Monday,  October  26.  industry  leaders  will  be  gathering  to 
exchange  success  stories  as  well  as  talk  about  the  ones  that 
got  away  at  a  dinner  hosted  by  the  Internet  Advertising  Bureau. 


Momentum  (Web  Advertising  &  Marketing) 


On  Tuesday,  October  27.  join  the  excitement  at  the  Internet 
Industry  Event  of  the  Year.  ChannelSeven.com  and 
ICONOCAST  will  present  The  Momentum  Internet  Industry 
Awards. 

For  Information  and  Registration 

call  800-535-1812 

or 

visit  www.ad-tech.com 


:tech.NewYork  Sponsors  Include 
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Beautv  and 


OWEN  EDWARDS 


Apple's  survival 
depends  on  an  elusive  quality- 
creativity. 


the  Box 


tL  APPLE  istR  in  u  I  Ul,  I've  still  written  a  few  critical 
pieces  about  the  company  and  its  management  over  the 
years.  This  time  out,  though,  I'm  here  to  praise  Apple,  not 
to  bury  it.  With  the  introduction  of  its  new  iMac,  the  clan 
in  Cupertino  offers  a  dramatic  reminder  of  its  longtime 
commitment  to  intelligent  design.  The  iMac,  described 
by  some  as  a  computer  for  the  Jetsons,  is  a  cute  lit- 
tle critter,  all  curves  and  color  —  an  aesthetic 
cousin  to  Volkswagen's  fast-selling  new  Bee- 
tle. Surprisingly,  in  such  a  vital,  visionary 
industry,  the  iMac  is  one  of  the  few  products 
in  recent  years  with  a  look,  that  seems  inten- 
tional rather  than  incidental.  Notably,  it  has 
engendered  150,000  advanced  orders. 
Since  the  first  computers  weren't 
consumer  products,  their  form  fol- 
lowed function,  and  their  function 
didn't  require  anything  beyond  the 
basic  configuration  to  do  the  job. 
Unlike  cars  or  carpets,  they  didn't  have 
to  look  better  to  sell  better.  As  an  entirely 
new  technology,  there  were  no  precon- 
ceived ideas  about  how  a  computer  should 
look.  Nor  was  there  any  aesthetic  tra- 
dition to  make  them  beautiful  for 
beauty's  sake  (as  was  the  case  with 
early  firearms).  The  first  computer, 
EXI  AC,  was  just  a  room  filled  with  vacuum 
tubes  and  wires. 

When  computers  evolved,  diminishing  in  size  dramatically, 
they  were  packaged  the  most  practical  way,  in  metal  or  plastic 
boxes.  The  first  desktop  PCs  were  cathode-ray  tubes  in  boxes 
stuck  on  top  of  other  boxes.  The  occasional  emergence  of  an 
individual  style,  as  in  the  military-looking  Kaypro,  was,  like  the 
Jeep,  more  the  result  of  necessity  than  choice. 

Then  Apple,  under  the  leadership  of  Steve  Jobs,  hired  outside 
designers  to  give  the  revolutionary  Macintosh  a  personality  as 
unique  on  the  outside  as  it  was  on  the  inside.  The  little  Mac  was 
still  a  box,  but  it  was  a  box  with  a  concept  that  made  visual  sense. 
For  several  years,  Apple  built  machines  that  held  true  to  the  idea 
that  a  computer-specific  aesthetic  existed  and  could  be  contin- 

1 1 1  us  t  rat  ion    by   John    Cuneo 


ually  defined  and  redefined.  Other  computer  makers  took  note, 
and  for  a  while  it  seemed  possible  that  our  real  desktops  might 
offer  some  visual  relief  from  the  increasing  clutter  on  our  vir- 
tual desktops. 

Alas,  it  turned  out  that  the  majority  of  computer  buyers  cared 

far  more  about  the  bottom  line  than  good  lines.  Microsoft,  which 

didn't  make  hardware  and  inclined 

toward  glitz  in  its  software,  turned 

computers  into  commodities  (like 

white  sugar)  that  all  looked  pretty 

much  the  same:  blah  beige  boxes, 

next  to  which  the  Yugo  looked  like 

something  created  by  Dr.  Porsche. 

Eventually,  even  Apple,  with  Jobs 

off  at  Next  and  Pixar,  lost  faith.  The 

Macintosh  on  which  I'm  writing  this 

column  bears  a  depressing  resemblance  to 

a  standard  what-the-hell  IBM  clone. 

I'm  just  old  enough  to  have  been  present  at 
the  rise  of  another  hugely  influential  technology, 
television.  Like  the  computer,  TV  is  about  soft- 
ware, not  hardware  —  the  screen  rules  —  and  its 
three  distinct  stages  of  aesthetic  development 
reflect  how  consumer  thinking  has  changed 
over  the  years.  The  first  televisions  I  saw  as 
a  boy  were  impressive  pieces  of  wooden  fur- 
niture that  dwarfed  their  tiny  screens.  In  time, 
screens  grew  and  their  containers  shrank  until 
the  TV  as  an  object  became  almost  invisible;  only  what  was  on 
television  mattered.  Then,  around  the  mid-'80s,  Sony  began  to 
produce  large-screen  TVs  that  had  a  spare,  modern  aesthetic. 
They  instantly  defined  what  a  television  should  look  like. 

This  has  yet  to  happen  with  the  computer,  but  it  will.  A 
growing  design  sophistication  among  consumers,  flat-screen 
technology,  interesting  new  materials,  and  a  developing  under- 
standing of  where  these  devices  fit  in  the  context  of  our  lives 
will  all  contribute  to  beautifying  the  box.  I  tend  to  stick  with  a 
computer  until  it's  at  least  three  generations  beyond  its  obso- 
lescence, so  the  next  time  I  buy  something  new,  maybe  I'll  like 
looking  at  it  as  much  as  I  do  working  on  it.  So  keep  trying,  Apple. 
Some  of  us  are  watching.  ■ 
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THE  GORILLA  GUYS 


Fhe  Telecom 


Revolt 


|N  THE  next  six  years,  a  revolution  is  going  to  hit  the 
telecommunications  industry,  producing  a  new  type  of 
network.  Built  with  exponentially  greater  capacity  and 
flexibility,  this  new  network  will  resemble  the  Inter- 
net in  its  use  of  packet-based  technology.  Over  time, 
as  packet  networks  grow,  traditional  voice  services  will 
simply  become  an  adjunct,  low-bandwidth  data  service. 

Hoping  to  protect  their  investment  in  their  old  net- 
works, many  of  the  established  telecommunications 
equipment  vendors  believe  this  transition  can  be  made 
gradually.  They  have  seized  upon  the  idea  of  "con- 
vergence"—  the  strategy  of  layering  next-generation 
data  services  on  top  of  existing  networks  —  as  their 
salvation.  Convergence,  however,  implies  continuity, 
but  the  coming  revolution  is  anything  but  continu- 
ous. It  is  not  about  convergence,  it  is  about  packets. 

This  revolution  will  create  immediate  opportunities  for 
equipment  vendors,  such  as  Lucent,  Nortel,  Siemens,  and 
Tellabs.  Several  recent  announcements  drive  this  point  home: 
Bell  Atlantic  will  spend  $1.5  billion  over  the  next  five  years 
to  build  next-generation,  packet-based  data  networks  in  urban 
areas  along  the  East  Coast.  Bell  Atlantic  also  plans  to  build 
a  separate  long-distance  data  network  to  connect  these  metro- 
politan networks.  Sprint  with  ION,  and  US  West  with  Interprise, 
as  well  as  SBC  Communications,  and  GTE  have  announced 
similar  plans. 

Additionally,  Frontier  and  Level  3  are  also  now  focusing  on 
data  services  and  the  construction  of  new,  nationwide  data 
networks.  Qwest,  probably  the  best  known  of  the  new  telecom 
providers,  and  Williams  have  entered  the  wholesale  carrier 
business  and  are  aggressively  building  data  networks  around 
the  country. 

All  of  these  new  networks  will  be  built  with  two  basic,  logi- 
cal building  blocks  —  a  core  transport/switching  layer  and  an 
access  edge.  At  first,  the  core  transport/switching  infrastructure 
will  be  based  on  either  IP  (Internet  Protocol)  or  ATM  (asyn- 
chronous transfer  mode)  core  switches. 

These  switches  will  form  the  backbone  oi  the  network.  Ini- 
tially, the  IP  cores  will  support  Internet-related  traffic,  while  the 
\l  M  cores  will  carry  principally  circuit-based  traffic  — voice, 


Adopt 


the  Internet 


or  die! 


Gorilla  Paul  Johnson 


frame  relay,  and  native  ATM  services.  Eventually,  however,  the 
IP  and  ATM  networks  will  merge,  with  the  ATM  core  becom- 
ing transparent  and  the  IP  technology  developing  into  the  dom- 
inant protocol. 

In  the  ATM  market,  Ascend  has  taken  the  early  lead,  while 
Cisco  is  clearly  everyone's  early  pick  in  the  IP  field.  As  for  the 
access-edge  market,  vendors  are  rushing  to  design  access  devices 
that  will  support  high-speed  frame  relay,  IP,  and  ATM 
services.  This  represents  the  second  tornado  that  will 
emerge  within  the  equipment  market,  although  it  is 
premature  to  handicap  the  players. 

Thanks  to  this  upcoming  build-out,  the  equipment 
market  will  experience  tremendous  growth  for  the 
next  several  years.  This  growth  represents  a  great 
opportunity,  but  because  the  equipment  vendors  can't 
charge  for  high  switching  costs,  it  will  be  a  "royalty" 
game  with  kings  and  princes. 

Sorry,  Cisco,  no  gorillas  this  time. 

Users  are  demanding  bandwidth  and  bandwidth- 
intensive  services.  They  want  to  do  new  things  and 
are  pushing  carriers  to  support  new  services.  Do  car- 
riers have  a  choice?  No.  The  revolution  has  begun. 
The  industry's  current  circuit-switched  network, 
which  carries  64-kilobits-per-second  voice,  simply 
does  not  scale  in  terms  of  bandwidth.  It  is  prohibitively  expen- 
sive, if  not  completely  impossible,  to  offer  high-speed  data  ser- 
vices on  these  old  networks. 

Traditional  carriers  will  either  get  on  the  bandwagon  or 
be  left  far  behind.  Competition  is  driving  a  shakeout  in 
the  industry.  A  carrier  must  offer  data  services,  but  to  offer 
data  services,  the  carrier  needs  a  packet-based  network.  It  is 
that  simple. 

It  is  not  about  the  convergence  of  voice  and  data  on  the  tra- 
ditional network,  it  is  about  building  new,  broadband,  packet- 
based  networks.  It's  about  survival.  ■ 


Moore,  Paul  Johnson,  and  Tom  Kippola  wrote  The  Gorilla  Game:  An 
Investor's  Guide  to  Picking  Winners  in  High  Technology,  as  well  as  this  column.  The 
authors  offer  professional  services  to  and  hold  financial  positions  in  some  of  the  com- 
panies mentioned  in  this  article. 
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>ure  wondering  what's  going  on  in  the  energy  industry. 


There  are  rumors,  speculation  and  more  articles  than  you  want  to  read. 


this  time  of  indecision  and  change,  how  do  you  know 

As  one  of  the  most  widely  held  stocks  in  America 

;//•  energy  company  has  the  financial  stability  to  go  the  distance? 

Southern  Company  is  ahead  of  the  pack. 
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low  a  day 
<  f  fly  fishing 
:d  to  a  great 
ioe  company. 


n  a  cool  October  day  in  1993,  Harrison  Trask,  an  avid  fly  fisherman,  stood 
in  the  Madison  River  in  Montana,  fishing  late  season  brown  and  rainbow 
trout.  Along  the  river,  in  a  sunlit  meadow,  was  a  herd  of  grazing  bison.  Trask, 
a  55-year  old  footwear  executive,  casually  wondered  why  he  had  never  seen 
footwear  made  from  American  Bison  hides.  This  momentary  thought  soon  led 
Trask  to  investigate  the  possibility  of  making  shoes  from  bison  leather. 

After  discovering  that  the  leather  was  uniquely  soft  and  mellow,  perfect  for 
footwear,  and  that  commercial  ranches  had  an  ample  supply,  Trask  quit  his  job 
and  started  H.S.  Trask  &  Co.  near  his  home  in  Montana.  Today,  H.S.  Trask  is 
the  fastest  growing  men's  footwear  brand  in  America. 


^3 


f 


ade  In  The  USA 


"Old  Shoe  Comfort...  Right  from  the  Start"1 
Authentic  American  Footwear™ 


.  Trask  &  Co.  located  in 
mountains  of  Montana, 
rs  a  complete  line 
icn's  footwear,  ^ 

e  exclusively 

>  Bison,  Elk 

Longhorn 
hers.  a 


\ 


xtailer  Nearest 

i,  Call  Toll  Free:  1-888-21-TRASK 
"ww.  hstrask.com 


©  1998  H.S.  Trask  &  Co. 
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THE  400  CREW:  Peter  Kafka,  Mitch  Rand,  In  Kyung  Kim,  Newcomb,  Shailaja 
Neelakantan,  John  Gcrham,  Patricia  Cadley,  Bob  Mansfield,  David  Herbick. 

An  exclusive  club 

Peter  Newcomb  is  the  director  of  admissions  to  The  Forbes 
400 — our  listing  of  the  richest  Americans.  For  much  of  the  year  he 
applies  his  shrewd  editorial  judgment  and  lively  sense  of  humor  to 
the  arcane  and  sometimes  frustrating  job  of  helping  reporters  and 
researchers  separate  the  seriously  rich  from  the  merely  rich.  Any 
advice,  Pete,  for  would-be  400  members?  Here  it  is: 

If  you  want  to  get  rich,  go  where  the  money  is:  Seventy-five  of  our 
400  made  most  of  their  fortune  in  investing  or  finance.  Second  was 
media:  64  names.  High-tech  gained,  at  38  names — way  up  from 
15  a  decade  ago — and  was  in  third  place. 

Don  t  count  on  Mom  or  Pop:  Two  hundred  twenty-nine  mem- 
bers, more  than  half,  earned  rather  than  inherited  their  money. 

Put  compound  interest  to  work:  There  are  plenty  of  youngish 
400ers,  but  the  average  age  is  63.  Many  members  had  rather 
modest  starts  but  kept  reinvesting  at  a  good  rate  of  return  over  the 
years.  Compound  interest  did  the  rest.  (Or  they  could  have  given 
their  money  to  Warren  Buffett  and  left  the  compounding  to  him — 
seep.  110.) 

Donald  Trump  is  still  Donald  Trump.  This  year,  again,  we  differ 
with  the  bombastic  New  York  real  estate  and  gambling  magnate. 
He  says  he's  worth  close  to  $5  billion.  We  say  $1.5  billion. 

With  the  market  at  one  point  down  close  to  20%  and  many  stocks 
hit  even  harder,  Pete  and  his  staff  had  to  calculate  and  recalculate. 
They  finally  went  with  the  market  close  of  Tuesday,  Sept.  1.  Price 
of  admission  this  war:  $500  million.  A  decade  ago:  $225  million. 

Illustrating  and  organizing  all  this  information  into  a  lively  and 
appealing  package  was  the  work  of  two  brilliant  designers:  David 
Herbick  and  Robert  Mansfield.  I  thank  them  for  their  talent. 
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an  ahead. 

Reaching  your  financial  goals 
requires  a  plan.  The  Principal  Financial 
Group14  can  help.  For  over  119  years, 
we've  offered  millions  of  individuals 
and  businesses  a  full  spectrum  of 
quality  retirement,  insurance,  and 
investment  solutions. 

But  what  customers  savor  most  is 
our  overall  performance.  Our  expert 
advice  simplifies  complex  financial 
matters.  We  offer  financial 
protection  that  adapts  to  your 
changing  needs.  And  our 
disciplined  investment  approach 
helps  keep  your  financial  plans 
on  track.  That's  total  performance 
you  can  count  on. 
To  learn  how  we  can  help  you  get 
ahead  by  getting  the  most  out  of  your 
money,  call  us  at  1-800-986-3343  or 
contact  us  at  www.principal.com  on 
the  Internet. 


Plan  Ahead.  Get  Ahead. 


get  ahead. 


Principal 


Financial 
Group 


Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Funds  •  401  (k)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages 

©1998  Principal  Life  Insurance  Company.  Des  Moines,  IA  50392.  Products  and  services  offered  through  Principal  Life  Insurance  Company 
(The  Principal),  its  subsidiaries  and  affiliates.  Mutual  funds  and  securities  distributed  through  Princor  Financial  Services  Corporation  (member  SIPC). 

Securities  ;md  health  care  products  not  available  in  all  states. 
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Cloudy  ball 


Wrote  political  pundit  Kevin 
Phillips  in  this  issue  seven  years 
ago  (Oct.  21,  1991):  "The  big  ques- 
tion for  the  1990s  is  whether  we  will 
see  a  normal  transition  to  a  slower 
level  of  wealth  accumulation,  or  a 
once-every-50-years  megatrauma  of 
imploding  assets,  or  some  in-between 
pattern  of  reshuffling  and  minor 
bloodletting  in  The  Forbes  Four 
Hundred." 

The  correct  answer,  of  course, 
turned  out  to  be  (d):  "None  of  the 
above."  So  much  for  punditry. 

Phillips  cited  a  number  of  factors  for 
feeling  that  the  great  accumulation  of 
wealth  that  marked  the  1980s  would 
not  extend  to  the  1990s.  Among 
them:  resentment  from  people  who 
thought  they  weren't  getting  their 
share;  disillusion  with  rich  creeps  like 
Leona  Helmsley  and  Ivan  Boesky;  dis- 
gust with  ostentation. 

Phillips  notwithstanding,  the  rich 
got  richer,  and  so  did  just  about 
everyone  else.  Far  from  being  hated, 
many  of  the  superrich — people  like 
Bill  Gates  and  Warren  Buffett — 
became  folk  heroes.  Software  billion- 
aires tend  to  be  more  cuddly  than 
arbitragers.  The  1990s  boom  has  been 
shared  by  ordinary  folks  with  mutual 
funds  and  401(k)s. 

Phillips  got  one  or  two  things  right. 
He  said  the  Nineties  might  see  a 
Democrat  in  the  White  House,  but 
that  had  more  to  do  with  bad  cam- 
paigning by  the  Republicans  than  it 


5  did  with  a  leftward  shift 

S  the  body  politic. 

i  -Edward  Cot- 

Doghouse 

Two  years  ago  we  enthust 
about  Abraham  Gosman 
knack  for  calling  tops  and  bo 
toms  in  the  health  care  an 
real  estate  businesses  (Sept. 
1996).  After  more  than  4 
years  building  an  empire  ( 
nursing  homes  and  medic 
facilities,  the  Palm  Beach  6< 
year-old  had  amassed  a  fo 
tune  of  some  $48 
million. 

Too  bad  he  didn't  stic 
with  things  he  knows.  A  ye, 
ago  his  Meditrust  Cos.,  tr 
largest  health  care  REIT  in  the  U.S 
paid  $383  million  for  racetrack  open 
tor  Santa  Anita  Cos.  Gosman  wante 
to  use  the  tax  benefits  of  Santa  Anita 
paired-share  REIT  structure  to  aggre: 
sively  acquire  and  operate  more  prop 
erties.  But  instead  of  sticking  to  mec 


Abe  Gosman  with  Chancellor 

A  brief  stay  on  the  Forbes  400. 


ical  facilities,  Gosman  spent  more  tha 
$3  billion  for  budget  hotel  chain  L 
Quinta  Inns  and  golf  course  operate 
Cobblestone  Holdings.  When  Cor 
gress  decided  to  remove  the  paired 
share  REIT  tax  shelter  on  all  futur 
acquisitions,  Gosman's  basic  pla 
came  apart.  Grousing  investors  sen 
Meditrust  shares  down  42%.  I 
August  Gosman  resigned  as  chairma 
of  Meditrust. 

He  will  have  no  peace  on  his  yacht 


20 
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LE    COLLEZIONI 


"  Monopolies  A*e 


We've  cornered  the  market  on  the  roar  of  the  surf,  on  front  row  seats  to  the 
Pacific,  and  on  business  days  that  end  with  the  sun  setting  a  few  hundred 
"mxFjeadtnfHotcisofthiFVhrU  ;  yards  away.  Sure,  it  may  be  unfair.  But,  isn  't  that 
the  point?  Call  your  travel  agent  or  1.800.334.9000.  I^li2 

Or  contact  us  at  www.shuttersonthebeach.com.  Stutters 


The  Octopussy — shares  in  Gos- 
man's  physician-management  outfit, 
Phymatrix  Corp.,  are  off  84%  from 
their  high. 

Gosman,  now  worth  only  $300 
million,  spent  just  one  year  on 
The  400.  The  way  things  are  going, 
he  and  his  King  Charles  Cavalier 
spaniel,  Chancellor,  may  never 
reappear.  -Jeanne  Saunders 

Hung  up 

After  making  a  splashy  entrance 
onto  The  Forbes  400  as  a  billionaire 
two  years  ago,  Ted  Schwartz's 
net  worth  has  plummeted  to  just 
$350  million.  Stock  in  his  Deerfield, 
111.  APAC  (for  "all  people  are  cus- 
tomers") TeleServices  has  tumbled 
from  a  high  of  $59  in  1996  to  a 
recent  $5.44. 

College  dropout  Schwartz, 
44,  started  apac  in  1986  to  fill 
two  needs — handling  toll-free  service 
calls     for     big     corporations     and 


APAC  TeleServices'  Ted  Schwartz 
Ex-billionaire. 


standard  over-the-phone  selling. 
Too  bad  for  Schwartz  that  several  of 
his  key  corporate  customers,  like 
AT&T  and  UPS,  have  slashed  their 
call-center  business.  At  the  same 
time,  seven  other  teleservice  compa- 
nies went  public,  driving  up 
competition  and  oversupplying 
demand. 

But  Schwartz  isn't  quitting:  APAC 
is  cutting  costs  by  consolidating  and 
plans  to  close  down  four  inefficient 
customer  centers. 

-In  Kyung  Kim  b 

Forbes  400  ■  October  12,  1998 


Advertisement 


If  you're  betting  your  children's  future 
on  your  investment  portfolio, 

IT'S  TIME  TO  HEDGE  YOUR  BET! 


Are  you  (or  your  parents)  age  60  or  over?  Are 
you  worth  $2  million  or  more?  Do  you  have  cash 
you  do  not  need  to  preserve  your 
current  life  ■style  or  assets  you  can 
reallocate?  Do  you  want  to  protect 
your  portfolio  from  the  inevitable 
disaster  of  a  stock  market  crash?  Do 
you  want  to  optimize  the  value  of 
your  estate  tor  the  benefit  of  your 
heirs  and  charities?  Barry  Kaye,  best 
Selling  author  and  wealth  creation, 
preservation   and  optimization  specialist   says, 


"If  your  answers  to  these  questions  are  yes,  it's 
downright  folly  not  to  completely  diversify  your 
portfolio  and  protect  your  investments. 
USING  LIFE  INSURANCE,  THE 
ONE  INVESTMENT  ALTERNATIVE 
THAT  MAY  PAY  MORE  THAN 
ANY  ASSET,  you  can  leave  your  heirs 
more  than  you  dreamed  possible.  It's 
really  simple.  YOU  BUY,  YOU  DIE, 
IT  PAYS.  FROM  THE  FIRST  DAY, 
WHETHER  YOU  DDE  TOMORROW, 
NEXT  YEAR  OR  17  YEARS  FROM  NOW!" 


LIFE  INSURANCE  CAN  BEAT  ANY  INVESTMENT 
WHETHER  YOU'RE  WORTH  $10  MILLION  OR  $100  MILLION! 


$10  MILLION   '-GROWS  TO  -  ESTATE  TAX  =  NET  TO  HEIRS  ASSETS  $100  MILLION  *"  GROWS  TO  -   ESTATE  TAX  =  NET  TO  HEIRS 


$1  million 

$1  million 

$550,000 

$450,000      Cash  -  CDs  -  T-Bills 

$10  million 

$10  million 

$5.5  million 

1 

$4.5  million    j 

$1  million 

$1  million 

$550,000 

$450,000       Municipal  Bonds 

$10  million 

$10  million 

$5.5  million 

$4.5  million    I 
1 

$2  million 

$14  million 

$7.5  million 

$6.5  million    Blue  Chip  Stock  §12% 

$20  million 

$137  million 

$75  million 

$62  million    | 

$2  million 

$16  million 

$8.8  million 

$7.2  million     Mutual  Funds  @  13% 

$20  million 

$160  million 

$88  million 

$72  million 

$2  million 

$10  million 

$5.5  million 

$4.5  million      Real  Estate  @io% 

$20  million 

$101  million 

$55  million 

$46  million 

$2  MILLION 

$10  MILLION 

$0 

$10  MILLION     LIFE  INSURANCE 

$20  MILLION 

$75  MILLION 

$0 

$75  MILLION  \ 

■ 

THIS  IS  AN  EXAMPLE  OF  A  CLIENT'S  PORTFOLIO.  OTHER  RETURNS  AVAILABLE  FOR  ALL  AGES  AND  ESTATE  VALUES. 
:  ires  based  on  male  >Si  female,  age  70,  using  a  last-to-die  life  insurance  policy  tor  $20  million;  $15  million  buys  $7')  million  at  age  70,  in  a  mist,  based 
on  current  assumptions.  Cm  ho  financed  or  bought  on  an  annual  basis.  Remaining  $5  million  covers  Kift  t,ix,  based  on  3  children,  3  spouses,  7  grandchildren, 
annual  exclusions  and  future  $1  million  exemptions.  Compounded  annually  (10-1  $%)  based  on  17  year  life  expectancy.  Returns  can  he  smaller  or  larger 


ONE  FREE  PHONE  CALL  TO  800  DIE-RICH  CAN  SAVE  OR  CREATE  A  FORTUNE 


Call  now  tor  a  FREE  COPY  of  Barry  Kaye's 
16-page  report,  Clinton  Increased  Your 
$600,000  Exemption  To  $1  Million  - 
Barry  Kaye  Can  Effectively  Increase  It 
Up  To  $20  Million. 

Be  sure  to  request  a  FREE  CUSTOMIZED 
PROPOSAL.  Or  ask  for  a  FREE  CON- 
SULTATION WITH  AN  ASSOCIATE, 
either  in  person  or  on  the  phone.  THERE 
IS  NEVER  A  CHARGE  TO  YOU! 


If  you  want  to  know  more,  send  for  Barry 
Kaye's  3-hour  video  seminar,  Make  Millions 
Save  Millions!  and  his  revolutionary  new 
book,  The  Investment  Alternative. 


book  & 

VIDEO 
$132.50  value 


CALL  NOW! 


300  DIE  RICH  1343-7424 


only 

72 


50 


Add  S&H$4.10and  ST  where  applicable.  MC  &  VISA  accepted 


Barry  Kaye  Associates® 

Wealth  Creation,  Optimization  &  Preservation  Specialists 

Wealth  Creation  Centers® 

1901  AVE.  OF  THE  STARS'LOS  ANGELES,  CA  90067 
(800)  662-5433  (310)  277-9400  FAX  (310)  282-0775 

www.barrykaye.com 
©1998  Barry  Kaye  Associates  and  Wealth  Creation  Centers' 
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center  of  the 
enterprise. 


Introducing  the  Pentium  II  Xeorim  processor. 


The  new  Pentium* II  Xeon"  processor  is 
designed  to  handle  your  company's  critical 
demands.  It  gives  you  the  flexibility  to  run 
---"? °"i      leading  server  applications  on  either  UNIX 
or  NT.  Most  important,  with  a  server  based  on  the 
Pentium  II  Xeon  processor  you'll  get  the  performance 
you  need  and  the  confidence  your  company  demands. 
To  find  out  more  about  the  latest         a 
in  Intel  -based  servers,  visit  us  on  lil^l 

the  Web.      |  ►  www.intel.com/Pentiumn/Xeon  |        The  Computer  Inside.™ 
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THIS  IS  ONE  BAR  YOU  DEFINITELY  DON'T  WANT  TO  BE  THROWN  OUT  OF 


Like  all  great  bars,  those  you'll  find  in  our  Upper  Class"'  cabins  have  their  fair  share  of  regulars.  These  discriminating,  high-flying  types  look  for  thing1! 
in  business  class  that  can  only  be  found  on  Virgin  Atlantic.  Things  like  in-flight  massages,  manicures  and  of  course,  there's  that  bar.  Experience 


Virgin's  Upper  Class  and  we're  sure  you'll  agree,  there's  no  finer  establishment  between  here  and  London.  For  more  information  or  reservations, 


call  Virgin  Atlantic  Airways  at  1-800-862-8621.  Or,  visit  our  web  site  at  www.fly.virgin.com.        VirCJin  cltlcHXtiC 


fr 


Virgin  Atlantic  Airway*  offers  all  nonsmoking  (lights  to  Great  Britain  (rom  New  York  (JFK  and  Newarkl,  Boston.  Los  Angeles,  San  Francisco,  Washington  (Dulles],  Miami,  and  Orl 


"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


J   By  Steve  Forbes,  Editor-in-Chief 


IMPEACHMENT 


Thk  HOUSE  of  RhPRKshNTATTVES  should  begin  impeach- 
ment hearings  before  the  November  elections.  This  crisis 
must  be  resolved  with  all  deliberate  speed.  There  are  serious 
corruption  issues  that  need  to  be  settled:  Filegate,  Travel - 
gate,  hush  money,  illegal  foreign  campaign  cash,  misuse  of 
the  FBI  and  the  Secret  Service,  not  to  mention  employing 
the  IRS  to  harass  opponents.  (  ongress  should  hold  hearings 
on  all  these  matters,  not  just  the  Clinton-Lewinsky  affair. 
When  this  inquiry  gets  under  way,  it  will  take  on  a  life  of 

ACT 

With  thk  PRESIDEN<  Y  paralyzed,  Congress  must  vigorous- 
ly move  into  the  vacuum.  Ibis  is  |ust  why  our  Founding 
Fathers  separated  the  powers  of  government — if  one  branch 
faltered,  another  could  temporarily  step  into  the  breach. 
In  the  iicc  of  the  growing  global  economic  storm,  the 
economy  must  stay  strong.  To  that  end,  Congress 
should  pass  a  dramatic,  Reaganesque  income  tax  cut  of  at 
least  S2,000  for  the  average  family.  The  Federal  tax  burden 
has  never  been  higher.  This  tax-cut  package  must  repeal  the 
Bush-Clinton  tax  increases  of  the  early  1990s,  cut  the  cap 
ital  gains  tax  rate  by  50%  and  abolish  the  marriage  penalty, 
estate  taxes  and  the  alternative  minimum  tax.  Income  tax 
brackets  should  also  be  substantially  expanded. 

ANALOG 

Congress  should  repeal  a  particularly  pernicious  tax  law 
that  was  enacted  in  1986.  The  statute  makes  it  unnecessar- 
ily difficult  for  computer  programmers  to  operate  as  inde- 
pendent contractors  because  Congress  and  the  IRS  felt  these 
contractors  have  more  opportunity  to  cheat  than  individu- 
als who  are  employees  of  regular  businesses.  The  IRS  thus 
treats  these  individuals  as  if  they  were  engaging  in  tax  scams 
and  tries  to  shut  them  down.  Corporate  employers  figure  it 
is  cheaper  in  the  long  run  for  these  freelancers  to  become 
full-time  employees  than  it  would  be  to  fight  the  IRS  over 
whether  they  "qualify"  as  independent  contractors. 

Why  were  programmers  singled  out  over  a  decade  ago 
for  this  extreme  treatment?  Because  in  those  days  they 


its  own.  Once  the  information  is  gathered,  the  American 
people  will  finally  be  able  to  see  the  endemic,  long- 
standing pattern  of  unlawful  abuse  of  the  most  hallowed 
office  in  our  land.  If  high  crimes  were  committed,  as  indeed 
they  appear  to  have  been,  then  all  those  in  authority— high 
and  low — must  be  exposed  and  brought  to  account. 

Congress  should  not — and  will  not — allow  itself  to  be 
intimidated  by  White  House-generated  smears. 

The  President's  days  are  numbered. 

NOW 

In  addition,  Capitol  Hill  should  deny  the  International 
Monetary  Fund — the  Typhoid  Mary  of  the  modern  econo- 
my— more  money.  The  IMF's  advice  for  higher  taxes  and 
devaluation  in  Asia,  Russia  and  Latin  America  has  made  the 
situation  worse,  not  better.  Until  genuine  free-market  eco- 
nomic reforms — including  low  taxes,  sound  money,  the  rule 
of  law  and  bureaucratic  noninterference  in  the  creation  and 
running  of  businesses — become  the  policies  and  practices  of 
the  IMF,  we  should  not  throw  away  more  taxpayer  dollars. 

To  inoculate  our  economy  against  the  global  econom- 
ic virus,  the  Federal  Reserve  should  slash  short-term  inter- 
est rates  immediately.  To  combat  deflation,  the  U.S.  must 
pump  badly  needed  liquidity  into  the  financial  markets. 

■AGE  LAW 

lacked  the  lobbying  clout  of  doctors  and  lawyers.  Talk 
about  discrimination.  This  prohibition  aimed  at  high 
technology  should  go  the  way  of  Prohibition. 

In  this  high-tech  age — when  computer  programmers 
are  in  short  supply  (don't  forget  the  Year  2000  problem) 
and  when  Congress  may  liberalize  immigration  laws  to 
lure  foreign  programmers  to  our  shores — this  ban  on  pro- 
grammers' becoming  individual  entrepreneurs  is  absurd. 

More  and  more  Americans  are  getting  the  entrepreneur- 
ial itch.  Why  won't  Congress  let  them  scratch?  Operating 
on  their  own,  many  of  these  programmers  would  be  more 
productive  and  inventive.  The  wealth  of  the  nation  would 
increase — and,  as  a  result,  tax  receipts  would  be  higher. 


PHONY  WAR? 

President  Clinton  this  summer  announced  a  beefed-up  into  public-service  advertisements  that  urge  young  people 
government  effort  to  combat  the  explosion  in  teenage  not  to  take  up  this  lethal  habit.  But  more  than  those  TV 
drug  use.  The  primary  weapon:  pumping  more  money     messages  will  be  needed  to  make  an  impact.  The  White 
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House  should  take  a  leaf  from 
Ronald  and  Nancy  Reagan's  book. 
In  the  mid-1980s,  amidst  a 
crack  epidemic,  the  First  Couple 
personally  led  the  charge  in  a 
new,  forceful  antidrug  campaign. 
Though  derided  in  certain 
"sophisticated"  circles,  Mrs. 
Reagan's  "Just  Say  No"  message 
was  extraordinarily  successful. 
Drug  use  dropped  sharply  until 
1992-93. 


The  Reagans  riding  against  drugs:  Forceful, 
simple,  sincere— and  effective. 


Since  then,  consumption  of  de^ 
structive  substances  has  riser 
among  young  people. 

The  President  is  otherwise  occu- 
pied, but  will  Vice  President  Gore 
make  the  same  public  and  personalj 
efforts  here  that  he  has  made  aga 
tobacco?  The  test:  Will  the  Veep| 
make  campaign  appearances  to  de- 
feat drug  legalization  initiatives  inl 
Alaska,  Florida,  Oregon,  Colorado,] 
Arizona,  Washington  and  Nevada?! 


FUNNY  MONEY 

Why  can't  the  U.S.  Treasury  Department  design  non-     the  left  of  the  bill.  Treasury  says  this  new  seal  "represents  the 
counterfeitable  paper  money  that  doesn't  look  like  play     entire  Federal  Reserve  System."  Either  the  Fed  is  on  its  last 


money  meant  for  a  nation  of 
inhalers?  Its  ludicrous  work  on 
the  $100  and  $50  bills  has 
recently  been  topped  by  a  simi- 
larly silly-looking  bill  for  the 
twenty.  Traditional  American 
currency  looks  like  the  real  stuff, 
conveying  dignity  and  gravitas. 
Take  a  gander  at  the  "eagle"  on 


BLASTING  NO-FAULT  MORALITY 


legs  or  the  artist  took  to  heart 
Ben  Franklin's  recommendatior 
that  the  national  bird  be  a  turkey.  | 
When  a  government  can't  si- 
multaneously foil  counterfeiter 
and  manufacture  bills  that  don't  1 
look  like  Monopoly  money,  that 
says  something  about  its  capa- 
bilities— or  lack  thereof. 


Drawing  Life:  Surviving  the  Unabomber — by  David  Gel- 
ernter  (Free  Press,  $21).  Short  book,  well  worth  reading.  The 
author,  a  target  of  the  Unabomber,  writes  of  his  painful  reha- 
bilitation and  sets  forth  his  searing  observations  about  the 
state  of  America's  soul.  His  engaging,  understated  ^___ 
style  pulls  you  in,  even  though  the  gruesome  subject 
would  otherwise  make  you  want  to  shut  the  book. 
Gelernter's  incisive  insights  cut  against  the  grain 
of  our  country's  idea-  and  opinion -molding  elites. 
Though  an  academic  himself — associate  professor 
of  computer  science  at  Yale — Gelernter  has  no  truck 
with  prevailing  intellectual  attitudes.  Bluntly  put,  he 
believes  Americans  are  losing  their  once-sharp  sense 
of  right  and  wrong.  Too  many  are  now  afraid  they'll 
be  accused  of  being  "judgmental,"  the  secular  equivalent  of 
a  mortal  sin.  Our  elites — antireligious;  contemptuous  of 
ordinary  people;  disdainful  of  "Norman  Rockwell-like" 
tastes  and  of  virtues  such  as  courage,  self-discipline  and  a 


DKAW'I  NG 
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Gel 


David 
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sense  of  personal  responsibility  (we're  all  victims  now);  leer 
of  traditional  patriotism;  soft  on  crime;  ideologically  intol-1 
erant;  dismissive  of  the  importance  of  marriage  and  family;J 
scornful  of  stay-at-home  moms — have  dominated  our  uni- 
versities since  the  1960s.  Their  attitudes  permeate 
the  media  and  other  influential  institutions.  Sol 
muddled  is  their  morality  that  they  can  no  longer  I 
recognize  the  existence  of  evil.  Hence,  the  Una-i 
bomber — who  killed  three  people  and  maimed  and( 
mutilated  more  than  a  score  of  others — was  treat- 
ed with  morbid  curiosity  by  the  press,  as  if  he  were 
a  sideshow  freak  instead  of  a  wicked,  willful  mur- 
derer who  deserved  to  be  put  to  death. 
Excerpt:  It  is  not  easy  to  convey  the  sense  of  stupefy- 
ing unfamiliarity.  I  can  no  longer  cut  food  with  a  knife  or  I 
tie  shoelaces.  It  is  hard  to  wash  your  hands  when  you  are 
down  to  only  one.  I  still  have  these  problems  today  and  always 
will,  and  they  amount  to  zero — but  they  took  getting  used  to. 


RESTAURANTS— GO,  ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  another  FORBES  eatery  expert,  Tom  Jones. 
1494  Second  Ave.,  at  78th  St.  (Tel.:  249 


•  Lusardi's 

2020).  Terrific.  For  appetizers  try  insalata  bianca  (endive,  arti- 
chokes, white  mushrooms,  hearts  of  palm  and  shaved  parmi- 
giano  cheese  in  an  olive  oil  and  lemon  dressing);  portobello 
alia  griglia  (grilled  portobello  mushrooms  over  greens);  and 
grigliata  di  verdure  (grilled  vegetables).  Main  courses  are- 
tops.  Leave  room  for  the  flourless  Belgian  chocolate  cake. 

•  Billy's— 948  First  Ave.,  near  52nd  St.  (Tel.:  753-1870). 
Like  going  home  for  Sunday  dinner.  Steak,  roast  beef,  chick. 
en,  fish,  potatoes  and  veggies  prepared  simply  and  well. 

•  Paola's— 245  East  84th  St.  (Tel.:  794-1890).  Ro- 
mantic, welcoming.  Very  good  fere:  macco  (puree  offeva 


beans  over  sauteed  broccoli  rabe  with  tomatoes  and  I 
onions);  gamberoni  della  casa  (grilled  shrimp  with  veg-  I 
etables).  Ricotta  cheesecake,  sublime. 

Meli  Melo — 110  Madison  Ave.,  near  30th  St.  (Tel.:  I 
686-5551).  Cozy  little  Mediterranean  place.  But  the  food,  j 
although  beautifully  presented,  isn't  as  tasty  as  it  looks. 

•  Wilkinson's  Seafood— 1573  York  Ave.,  near  84th 
St.  (Tel.:  535-5454).  One  of  Manhattan's  better  fish 
houses.  Delicious  asparagus  soup;  horseradish-crusted 
Chilean  sea  bass  with  a  multigrain  risotto,  wilted  cabbage 
and  a  red  wine  beet  sauce;  pan-roasted  halibut  fillet  with 
steamed  littleneck  clams;  and  maple  creme  brulee.      ■ 
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They  say  money  corrupts.  We  say  if  you're  nice,  you'll  stay  nice.  No  matter  how  fat  your  wallet  gets. 
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lie 


Other  Comments 


Four-letter  Word 

The  term  "spin"  was  coined  by 
Time  magazine  in  1988,  and  it 
referred  then  to  the  ability  of  politi- 
cians to  position  themselves  cleverly 
on  complex  and  controversial  issues. 

In  today's  parlance,  spin  stands  for 
fabrication:  Spin  doctors  try  to  alter  the 
facts  through  a  deliberate  and  reckless 
disregard  for  the  truth.  Spin  is  to  pub- 
lic relations  what  pornography  is  to  art. 
-Robert  L.  Dilenschneider, 

Wall  Street  Journal 

Deadly  Distraction 

This  year  we've  had  nuclear  tests  on 
the  Indian  Subcontinent  and  a  North 
Korean  long-range  missile  lobbed 
over  Japan.  What  about  the  New 
World  Order  and  its  promise  of  secu- 
rity in  the  post- Cold  War  era?  It 
seems  that  instead  of  unveiling  a  new 
strategic  blueprint,  the  U.S. — the  one 
remaining  superpower — has  been 
worrying  about  its  navel.  Or  rather, 
President  Clinton  has  given  his  coun- 
trymen cause  to  debate  his  anatomy. 
The  distraction  as  a  result  of  this  biol- 
ogy lesson — and  Clinton's  attempts 
to  divert  attention  from  it — has  left 
America  missing  the  strategic  conse- 
quences of  decisions  and  indecisions. 
The  irony  is  that  it  seems  that  the 
world  was  a  lot  safer  at  the  height  of  the 
Cold  War.  Following  the  U.S.'  triumph 
against  the  Soviet  Union,  Clinton  has 


allowed  those  tyrants  he  coddles  to  set 
scenes   against  which  America   only 
reacts — when  it  should  be  directing. 
-Far  Eastern  Economic  Review 


Get  place  and  wealth,  if  possible 
with  grace;  If  not,  by  any  means 
get  wealth  and  place. 

-Alexander  Pope,  Imitations  of 
Horace,  Book  I,  Epistle  I 

Bad  for  the  Soul 

Those  of  us  who  hate  today's  victim 
culture  don't  hate  it  because  we  are 
Teddy  Roosevelts  aiming  to  build 
character  and  toughen  people  up;  we 
hate  it  because  it  inflicts  harm.  When 
you  encourage  a  man  to  see  himself 
as  a  victim  of  anything — crime, 
poverty,  bigotry,  bad  luck — you  are 
piling  bricks  on  his  chest.  How  we 
can  logically  justify  as  a  nation  being 
in  favor  of  self-pity  and  against  smok- 
ing is  not  clear,  but  the  inconsistency 
may  be  yet  another  symptom  of  our 
blindness  to  all  things  spiritual. 
-Davtd  Gelernter,  Drawing  Life: 
Surviving  the  Unabomber 

What  Are  They  Smoking? 

If  all  the  merchandising  might  of 
Holhvvood  couldn't  make  America's 
teenagers  buy  "Godzilla,"  why  does 
anyone  think  that  a  five-year,  $1  bil- 


then  about  thirty  years  ago,  this  Mr.  Disney  arrived." 
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lion  government  ad  campaign  is 
going  to  make  kids  swear  off  drugs? 
While  partisans  on  all  sides  of  the 
drug  wars  have  condemned  the  ad 
campaign  as  wasteful,  arguing  that  the 
money  might  be  better  spent  on  more 
law  enforcement  or  more  after-school 
programs  and  drug  treatment,  the 
public  has  been  mum.  This  only 
encourages  Washington  to  think  of 
advertising  as  the  new  instant  remedy  | 
to  fool  voters  into  believing  that  it  is 
addressing  intractable  problems.  It's 
enough  to  make  you  pine  for  the  usual 
government  gimmick  of  appointing 
blue-ribbon  commissions  to  finesse 
hard  policy  questions.  These  commis- 
sions don't  do  anything  either,  but  at 
least  they  don't  cost  us  a  billion  bucks. 
-Frank  Rich,  New  York  Times 

The  Truth  Hurts 

Bill  Clinton  has  lied  from  the 
moment  he  came  on  the  national 
scene.  The  lie  has  propelled  him  to 
the  highest  office  in  the  land.  Why 
should  he  stop  relying  on  it  now? 
-Rush  Limbaugh 


Bill  Clinton  has  broken  his  trust 
and  disgraced  his  office,  but  he  clings 
on.  Saving  his  skin  at  all  costs,  against 
the  odds,  has  become  the  theme  of  his 
political  career.  Each  escape  is  notched 
up  as  a  victory.  But  every  time  he  wrig- 
gles through — grubbier,  slicker,  trail- 
ing longer  festoons  of  contrition — he 
does  more  damage  to  his  country. 

Mr.  Clinton,  the  Comeback  Kid, 
supposes  that  even  after  congression- 
al censure  he  could  bounce  back 
grinning.  Perhaps  he  could.  But  the 
spectacle  has  become  too  painful, 
too  empty  and  too  wearying  to  con- 
template. Don't  bounce.  Just  go. 
-Tfje  Economist 


Floating  Your  Currency 

The  dumbest  thing  you  can  possibly 
do  is  buy  a  boat.  For  one-hundredth 
the  money  and  one-thousandth  the 
hassle,  you  can  lavish  a  boat-owning 
pal  with  so  many  gifts  he  wouldn't 
dream  of  leaving  port  without  you. 
-Andrew  Tobias,  My  Vast  Fortuned 
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Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


NORTH  KOREA— AGAIN! 


From  tkk  moment  Mr.  Clinton  took  office,  "naive"  has 
been  the  kindest  word  that  could  be  used  to  describe  our 
policy  toward  North  Korea.  A  more  accurate  description 
would  be  "foolhardy  appeasement." 

In  1994  former  President  Jimmy  Carter  was  allowed  to  go 
to  North  Korea,  believing  he  had  permission  to  negotiate 
with  the  terrorist  dictator  Kim  II  Sung.  The  year  before,  Kim 
had  for  the  second  time  broken  his  promise  to  permit  U.N. 
weapons  inspections,  threatened  to  withdraw  from  the  Nu- 
clear  Nonproliferation  Treaty  -\nd  was  quite  publicly  seeking 
components  for  his  nuclear  weapons  program.  Mr.  Carter, 
brimming  with  self-pride  upon  his  return,  announced  that 
he  had  promised  Mr.  Kim  we  would  lift  sanctions  and  that 
Kim  had  promised — again — not  to  acquire  nuclear  weapons. 
Mr.  Carter  was  so  delighted  that  he  invited  the  North  Korean 
dictator  to  come  to  Georgia  to  be  a  visiting  professor  at 
Mr.  Carter's  Sunday  school,  an  honor  later  to  be  extended 
to  the  dictator  of  Haiti  and  others.  The  Lord  intervened, 
and  now  Kim's  quite  unstable  son,  Kim  Jong  II,  has  suc- 
ceeded his  father — but  has  not  yet  been  invited  to  Georgia. 

The  Munich-like  Agreed  Framework 

In  October  1994  we,  with  great  fanfare,  signed  the  so- 
called  Agreed  Framework  with  North  Korea.  In  this  we 
agreed  to  give  North  Korea  two  1 ,000-mcgawatt  light- 
water  nuclear  reactors,  which  happen  to  be  capable  of  pro- 
ducing plutonium  for  nuclear  weapons;  500,000  tons  a 
year  of  free  oil  for  ten  years;  and  diplomatic  recognition. 
We  further  agreed  not  to  use  nuclear  weapons  against 
North  Korea,  while  specifying  that  it  be  allowed  to  keep — 
and  sell — its  nuclear  weapons  technology.  And  as  if  that 
weren't  enough,  we  signed  a  secret  annex  to  the  agree- 
ment, contents  still  unknown.  In  return  we  received  more 
empty  promises  that  North  Korea  would  keep  its  word. 
The  North  also  promised  to  "ease  tensions"  with  the 
South.  It  has  kept  this  promise  by  subsequently  sending 
troops  into  the  Demilitarized  Zone  six  times. 

In  1995  we  began  delivering  fuel  oil  to  Pyongyang — ini- 
tially paid  for  with  Defense  Department  funds.  In  the  mean- 
time, North  Korea,  encouraged  by  our  policy  of  appease- 
ment around  the  globe,  has  again  broken  its  promise  to 
permit  weapons  inspections,  has  launched  a  spy  submarine 
against  the  South  and  has  put  15,000  of  its  starving  people 
to  work  on  what  the  Washington  Post  calls  "a  vast,  secret 


underground  nuclear  facility."  In  the  same  article  we  are  told 
by  anonymous  Administration  sources  not  to  worry  about 
this  because  the  North  Korean  workers  have  not  yet  begun 
to  pour  cement.  Presumably  when  they  do,  we  will  express 
shock  and  deep  concern,  but  keep  on  delivering  fuel  oil. 

On  Aug.  31,  North  Korea  fired  a  new,  longer- range, 
three-stage  (the  third  stage  failed)  ballistic  missile  over 
Japan,  demonstrating  that  it  will  soon  have  the  ability  to 
launch  nuclear  missiles,  with  or  without  chemical  or  bio- 
logical warheads,  to  Japan,  Hawaii  and  Alaska,  among 
other  targets.  North  Korea  claims  it  was  only  launching  a 
satellite,  but  this  Clintonesque  hairsplitting  provides  little 
comfort.  Two-  or  three-stage  missiles  can  as  easily  carry 
weapons  of  mass  destruction  as  they  can  satellites. 

Congress  finally  expressed  some  outrage,  and  the  appro- 
priations bill  necessary  to  continue  our  infamous  Agreed 
Framework  (which  never  has  been  submitted  to  the  Senate) 
was  amended  to  require  that  President  Clinton  certify 
North  Korea  "is  not  actively  pursuing  the  acquisition  or 
development  of  a  nuclear  capability."  Of  course,  the  certifi- 
cation should  present  no  major  problem  to  an  Administra- 
tion bent  on  pleasing  North  Korea.  Mr.  Clinton  probably 
will  say  it  is  all  right  for  the  North  to  pursue  its  program 
"inactively."  Sadly,  Congress  did  not  also  require  the  Pres- 
ident to  certify  North  Korea  has  not  begun  any  new  nuclear 
programs.  That  would  present  a  problem  even  for  Mr.  Clin- 
ton: The  Taepodong  1  missile  that  flew  over  Japan  was 
undisputedly  built  by  North  Korea  and  is  undisputedly  new. 

When  Will  Congress  Act? 

We  have  warned  Japan  to  expect  more  missile  firings 
over  its  air  space.  Japan  is  understandably  outraged.  But 
we  have  blithely  assured  everyone  here  that  nothing  much 
is  likely  to  happen  and  have  announced  that  our  food  aid 
and  fuel  gifts  to  the  North  will  continue.  North  Korea 
sets  all  this  in  motion  when  its  people  are  close  to  starva- 
tion— and  when  we  have  no  effective  defense  against  such 
missiles,  and  no  intention  of  acquiring  any. 

It  is  beyond  hope  to  expect  anything  but  continued 
bleating  from  this  Administration.  But  one  has  to  wonder 
what  it  will  take  to  persuade  Congress  to  end  such  dan- 
gerous nonsense  as  the  Agreed  Framework.  For  all  its 
government's  alleged  listlessness,  Japan  has  had  the  spine 
to  suspend  its  participation  in  the  agreement.  m 
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Digital  rules 

Technology  and  the  new  economy 


By  Rich  Karlgaard,  Publisher 

publishcr@tbrbcs.com 


THE  ROAD  TO  RUIN— SERVICES 


A  SURE  SIGN  that  a  technology  company  is  mature  is  when 
Service  income  is  growing  faster  than  product  income. 
But  don't  take  my  word  tor  it.  That's  also  the  view  of  the 
man  who,  by  owning  23%  of  the  richest  valued  company 
in  the  world,  again  tops  the  Forbes  400. 

I  visited  Microsoft's  Bill  dates  recently.  Talking  with 
him  is  fascinating.  As  most  Americans  ponder  the  home- 
run  derby  between  Mark  McGwire  and  Sammy  Sosa, 
software's  own  Sultan  of  Swat  delights  in  the  sport  of 
mental  chess,  Gates  loves  the  challenge  of  racing  down  a 
logic  tree  of  decisions  ,\nd  potential  outcomes  over  a 
range  of  business  scenarios.  And  he  always  gets  to  the 
end  of  the  tree  taster  than  you  do. 

dates  and  I  discussed  the  service  trap.  It  is  his  proposi- 
tion that  if  software  is  good  enough,  all  those  services  in 
which  people  install  products  .md  hook  them  together  are 
not  necessary.  Think  about  it.  A  company's  servicing  its 
own  product  is,  in  a  sense,  a  conflict  of  interest.  The  more 
screwed  up  the  product  is,  the  more  service  is  required — 
and  the  more  money  the  company  makes.  Not" good. 

Gates  holds  that  service  income  is  a  death  trap  slyly 
presenting  itself  as  a  safe  haven  from  bloodletting  prod- 
uct wars.  ( Consultants  who  charge  $3,000  a  day  are  happy 
to  build  this  trap  for  producers.  What's  more,  as  produc- 
ers retreat  from  the  front  lines,  exhausted  from  battling 
the  latest  Silicon  Valley  startup  and  its  kamikaze  products, 
shareholders  will  cheer.  Stock  prices  may  spike  on  the 
expectation  of  predictable  cash  flow. 

But  consider  what's  happening.  Large  companies 
searching  for  margin  protection  in  services  are  branching 
out  into  analog  businesses  (people  working  with  people) 
that  scale  poorly.  A  service  business  can  only  grow  one 
employee  at  a  time — and  these  had  better  be  top-caliber 
employees.  But  simple  math  tells  you  top  people  are  rare; 
their  training  costs  are  high,  and  after  they  gain  experi- 
ence, man\'  will  jilt  you  to  start  their  own  companies. 

This  is  the  wrong  time  to  pursue  service-income 
growth.  The  Internet  tilts  the  tables  in  favor  of  digital 
processing  power,  bandwidth  and  software  products  that 
scale.  Any  business  model  that  tries  to  compete  against 
this  galloping  force  faces  a  reckoning — and  that  includes 
nearly  all  service  businesses.  Banks,  insurance  firms  and 
retail  outlets  may  find  that  life  is  getting  nasty,  brutal  and 


short.  Their  survival  depends  on  their  becoming  lean, 
mean,  gritty — and,  in  particular,  Web  and  software  savvy. 

Case  in  Point 

A  decade  ago,  Hewlett-Packard,  the  legendary  garage 
startup  of  Dave  Packard  and  Bill  Hewlett,  was  suddenly 
in  a  bad  spot  facing  middle  age.  The  threat  of  the  PC  and 
server  revolution  had  arrived,  and  HP,  a  $12  billion 
company  with  expertise  in  minicomputers,  looked  too 
bloated  and  bureaucratic  to  respond.  Salaries  were  too 
high;  its  headquarters  were  in  pricey  Palo  Alto;  its  CEO 
was  suave  and  respected,  but  was  no  revolutionary  like 
Andy  Grove  or  Bill  Gates. 

Conventional  wisciom  posited:  Build  up  your  service 
business  and  protect  the  franchise.  But  Dave  Packard 
wouldn't  hear  of  it.  Instead,  Packard  turned  his  eyes  to  a 
renegade  manager  named  Dick  Hackborn,  who  was 
cocky  enough  to  think  that  HP  could  still  compete  in  a 
brutal,  high-volume,  low-margin  business.  Hackborn  led 
the  charge  into  laser  printers,  where  HP  had  no  experi- 
ence and  was  competing  with  Japanese  consumer  com- 
panies such  as  Canon.  Extremely  risky. 

The  bet  paid  off.  HP  laser  printers  took  off  like  a  rock- 
et. But  Packard  didn't  stop  there.  He  booted  his  CEO, 
a  smooth  guy  out  of  central  casting,  a  good  fit  for  a  com- 
pany evolving  toward  service,  and  replaced  him  with 
Lew  Piatt,  a  real  short-sleeves  product  guy,  just  like  Dave 
and  Bill.  Under  Piatt,  HP  roared  back. 

Today  HP,  IBM,  AT&T,  the  regional  Bells  and  many 
of  America's  blue-chip  companies  find  themselves  facing 
a  blitz  of  new  products  from  new  competitors  scarcely 
imagined  five  years  ago.  Not  much  fun,  and  it's  tempt- 
ing to  retreat  into  services.  But  history  suggests  this  is  a 
bad  move.  The  only  path  to  redemption  is  to  wow  cus- 
tomers with  great  products  lashed  to  the  growing  power 
of  chips,  bandwidth  and  software. 

Speaking  of  Great  Products  .  .  . 

I  love  my  new  Apple  Studio  Display  monitor.  It's  a  15- 
inch,  flat-panel  beauty,  designed  in  a  translucent  blue- 
green  similar  to  the  popular  iMac.  Hats  off  to  Steve  Jobs. 
Difficult  as  he  can  be,  Jobs  is  just  what  the  computer 
industry  needs  right  now.  tm 


Forbes  400   ■  October  12,  1998 


39 


Engineering. 
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Science. 
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Technology.  All  worthless,  unless  they  make 


There  is  no  shortage  of  engineering  genius  in  the  new  3.  A  revolutionary  Head  Protection  System.  An  ingenious 
Cornering  Brake  Control  system.  Sophisticated,  massive,  four-wheel  ventilated  disc  brakes.  But  like  all  3  Series 
cars  that  came  before,  it's  the  way  the  new  3  feels  on  a  serpentine  road  that  makes  it  stand  so  alone.  Agile.  Alive 


' 


■  Uncannily  responsive.  Yet  considerably  more  roomy  and  luxurious.  With  potent 
|new  6-cylinder  engines,  the  new  3  starts  at  $26,970!  One  turn  at  the  wheel  will 
jmake  you  feel  unequivocally  alive.  1-800-334-4BMW.  Or  www.bmwusa.com  The  Ultimate  Driving  Machine* 


[THE   FORBES  400J 


For  the  superrich,  money  is  only  an  abstraction. 
Now,  a  place  on  The  Forbes  400 — that's  for  real. 

Don't  worry, 
be  happy 


By  Joe  Queenan 


[or  schadenfreude  buffs,  1998  has  turned  out 
I  to  be  one  of  the  most  enjoyable  of  recent 
years.  Not  just  because  of  Clinton.  People 
who  actually  like  to  see  the  tallest  poppies 
chopped  down — misanthropes,  Commu- 
nists, short-sellers — have  been  beside  them- 
selves with  joy  as  Bill  Gates,  Warren  Buffett 
and  hundreds  of  other  billionaires  have  taken  their  lumps 
during  the  recent  stock  market  collapse. 

From  the  time  the  market  peaked  on  July  17  until  Aug. 
31 — the  day  of  the  500-point  meltdown — Gates  lost  $9 
billion  of  his  fortune,  and  Buffett  gave  back  almost  $7  bil- 
lion. To  people  who  secretly  revel  in  the  misfortunes  of 
others — many  of  whom  have  their  life's  savings  tucked 
away  in  money  market  funds,  bullion  or  mattresses — this 
was  Christmas,  Waterloo  and  Armageddon  all  wrapped  in 
one  delightful  package. 

Many  of  us  do  not  share  this  Rumpelstiltskin-like  glee 
in  the  reverses  of  the  rich  and  powerful.  We  sagely  rec- 
ognize that  where  goes  Gates,  there  go  us.  Particularly  if 
we  own  Microsoft  or  Berkshire  Hathaway.  Via  our  pen- 
sion funds,  our  iRAs  and  even  our  inflated  real  estate,  we 
are  all  in  this  capitalism  business  together;  only  the  degree 
differs.  This  is  not  David  versus  Goliath.  The  way  this 
economy  works,  if  Goliath  goes,  David  goes  with  him.  So 
while  we  might  briefly  enjoy  the  spectacle  of  seeing 
Goliath  on  the  canvas — particularly  if  the  lumbering 
colossus  is  in  the  habit  of  writing  folksy  annual  reports 
reminding  us  how  smart  he  is — the  euphoria  passes 
quickly.  Please,  Goliath,  pull  yourself  together  for  our 
401(kjs'  sake. 

If  our  stricken  titans  allow  themselves  to  get  down  in 
the  dumps  and  start  playing  things  close  to  the  vest,  we'll 
start  having  layoffs,  reductions  in  staff,  a  reluctance  to 
launch  new  ventures — before  you  know  it,  we'll  be  back 
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in  the  Jimmy  Carter  days,  when  everyone  was  just  kind 
of  grumpy.  So  despite  the  market  debacle,  let's  hope  the 
folks  on  The  Forbes  400  list  look  on  the  bright  side  of 
things  and  get  on  with  making  money.  Here  are  a  few 
thoughts  to  encourage  them: 

1.  When  stocks  are  down,  it's  a  buying  opportunity. 
No  less  an  authority  than  Warren  Buffett  reminds  us  that 
smart,  long-term  investors  prefer  cheap  stocks  to  dear 
stocks:  They  can  buy  more  of  them. 

2.  It  could  have  been  worse.  Let's  sav  vou're  Steve  Jobs, 
one  of  the  lowest-ranking  billionaires  on  the  list.  Okay, 
okay,  between  July  17  and  Sept.  1  you  lost  S600  million, 
but  at  least  you're  still  a  billionaire.  Consider  the  plight  of 
the  29  billionaires  who  were  knocked  back  down  into  the 
ranks  of  mere  centimillionaires  by  the  market  downdraft. 
That  would  be  like  Mark  McGwire's  finding  out  that  the 
league  had  disallowed  his  last  half-dozen  runs  and 
knocked  him  back  down  into  the  also-ran  ghetto  with 
Jimmie  Foxx  and  Hank  Greenberg. 

3.  You  got  hammered,  but  other  people  got  really 
hammered.  Let's  say  you're  John  Kluge.  On  July  17  you 
were  worth  $10.1  billion.  On  Sept.  1  you  were  down 
$300  million  .That's  nothing,  really.  Heck,  Bill  Gates  lost 
$9  billion.  Or  you  could  have  been  Jeffrey  Bezos, 
founder  ofAmazon.com.  Between  July  17  and  Sept.  1 
Bezos  nosedived  from  $2.3  billion  to  $1.6  billion,  sur- 
rendering roughly  one-third  of  his  entire  fortune. 

4.  What's  a  mere  paper  loss  if  it  moves  you  up  the  list? 
Some  individuals  got  hit  so  hard  that  they  dropped  like 
stones  in  the  rankings.  Others,  like  floor  wax  scion 
Samuel  Johnson,  actually  moved  higher.  After  the  crash 
Johnson  moved  to  number  35  on  the  list.  Before  the 
crash  he  was  way  down  in  41st  place. 

Remember:  Your  money  is  only  an  abstraction.  Your 
ranking  on  The  Forbes  400  list  is  real.  M 
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Is  it  half  full... 

So  you  think  your  portfolio  suffered 
during  the  recent  market  plunge? 
Take  a  look  at  some  of  the 
sinking  fortunes  of  The  Forbes  400 
members  below. 


July  17 
(billions) 

Sept.  1 
(billions) 

BILL  GATES 

$67.2 

$58.4 

WARREN  BUFFETT 

36.1 

*    29.4 

PAUL  ALLEN 

25.0 

22.1 

MICHAEL  DELL 

14.2 

12.8 

STEVEN  BALLMER 

14.2 

12.2 

PHILIP  ANSCHUTZ 

9.1 

6.2 

.    GORDON  MOORE 

7.6 

7.0 

RUPERT  MURDOCH 

7.2 

5.6 

SUMNER  REDSTONE 

6.9 

6.4 

LARRY  ELLISON 

6.4 

4.9 

TED  TURNER 

5.9 

5.0 

KIRK  KERKORIAN 

5.6 

5.0 

PHILIP  KNIGHT 

5.0 

3.5 

MARTHA  INGRAM 

4.8 

4.7 

TED  WAITT 

4.6 

3.2 

WILLIAM  HEWLETT 

3.8 

3.2 

CRAIG  MCCAW 

3.3 

2.9 

HANK  GREENBERG 

2.8 

2.2 

JEFFREY  BEZOS 

2.4 

1.6 

CHUCK  DOLAN 

2.1 

1.7 
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Travel  the  world  smoothly  on  all  six  Star  Alliance™  airlines  — 
United  Airlines,  Air  Canada,  Lufthansa,  SAS,  THAI  and  Varig. 

Apply  mileage  points  from  qualified  flights  on  any  of  the  six 
airlines  toward  your  overall  frequent  flyer  status. 

Indulge  yourself  in  any  of  our  partners'  lounges.  More  than 
190  around  the  world  are  open  to  eligible  First  and  Business 
Class  travelers  and  to  Star  Alliance  Gold  members. 

Redeem  miles  for  reward  travel  on  any  of  our  six  carriers, 
giving  you  more  than  600  destinations  around  the  world  to 
choose  from. 

Enjoy  Priority  Check-In  on  all  of  our  partners'  flights.  Regard- 
less of  the  airline  you're  flying,  a  priority  counter  awaits 
Star  Alliance  Gold  members. 

Be  more  confident  when  trying  to  fly  a  sold-out  flight.  Priority 
Wait-list  and  Priority  Standby*  put  Gold  and  Silver  members 
toward  the  top  of  the  list  on  any  Star  Alliance  flight. 


www.star-alliance.com 


vod  In  taw. 


Be  recognized  as  a  frequent  flyer  on  not  one 
but  six  airlines. 


does 


STAR  ALLIANCE 


The  airline  network  for  Earth. 
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You  made  your 
money  the  hard 

way,  but  will 
your  grandkids 

know  how  to 
hang  on  to  it? 


(mortality 

via  the  family  office 


By  Robert  Lenzner  and  Scott  McCormack 


Shirtsleeves  to  shirtsleeves  in 
three  generations:  That's  the 
familiar  story  of  so  many 
once-great  American  for- 
tunes. The  number  that  have 
survived  for  three  or  four  generations  as 
more  than  small  legacies  is  tiny.  Even  if  a 
family's  second  generation  is  successful  at 
preserving  the  estate,  the  third  and 
fourth  generations  seldom  are. 

Aware  of  this,  many  wealthy  families 
have  formed  family  invest- 
ment offices  to  manage 
their  money.  Grandpa  may 
have  made  a  fortune  in  the 
steel  business,  but  to  assure 
the  prosperity  of  his 
descendants  someone  must 
diversify  his  investments 
against  the  day  when  steel 
is  no  longer  a  growth  busi- 
ness and  his  progeny  are 
numerous.  It's  an  attempt 
at  achieving  a  kind  of 
immortality.  By  establishing 
a  family  office,  you  hope  to 


"The  only  way 

to  invest  with 

the  Burden 

office  is  to 

marry  into  the 

family." 

JEFFREY  A.  WEBER 

Chief  Executive,  William  A.M 
Burden  &  Co.  (left) 
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protect  heirs  yet  unborn  against 
economic  misfortune  long  after  you 
are  dead. 

A  pioneer  family  office  is  William 
A.M.  Burden  &  Co.,  a  New  York-based 
group  that  since  1949  has  been  acting  as 
gatekeeper  and  steward  for  the  Burden 
branch  of  the  old  Vanderbilt  railroad  for- 
tune, now  worth  half  a  billion  dollars.  Six 
generations  after  Commodore  Cornelius 
Vanderbilt  made  his  fortune,  it  continues 
to  grow.  By  pooling  their 
money  and  following  an 
aggressive  investment  strat- 
egy, 43  of  the  descendants 
of  the  Commodore's  great- 
great-grandson  William 
A.M.  Burden — Kellys, 
Rosengartens,  MacDonalds 
and  Burdens — remain  indi- 
vidually and  collectively 
wealthy.  In  the  past  six 
years  their  family  office 
has  outperformed  the 
s&p  500. 

The       Commodore — - 
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Family  Investing     It 


builder  of  the  old  New  York  Central 
Railroad — has  many  other,  non- 
Burden  descendants  whose  wealth 
has  greatly  diminished  because  they 
don't  have  similar  arrangements.  But 
William  A.M.  Burden  (1906-84)  saw 
the  fortune  dissipating  into  smaller 
and  smaller  chunks  and  was  deter- 
mined to  protect  his  own  progeny. 

The  Burden  office,  like  other 
good  family  offices,  isn't  just  about 
sending  dividend  checks  and  draw- 
ing up  prenuptial  agreements.  To 


keep  up  with  changing  times  and 
the  proliferation  of  heirs,  it  tends  to 
go  for  aggressive  growth.  The  col- 
lective Burden  wealth  is  equally  split 
among  hedge  funds,  small-business 
investment  companies  and  real 
estate.  The  office  is  staffed  by  seven 
full-time  employees.  It  contracts 
some  tax  and  accounting  advice 
from  PricewaterhouseCoopers  and 
uses  Bankers  Trust  as  a  custodian. 
To  hedge  against  its  own  judgment, 
the  office  farms  out  management  of 


about  80%  of  the  Burden  money  to 
25  outside  money  managers. 

Though  all  the  Burden  heirs  are 
wealthy,  few  are  by  themselves 
wealthy  enough  to  hire  the  special- 
ized talent  that  the  Burden  office 
provides.  "The  beauty  of  it  is,  I  can 
cherry-pick  products  and  hire  world- 
class  money  managers  unavailable  to 
ordinary  investors,"  says  Jeffrey  A. 
Weber,  the  33-year-old  chief  execu- 
tive. "And  the  only  way  to  invest 
with  the  Burden  office  is  to  marrv 


Here  come  the  consultants 


For  the  rich  who  want  lots  of  hand-holding,  fami- 
ly offices  are  not  the  only  alternative  to  the  big 
banks  and  brokerage  houses.  The  wealth  man- 
agement industry  has  spawned  a  legion  of  high- 
powered  consultants,  asset  allocators,  estate  attorneys 
and  accounting  firms. 

James  R.  Hedges  IV  of  Naples,  Fla.  is  typical.  He 
recently  arranged  for  the  sale  of  $65  million  worth  of 
20th-century  paintings — including  Picassos  and 
Kandinskys — for  an  entrepreneur's  widow  who  found 
herself  art-rich  but  cash-poor.  He  helped  another  widow 
unload  a  20,000-sq.-ft.  mansion  and  illiquid  oil  and  gas 
leases.  Hedges  claims  to  have  raised  hundreds  of  millions 
in  credit  lines  for  cash-strapped  clients. 

He  also  oversees  more  than  $2.5  billion  in  hedge  fund 
capital  for  50  wealthy  clients  through  his  LJH  Alternative 
Investment  Advisors.  "I  get  to  see  every  product  out 
there.  I  can  get  my  clients  in  when  others  can't,  often  at 
a  fee  discount,"  claims  Hedges.  He  selects  and  monitors 
hedge  funds  for  Miami's  Dimension 
Capital,  which  represents  wealthy 
Latin  American  families. 

David  Horn  and  Louise  Wasso 
Jonikas  of  Chicago's  Graystone 
Partners  sell  advice,  not  product. 
For  a  fee  of  30  basis  points  (0.3%  of 
total  assets),  Graystone  will  develop 
an  asset-allocation  plan,  select  the 
best  money  managers  and  analyze 
performance.  Those  services  have 
brought  in  some  60  families  with 
assets  of  $4  billion.  Graystone  likes 
market-neutral  funds  and  hedge 
funds  for  wealthy  clients  who  are 
more  interested  in  preserving  what 
they've  got  than  in  getting  more. 

Then  there  is  the  Institute  for 
Private  Investors — a  self-described 
"safe  harbor"  for  the  superrich.  It's 
so  exclusive  that  members,  who 
control  at  least  $50  million  each, 
don't  know  who  else  belongs.  To 


join  the  group  of  360  private  investors,  you  must  be 
recommended  by  another  member  and  pay  a  $5,000 
annual  fee.  Then  you  get  to  attend  monthly  roundta- 
bles  and  conferences.  There's  also  an  Internet  chat 
room.  Nearly  a  third  of  The  Forbes  400  belong  to  the 
New  York-based  institute,  according  to  founder 
Charlotte  Beyer. 

The  Chicago-based  Family  Office  Exchange  is  a  clear- 
ing house  for  family  offices  and  those  looking  to  service 
them.  It  helps  families  decide  whether  a  private  invest- 
ment office  is  appropriate  for  them.  Such  counsels  can 
be  uncomfortable.  One  blue-blooded  family — almost 
none  of  whose  fourth-  and  fifth-generation  heirs  work — 
realized  that  its  money  was  running  thin.  So  the  office 
manager  asked  Sara  Hamilton,  the  group's  president,  to 
tell  sixth  generation  members  to  find  work.  "Very  often 
the  gatekeeper  takes  on  the  role  of  regent  in  preparing 
the  next  generation  to  take  responsibility  for  its  wealth," 
says  James  Hughes,  a  New  York  attorney  who  advises 
rich  families. 

Sometimes  a  gatekeeper  is  the 
family's  trust  and  estate  attorney.  In 
Los  Angeles,  Jon  Gallo,  a  partner  in 
Greenberg  Glusker  Fields  Claman 
&  Machtinger,  works  with 
Hollywood  moguls.  Gallo  struc- 
tured Aaron  Spelling's  estate  plan, 
advised  on  insurance  policies  and 
found  investment  managers.  For 
Cleon  Knapp,  founder  of  Knapp 
Communications,  Gallo  helped 
select  trustees  for  a  foundation  and 
family  trusts. 

And  then  there  is  the  Center  for 
the  Study  of  Taxation,  whose  digs 
are  attached  to  Patricia  Soldano's 
multiclient  family  office  in  Orange 
County.  Its  goal:  abolishing  inheri- 
tance taxes.  If  that  were  to  happen  it 
would  mean  a  lot  more  assets  for 
these  folks  to  manage. 

-RL  and  S.M.  Hi 
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When  the  Zurich  Group  merg< 
It's  what  we're  here  for.  It's  wh; 
we  are  in  1998.  A  new  comp 
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ZURICH 

FINANCIAL  SERVICES 

Your  aspirations.  Our  passion. 


best  of  insurance  and  investment  management, 
steps  perfected  over  years  and  years.  Now  here 
let's  meet.  How  about  your  side  of  the  table? 


www.zurich.com 


Family  Investing     J 


President,  Whittier  Trust 
South  Pasadena,  Calif. 

Established  in  1935  as  private  investment  office  for  descendants  of  oil  tycoon 
Mericos  H.  Whittier.  Began  managing  other  family  fortunes  in  1992.  Now  has 
30  non-Whittier  clients  and  manages  $3  billion  in  assets.  Investment  break- 
down of  client  portfolios:  10%  real  estate,  8%  oil  and  gas,  10%  venture  capi- 
tal, 2%  cash,  20%  fixed  income  (mostly  munis),  and  50%  in  equities.  Out- 
sources some  money  management,  pools  client  money  to  negotiate  better 
fees,  but  manages  two-thirds  of  assets  in-house.  Also  runs  in-house  private 
placement  and  venture  capital  fund.  Claims  22.3%  five-year  return  on  equity 
portfolio.  Provides  extensive  concierge  services,  including  corporate  jet  for 
rent  at  $2,000  an  hour. 

AVERAGE  FEE:  65  basis  points  (0.65%  of  total  assets),  Includes  tax  plan- 
ning and  preparation  and  extensive  concierge  services. 
FAVORITE  STOCK:  "You  can't  just  talk  about  one  stock.  You  need  100 
names  with  several  different  investment  approaches  to  complement  each  other." 
CREDO:  "We  don't  look  at  earnings  expectations  three  to  six  months  down 
the  road,  but  ten  years — can  they  be  sustained?  That's  most  important." 


into  the  family." 

The  family  office  is  a  growing 
phenomenon.  A  Chicago -based  advi- 
sory group,  Family  Office  Exchange, 
estimates  that  there  are  as  many  as 
.3,000  of  them  in  the  U.S.  And  more 
are  coming:  An  estimated  10,528 
households  in  the  U.S.  have  a  net 
worth  of  at  least  $50  million,  accord- 
ing to  market  research  firm  psi 
Global.  That's  a  big  enough  sum  to 
last  for  many  generations  if  well  man- 
aged— even  with  a  prolific  family. 

Flush  with  accumulated  wealth 
from  the  past,  these  offices  are  pro- 
viding a  rich  source  of  capital  for  a 
growing  economy.  With  their  orien- 
tation to  the  future  (and  to  the  long 
haul),  these  family  offices  are  eager 
investors  in  IPOs  and  new  ventures. 
They  are  also  prime  targets  for  hedge 
funds,  of  which  there  are  now  4,000 
in  the  U.S. 

Investment  institutions  aimed  at 
preserving  family  wealth  are  not  new. 
U.S.  Trust,  established  in  1853,  has 
managed  money  for  such  illustrious 
names  as  Marshall  Field  and  John 
Phelps.  But  in  a  Schumpeterian 
economy,  with  fortunes  constantly 
destroyed  and  created,  potential 
clients  have  demanded  a  more 
aggressive  investment  posture.  Ten 
years  ago  about  90%  of  U.S.  Trust's 
clients  handed  over  all  their  money 
to  it  for  management,  but  today  70% 
of  its  clients  use  multiple  managers, 
says  Loraine  Tsavaris,  managing 
director  of  the  bank's  wealth  man- 
agement unit.  Indeed,  U.S.  Trust 
recently  acquired  ctc  Consulting,  an 
outfit  that  helps  select  money  man- 
agers for  the  rich. 

The  Forbes  400  are  certainly 
good  customers — and  not  just  the 
old  money.  With  great  fortunes 
being  created  almost  monthly  in  our 
dynamic  economy,  more  and  more 
newly  wealthy  people  are  beginning 
to  ponder  the  problem  of  long-term 
dissipation  of  wealth.  Family  offices 
serving  the  Whittier,  Phipps  and  Pit- 
cairn  fortunes  have  started  managing 
fortunes  for  other  families,  thus 
spreading  the  costs  over  a  wider  base 
and  giving  the  offices  greater  invest- 
ment clout.  Some  family  offices,  like 
New  York's  tag  Associates,  have 
served  multiple  families  from  the 
outset. 
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Family  Investing     It 

On  selling  his  company,  Cable- 
vision,  to  Time  Warner  in  1996  for 
more  than  $2  billion,  Alan  Gerry 
(131st  on  The  Forbes  400)  formed  a 
private  family  office,  Granite  Associ- 
ates. Gerry  emerged  from  the  deal 
with  $600  million,  which  he  then 
farmed  out  to  various  hedge  funds 
through  intermediaries  like  James  R. 
Hedges  IV's  ljh  Alternative  Invest- 
ment Advisors.  Gerry  boasts  that  the 
office  has  returned  40%  a  year.  "It's 
as  good  as  still  being  in  the  cable 


business,"  he  says.    . 

Norman  Hascoe  (299th  on  The 
Forbes  400)  sold  his  semiconductor 
business  in  1983  to  AlliedSignal  for 
$100  million  in  cash  and  shares.  He 
first  opened  accounts  at  Goldman, 
Sachs  and  Salomon  Brothers,  but 
closed  them  when  he  noticed  the 
brokers  were  putting  most  of  his 
money  into  expensive  house-brand 
investment  products.  Not  wanting  to 
be  stuck  in  just  those  products, 
Hascoe  set  up  his  own  family  office 


in  Greenwich,  Conn.  Led  by  son 
Lloyd,  Hascoe  Associates  now  has  15 
full-time  employees  running  about 
$675  million  (Forbes  estimate). 

Why  do  men  and  women  who 
•made  fortunes  in  business  feel  they 
must  use  outsiders  to  invest  the  pro- 
ceeds? "People  feel  secure  about  how 
they  made  their  money  but  not 
about  investing  it  themselves," 
explains  Hedges,  himself  the  scion  of 
an  old-money  Tennessee  family  that 
made    its   pile   in    manufacturing. 


How  to  invest  like  a  billionaire 


Buy,  don't  sell.  It's  tough  to  compound  your  way  to  wealth 
if  you  have  to  fork  over  nearly  half  your  winnings  to  the  tax 
collector  every  year.  Serious  investors  looking  to  build 
wealth  rather  than  to  shoot  craps  like  to  hold  on  to  their  win- 
ners, thereby  avoiding  taxes  and  letting  compounding  work 
full  time. 

Don't  just  stick  to  stocks  and  bonds:  If  you  can  find  good 
ones,  use  alternative  investment  strategies  like  private  equity, 
venture  capital,  hedge  funds  and  distressed  securities. 
Don't  depend  exclusively  on  rising  markets.  There  are 
hedges  and  straddles  that  can  make  you  money  regardless 
of  what  the  market  does. 

If  you  don't  have  a  net  worth  of  at  least  a  couple  of  million, 
only  the  first  rule  applies  to  you.  For  those  who  do  have  that 
kind  of  money,  we  asked  our  select  group  of  gatekeepers  for 
investment  recommendations  available  to  ordinary  million- 
aires. They  don't  come  cheap,  and  they  aren't  foolproof,  but 
for  those  bored  with  ordinary  stocks  and  bonds  and  realty, 
here  are  some  alternative  investment  possibilities: 

BARR  ROSENBERG  MARKET  NEUTRAL  FUND.  Minimizes 
risk  by  hedging  the  market.  Buys  stocks  considered  under- 
valued, like  Network  Associates,  Unisys  and  Whirlpool.  Sells 
short  stocks  believed  to  be  overvalued.  If  the  valuation  judg- 
ments are  right,  you  should  make  money  whether  the  market 
goes  up,  down  or  sideways. 

Fund  opened  last  December,  but  claims  five-year  returns 
of  11.4%  after  expenses  for  similar  accounts.  Relatively  high 
turnover — meaning  high  tax  burden — and  2.5%  annual  fee. 
Minimum  investment:  $2,500. 

MICHAELANGELO,  L.P.  Convertible  hedge  fund  seeking  low 
volatility  and  insulation  from  ups  and  downs  of  S&P  500  by 
buying  convertible  bonds  and  selling  short  the  underlying 
stock.  Designed  to  perform  best  in  bear  market.  Five-year 
annualized  return:  9.5%  net;  up  13.2%  for  the  year  through 
August.  Annual  fee:  2%  plus  20%  of  performance  above  a 
hurdle  of  15%.  Minimum  investment:  $250,000  to 
$500,000.  Managed  by  Angelo,  Gordon  &  Co.,  New  York  City. 
MOUNT  LUCAS  MANAGEMENT  (MLM)  INDEX  FUND.  A 
managed  futures  account  that  tracks  an  index  of  25  com- 
modity and  financial  futures.  Only  launched  in  September,  but 
similar  unleveraged  private  accounts  up  16%  for  the  year 


through  Aug.  31.  First-year  fees:  2.35%,  plus  commissions, 
1.85%  thereafter.  Distributed  through  Atlanta-based  Aspen 
Partners.  Minimum  investment:  $25,000. 
HALCYON  PRIVATE  PAPER,  L.P.  Invests  in  company  restruc- 
turings and  distressed  securities.  Leveraged  private  partner- 
ship that  invests  in  debt  of  companies  with  significant  finan- 
cial or  business  problems,  hoping  to  capitalize  on  potential 
turnarounds.  Five-year  annualized  return  (net  of  expenses  and 
performance  fees)  15.2%;  up  7.7%  through  Aug.  31.  Annual 
fee:  2%  plus  20%  performance.  Minimum  investment: 
$250,000  to  $500,000  (must  have  net  worth,  including 
house,  of  $1.5  million).  Managed  by  Halcyon/Alan  B.  Slifka 
Management  Co.,  New  York  City. 

VANGUARD  INDEX  TOTAL  STOCK  MARKET  FUND.  Dull  but 
highly  tax-efficient  and  extremely  low  cost:  This  no-load  index 
fund  attempts  to  mimic  the  Wilshire  5000  by  investing  in  large, 
mid  and  small  caps.  Tax  efficiency  is  super  high  because  fund 
has  little  turnover  and  only  small  dividend  income.  Five-year 
annualized  return:  20.7%.  Annual  expenses:  0.20%.  Minimum 
investment:  $3,000. 

DGHM  REIT  PARTNERS  LP.  For  investors  wanting  real  estate 
exposure  with  high  income  at  relatively  low  risk.  A  third  of  the 
portfolio  yields  better  than  8%  but  sells  below  asset  valuation. 
Five-year  annualized  return:  18.1%.  Annual  expenses:  1%.  Min- 
imum investment:  $250,000.  Monthly  withdrawal.  Managed  by 
Dalton,  Greiner,  Hartman,  Maher  &  Co.,  Naples,  Fla. 
HALCYON  INSTITUTIONAL,  L.P.  Unleveraged  hedge  fund 
that  trades  stocks  involved  in  mergers,  reorganizations,  as 
well  as  "event"  investments.  Five-year  annualized  return  (net 
of  all  fees):  14.4%;  up  6.0%  through  August.  Annual  fee:  2% 
plus  20%  performance.  Minimum  investment:  $250,000  to 
$500,000  (must  have  net  worth,  including  house,  of  $1.5 
million).  Also  managed  by  Halcyon,  New  York  City. 
WARBURG  PINCUS  POST-VENTURE  CAPITAL  FUND. 
Invests  in  publicly  traded  companies  when  they  emerge  from 
venture  capital  financing.  Largest  holdings  include  Staples, 
Cisco  and  amusement  parks  company  Premier  Parks. 

Also  owns  some  private — i.e.,  unmarketable — equity.  Fund 
took  beating  in  market  selloff,  down  17.7%  through  Aug.  31. 
Since  its  inception  in  1995,  annualized  return  through  June: 
28.4%.  Annual  fee:  1.65%.  Minimum  investment:  $2,500. 

-S.M.  and  R.L.  IB 
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DA  VINCI  DIDN'T  MESS 

WITH  THE  MONA  LISA. 

BEETHOVEN  DIDN'T  FUTZ 

WITH  HIS  5TH  SYMPHONY. 


SLACKERS. 


Introducing  the  newly  redesigned  Infiniti' 
Q45f  for  1999.  The  thinking  behind  it:  Why 
stop  at  great?  Give  it  a  new  grille  bookended 
with  aerodynamic  Xenon  front  headlights. 
Low  profile  225/50  V-rated  tires  that  grip  the 
road.  An  electronic  suspension  that  allows  you 
to  choose  between  a  high-performance  or 
sophisticated  ride.  Load  it  with  amenities  like 
an  automated  rear-window  sunshade  and  the 
signature  Infiniti  analogclock.  And  add  a  host 
of  other  advancements,  all  standard  as  well. 
The  new  Q45t.  The  product  of  inspired  crafts- 
men, who  also  double  as  meticulous  perfec- 
tionists. Unlike  a  couple  of  people  we  know  of. 

INFINITI. 

OWN  ONE  AND  YOU'LL  UNDERSTAND 

www.infmiti-usa.com/800-499-5900 


Family  Investing     J= 


"They  also  don't  have 
the  time." 

Computer  billionaire 
Michael  Dell  (4th  on 
The  Forbes  400)  cer- 
tainly doesn't,  but  nei- 
ther does  he  want  to  tie 
his  family's  long-term 
future  to  a  single  com- 
pany in  a  single  indus- 
try. The  Texas  technol- 
ogy tycoon  has  taken  an 
estimated  $1  billion  of 
his  fortune  and  opened 
an  investment  office, 
msd  Capital  (his  ini- 
tials), in  New  York.  He 
has  given  the  managers 
a  broad  mandate  to 
spread  that  money 
among  private  equity 
deals,  public  stocks  and 
venture  capital. 

Dell,  father  of  four, 
doesn't  want  his  and  their 
heirs  to  have  to  drive  a 
cab  50  years  from  now. 
Moreover,  people  like 
Dell  are  wise  enough  to 
know  that  there's  no 
telling  how  a  child  or 
grandchild  will  turn  out. 
Huntington  Hartford 
was  heir  to  a  vast  grocery 
store  fortune  but  squan- 
dered every  penny  and 
ended  up  a  virtual  pauper. 
Lawrence  Coolidge, 
senior  trustee  of  Loring, 
Wolcott  &  Coolidge,  an 
office  serving  multiple 
families  in  Boston,  had  to 
deal  with  one  22-year-old 
heiress  who  wanted  to 
sign  over  her  entire  inher- 
itance to  an  Indian  guru. 
In  an  emotional  session, 
while  the  guru's  repre- 
sentative waited  outside 
with  a  suitcase  to  take  the  securities 
back  to  India,  Coolidge  prevailed  on 
his  client  to  give  half  her  money  to  her 
mother  and  only  half  to  her  guru. 

The  rich,  as  F.  Scott  Fitzgerald 
famously  remarked,  are  different 
from  the  rest  of  us — and  so  are  their 
problems,  tag  Associates,  which 
manages  $1.5  billion  for  wealthy 
families,  takes  care  of  buying  homes, 
managing  family  planes,  paying  bills, 


Nancy  Jacob 

President,  Windermere  Investment  Associates 
Portland,  Ore. 

An  economist  and  former  business  school  dean,  Jacob  represents  wealth 

the  country,  including  Texas,  California  and  Tennessee.  She  opened  her  d 

now  has  a  staff  of  17.  Works  with  some  20  families  worth  $7  billion  in  assets.  Tax-efficient 

investing  is  her  mantra.  For  wealthy  clients  she  buys  a  form  of  life  insurance  that  can 

invest  in  hedge  funds.  The  insurance  policy  shelters  ordinary  and  capital  gains  income  from 

taxation.  This  compounds  the  rate  of  return.  Otherwise,  she  eschews  hedge  funds.  "Some 

hedge  funds  have  100%  turnover.  Pretax,  their  return  might  be  18%,  but  aftertax,  it's  only 

11%,"  says  Jacob.  "And  11%  for  risk  of  a  blowup  isn't  worth  it." 

AVERAGE  FEE:  Rat  fee  on  a  project-by-project  basis;  $30,000  minimum  for  basic  asset 

allocation  and  manager  selection;  some  clients  pay  over  $300,000  a  year. 

FAVORITE  PICK:  Tax-efficient  index  funds  like  Vanguard  Total  Stock  Market  Fund. 

"Index  funds  are  low  cost,  tax-efficient,  diversified  and  they  don't  blow  up." 

CREDO:  "We  take  a  long-term  preservation  and  survival  approach,  not  a  get-rich-quick 

approach.  The  two  are  very  different." 


bailing  offspring  out  of  jail.  Whitti- 
er  Trust,  which  grew  out  of  the 
Whittier  family  office  in  Los  Ange- 
les, keeps  a  jet  available  (for  a  fee,  of 
course)  to  clients  who  may  get  a 
sudden  impulse  to  take  a  trip  but 
don't  want  to  stand  in  line  waiting 
for  the  call  to  board  a  crowded  com- 
mercial jet.  In  Orange  County, 
Patricia  Soldano,  owner  and  presi- 
dent ot  Cymric,  a  multiramily  office, 


spends  a  good  deal  of  her  time  as  a 
board  member  of  private  family 
companies;  only  40%  of  her  time  is 
spent  on  investments. 

Is  a  family  office  for  you?  Family 
Office  Exchange  estimates  $50  mil- 
lion in  assets  as  the  absolute  mini- 
mum to  make  a  family  office  worth 
its  keep. 

On  the  other  hand,  there's  a  cer- 
tain prestige  value  for  a  family  that 
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Tank"  Franchise  Watch 

Solid  steel.  Automatic  movement. 
Water  resistant  to  30  meters. 


ATLANTA  •  BAL  HARBOUR  ■  BEVERLY  HILLS  •  BOCA  RATON  •  BOSTON  •  CHEVY  CHASE  •  CHICAGO  •  DALLAS  ■  HONOLULU 
HOUSTON  LAS  VEGAS  ■  MONTREAL  ■  NEW  YORK  ■  PALM  BEACH  •  SAN  DIEGO  ■  SAN  FRANCISCO  ■  SOUTH  COAST  PLAZA  ■  ST  LOUIS 
TORONTO    •    VANCOUVER    ■    ARUBA    ■    FREEPORT    •    NASSAU         SAN    JUAN    •    ST.    BARTHELEMY         ST.    MARTIN    •    ST.    THOMAS 

For  o  copy  of  our  catalog,  coll  1-800-CARTIER 
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Family  Investing     J 


already  has  a  half-dozen  homes,  a 
private  jet  and  an  art  collection.  Says 
Michael  Stolper,  head  of  San  Diego- 
based  Stolper  &  Co.,  an  investment 
consulting  firm:  "A  family  office  is  a 
not-so-subtle  way  of  announcing 
that  the  family  is  in  the  big  leagues. 
Many  of  them  are  hugely  ineffi- 
cient— with  both  staff  and  salary 
creep." 

There  is  also  the  risk  of  tying  up 
large  chunks  of  wealth  in  illiquid  pri- 
vate partnerships  like  go-go  hedge 


funds  and  other  alternative  invest- 
ments. This  business  has  boomed  in 
a  raging  bull  market — but  these 
kinds  of  investments  can  go  bad  fast 
in  a  bear  market,  leaving  a  family 
short  of  spendable  money. 

To  manage  their  fortune  from  dis- 
count closeout  store  Pic  'N'  Save,  the 
Zimmerman  family  of  Fairfield,  Iowa 
hired  William  Elkus,  a  bright  M.B.A. 
with  a  consulting  background.  He  set 
up  five  different  funds,  some  in 
partnerships  with  other  family  offices 


(including  the  Rockefellers').  The 
$150  million  real  estate  fund  lost  90% 
of  its  value  alone.  The  Zimmermans 
probably  wish  they  had  invested  in  a 
few  good  mutual  funds. 

"A  lot  of  offices  are  putting  too 
much  money  in  hedge  funds, 
venture  capital  and  emerging  mar- 
kets," says  Lawrence  Coolidge — 
warning  that  a  properly  managed 
fortune  should  balance  the  goal  of 
wealth  creation  with  that  of  wealth 
preservation.  H 


Lawrence  Coolidge 

Senior  trustee,  Loring,  Wolcott  &  Coolidge 
Boston,  Mass. 


In  the  early  1 
savings  with  actua. 


investing  in  stocks  and  bonds  of  local  turnpikes  and 
bridges.  Fortunes  are  still  being  made  at  this  Boston 
Brahmin  office,  the  successor  to  Bowdltch,  offering  com- 
prehensive fiduciary  services  as  well  as  Investment 
strategy.  Members  of  the  Loring,  Coolidge  and  Weld 
families — old-money  names  in  Boston — have  their 
estates  here. 

With  $3.5  billion  under  management,  Coolidge  concen- 
trates on  50  high-quality  growth  stocks.  Favors  very  low 
turnover,  usually  less  than  5%  per  year.  The  office  avoids 
foreign  stocks  and  hedge  funds,  the  latter  too  expensive 


■PPPPP 


met.  Motto:  "Unless 
eyre  patient  long-term  investors,  they  go  elsewhere. 
That's  the  filter  we  use."  Claims  to  have  beaten  the  S&P 
500  for  the  past  20  years. 

AVERAGE  FEE:  70  basis  points  (0.70%)  plus  charges  for 
tax  preparation. 

FAVORITE  PICK:  Automatic  Data  Processing,  which  has 
37-year  record  of  quarterly  earnings  increases  of  more 
than  10%.  "If  you're  going  to  be  on  a  desert  island  for  20 
years  and  can  only  own  one  stock,  it's  Automatic  Data 
Processing." 

CREDO:  "Beat  the  S&P,  sleep  at  night  and  pay  less 
taxes." 
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It's  the  smartest  way 
to  own  a  jet. 

About  three  and  one-half  years  ago, 
Warren  recognized  that  Executive  Jet's 
Netjets®  fractional  aircraft  ownership 
program  offered  him  the  flexibility, 
productivity  and  control  he  needed.  It 
also  made  smart  financial  sense.  That's 
why  he  bought  a  fractional  interest  in  the 
Netjets  program.  But  that  was  just  the 
beginning.  After  experiencing  the  safe 
and  professional  way  it  is  operated,  he 
decided  to  purchase  the  whole  company. 

Executive  Jet  is  the  world  leader  in 
fractional  jet  ownership  providing 
the  largest  fleet,  the  best  aircraft  and 
unparalleled  service.  Facts  that  have 
impressed  leaders  like  Warren  Buffett. 
Why  not  join  him?  Call  today  and  find 
out  how  easy  and  affordable  the  ultimate 
in  personal  and  business  transportation 
an  be.  1-800-821-2299. 


Judge  a  company  by  the  customers  it  keeps.      EXGCUtlVGlct 


NETJETS 


Executive  Jet  is  a  Berkshire  Hathaway  Inc.  company. 


I    Netjets '  and  Netjets "  Europe  are  products  of  Executive  Jet.  Gulfstream  Shares  -'  is  a  product  of  Executive  Jet  and  Gulfstream?  Fractional  aircraft  shares  are  available  in  small, 
size  and  large  cabin  business  jets  including  the  Citation  S/II,  Citation  V  Ultra,  Citation  VII,  Hawker  800XP,  Citation  X,  Falcon  2000,  Gulfstream  IV-SPf  and  the  Boeing  Business  Jet. 


Water  is  a  vital  resource  for  life. 
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for  treating  water. 


From  paper  and  mineral  processing  to  municipal  wastewater 
treatment,  Ciba  adds  value  by  providing  clear  solutions. 

Necessary  to  life  and  commerce,  water  is  becoming  an  increasingly  valuable  and  strategic  resource. 
As  a  result,  the  treatment  of  water  can  provide  stronger  revenue  streams  than  ever  before.  To  maximize 
opportunities  for  consumers,  our  customers  and  our  shareholders,  Ciba  Specialty  Chemicals  has 
dramatically  expanded  its  capabilities  by  acquiring  Allied  Colloids  and  creating  a  new  worldwide  Water 
Treatments  division.  Not  only  can  we  purify  water  of  pollutants,  but  we  are  also  able  to  dry  and 

concentrate  materials.  The  powerful  combination  of  expert  people,  quality 
products,  global  reach  and  outstanding  service  positions  us  to  meet 
growing  market  demands. 

As  our  world's  need  for  clean  water  rises,  so  do  our  water  treatment  capabilities. 
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For  more  information  about  Ciba  Specialty  Chemicals, 
visit  our  website  at  www.cibasc.com  or  fax  914  785  2211. 
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Value  beyond  chemistry 
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If  you're  rich  enough, 

it  may  pay  to  own  your 

own  trust  company. 


Trust  yourself 


By  Brigid  McMenamin 


Not  satisfied  with  an  old-fash- 
ioned family  office?  Want 
more  than  just  a  gatekeeper? 
How  about  your  own  private  trust 
company? 

In  this  age  of  exploding  wealth, 
the  number  of  captive  trust  outfits  is 
over  50  and  growing  fast — up  from 
perhaps  a  dozen  only  eight  years  ago. 
Families  who  have  recently  formed 
private  trust  companies  include  the 
Bells  of  General  Mills,  the  Cargills  of 
the  grain-trading  company,  the  Pratt 
family  of  Standard  Oil  and  the  Ziff 
publishing  dynasty. 

"In  the  last  24  to  36  months  it's 
just  exploded,"  marvels  lawyer  John 
P.C.  Duncan  of  Jones,  Day,  Reavis  & 
Pogue  in  Chicago.  He  has  set  up  five 
new  family  trust  firms  for  clients  and 
has  five  more  in  the  works. 

One  reason  for  the  sudden  popu- 
larity: it's  increasingly  hard  to  find  a 
good  trustee  willing  to  take  on  the 
responsibility.  Consider  the  trouble 
that  haunted  Pamela  Harriman 
almost  to  her  grave. 

In  1994  heirs  of  Harriman's  third 
husband  sued,  accusing  her  and 
trustees  Clark  Clifford  and  Paul 
Warnke  of  squandering  their  patri- 
mony. Harriman  had  to  sell  about 
$18  million  worth  of  Picassos, 
Renoirs  and  Matisses  to  buy  them 
off.  The  suit  was  settled  in  1995,  but 
her  cross-claims  against  trustees  and 
advisers  lingered  until  1996,  the  year 
before  she  died. 

Who  needs  that  kind  of  hassle? 
Why  are  trustees  so  vulnerable?  As  a 
fiduciary,  a  trustee's  highest  duty  is 
to  administer  and  invest  trust  assets 
prudently  for  the  sole  benefit  of  the 
beneficiaries,  who  can  hold  a  trustee 
liable  for  failing  in  any  respect.  As  the 


holder  of  legal  tide  to  trust  assets,  the 
trustee  may  also  be  liable  to  the  IRS, 
tort  plaintiffs,  other  parties  to  con- 
tracts and  even  third-party  beneficia- 
ries of  those  contracts.  So  even  if 
there's  lots  of  money  involved,  it's 
not  easy  these  days  to  find  a  good 
trustee. 

"Being  a  trustee  is  an  enormous 
responsibility  as  well  as  an  imposi- 
tion," says  Ellen  M.  Perry,  40,  wife 
of  newspaper  and  submarine  heir 
Henry  A.  Perry,  50,  and  president  of 
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the  Perry  family  office.  Leery  of  find- 
ing someone  willing  and  qualified  to 
serve  as  trustee  for  the  wealth  that 
will  someday  go  to  Henry's  two  chil- 
dren, Perry  last  year  chartered  Teton 
Trust  Co.  in  Jackson,  Wvo.  Perry 
herself  runs  the  firm,  which  acts  as 
trustee  for  the  Perrys  and  several 
other  families,  holding  title  to  some 
$100  million  in  assets. 

With  a  private  trust  company,  the 
firm  itself — not  the  individual  officers 
or  directors — is  liable  for  any  breach 
of  fiduciary  duty.  A  trust  company 
executive  or  director  can  be  sued 
only  for  failing  to  exercise  reasonable 
business  judgment — a  contention 


I 


very  difficult  to  prove  in  court. 

Iowa  shopping-mall  pioneers 
Matthew  and  Martin  Bucksbaum 
might  have  liked  to  make  their  long- 
time family  lawyer  Marshall  Eisen- 
berg  trustee  of  their  wealth.  Instead, 
the  brothers  chartered  General  Trust 
Co.  in  Sioux  Falls,  S.D.  in  1989. 

Rather  than  trustee,  Eisenberg  is 
chief  executive  and  director.  That 
way,  the  Bucksbaums  have  control, 
and  Eisenberg  needn't  fear  lawsuits. 

Owning  a  trust  company  gives  the 
family  the  permanence  of  a  corporate 
trustee  without  ceding  control  over 
trust  assets.  That's  no  doubt  one  of 
the  reasons  that  the  descendants  of 
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Your  passion  and  imagination  no  longer  need  be 
suppressed  by  the  limited  technology  of  your  camcorder. 

InrRoducing  rhc  JVC  QR-DVL9000 

...the  digital  camcorder  that  lets  you  do  more  than  just  capture  an  image  -  it  lets 
you  capture  a  feeling.. .a  mood. ..a  moment. ..a  true  reflection  of  your  soul. 

The  difference  is  in  superior  technology.  A  progressive  scan  CCD  delivers  unmatched 
picture  quality  with  exceptional  500  line  resolution.  The  compact  1.5  pound  package  fits 
easily  in  the  palm  of  your  hand,  and  a  bright,  clear,  four-inch  LCD  monitor  reproduces  your 
images  brilliantly  right  before  your  eyes.  Countless  other  features  include  a  200x  digital  zoom, 

full  digital  effects,  the  ability  to  also  capture  over  900  digital  stills  on  a  single 

video  cassette,  PCM  digital  stereo  sound,  and  more. 

The  GR-DVL9000  from  JVC.  Once  the  window  is  open,  there's  no  limit  to 
where  you  can  go.    www.jvc.com 


JVC 
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publisher  William  B. 
Ziff  Sr.  founded 
Amelia  Family  Trust 
Co.  in  1992. 

The  Ziffs  previ- 
ously had  individual 
trustees — often  rela- 
tive s — watching 
over  the  trust  that 
Bill  Ziff  Jr.  set  up  in 
1969  for  sons  Dirk, 
now  34,  Robert,  32, 
and  Daniel,  26.  Of 
course,  individual 
trustees  eventually 
die.  How  to  estab- 
lish permanence 
without  relinquishing  control  to  a 
corporate  trustee? 

Woodcliff  Lake,  N.J. -based  Amelia 
Family  Trust  Co.  solved  the  prob- 
lem. Unlike  individual  trustees, 
Amelia  can  live  forever.  As  share- 
holders and  from  time  to  time  as 
officers  and  members  of  Amelia's 
board  of  directors,  the  brothers  Ziff 
have  virtually  as  much  control  over 
the  trust  assets  as  they  would  as 
trustees,  whether  or  not  they  ever 
decide  to  exercise  it. 

A  big  advantage  of  a  private  trust 
company  is  that  it  can  pool  small 
trusts  in  a  common  trust  fund  invest- 
ed collectively  for  many  family  mem- 
bers and  other  beneficiaries  without 
being  constricted  by  the  regulations 
imposed  on  mutual  funds  and  hedge 
funds.  That's  flexibility  for  less 
wealthy  family  members  who,  for 
example,  can't  qualify  for  a  hedge 
fund — which  typically  requires  a  net 
worth  of  at  least  $1  million. 

Until  last  year  the  youngest  of  the 
almost  700  descendants  of  Charles 
Pratt,  John  D.  Rockefeller's  partner, 
had  their  money  in  mutual  funds 
because  they  had  less  than  $1  million 
each.  "They  couldn't  access  high- 
quality  investment  management," 
says  Richardson  (Jerry)  Pratt  Jr., 
chairman  of  the  clan's  107-year-old 
New  York-based  family  office, 
Charles  Pratt  &  Co.  LLC.  which 
serves  250  of  his  kin. 

Looking  to  improve  their  lot, 
Pratt,  75,  last  year  founded  Dosoris 
Trust  Co.  with  $620,000.  "This  is 
just  a  very  easy  way  of  providing 
high-quality  investment  manage- 
ment to  young,  less  wealthy  mem- 
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bers  of  the  family," 
says  Pratt. 

Buffett  demi- 
billionaire  Stewart 
Horejsi  of  Salina, 
Kans.  (see  story,  p. 
129),  founded  Bad- 
lands Trust  Co.  in 
Sioux  Falls,  S.D.  last 
year.  Before  that,  he 
oversaw  six  trusts 
loaded  with  Berk- 
shire Hathaway 
stock  for  the  benefit 
of  himself,  wife 
Fran,  his  grown  chil- 
dren John  and 
Susan,  and  his  4-year-old  grandson 
and  2 -year-old  granddaughter.  Then 
60,  Horejsi  knew  it  was  high  time  he 
named  a  successor  but  feared  ceding 
control  to  a  trust  company. 

"I  think  they  play  defense  more 
than  offense,"  says  Horejsi,  recalling 
that  his  company's  $27  million 
profit-sharing  plan  was  once  "mis- 
managed by  a  New  York  City  trust 
department."  Horejsi  also  knew  a 
corporate  trustee  would  balk  at  hold- 
ing almost  nothing  but  Berkshire 
Hathaway,  as  he  does:  "They'd  want 
to  diversify." 

One  reason  Horejsi  chose  South 
Dakota  is  that  it  has  no  personal  income 
tax.  Also  popular  are 
other    low-    or    no- 
income-tax  states  like 
Wyoming  and 

Delaware,  which 
impose  no  tax  on 
trusts. 

Changes  in  state 
laws  are  fostering 
private  trust  compa- 
nies. Several  have 
relaxed  the  old  rule 
against  perpetuities, 
which  outlaws  tying 
up  assets  for  much 
more  than  one  gen- 
eration. Idaho, 
South  Dakota,  Illi- 
nois, Wisconsin, 
Alaska  and  Delaware 
now  allow  you  to 
lock  up  wealth  for- 
ever in  a  so-called 
dynasty  trust.  The 
only  catch  is  that 
you  must  use  a  local 


trustee. 

Catering  to  private  trust  company 
formation,  a  few  states  have  relaxed 
capital  requirements,  too.  Delaware 
now  permits  private  trust  firms  to  put 
up  just  $750,000  instead  of  $25  mil- 
lion as  before.  Texas  demands  just 
$150,000,  down  from  $1  million, 
and  exempts  family  trust  companies 
from  most  regulations. 

What  about  the  cost?  Startup 
expenses  for  a  private  trust  company 
can  run  between  $100,000  and 
$300,000.  Most  states  mandate 
hiring  a  seasoned  trust  officer,  who 
might  command  $50,000  to 
$125,000  or  more.  So  figure 
$150,000  to  $350,000  per  year  to 
operate. 

Sometimes  it  costs  more.  Rowland 
Stebbins  III,  a  Harvard-trained  lawyer, 
spent  nearly  $1.8  million  last  year  to 
run  Market  Street  Trust  Co. — which 
also  acts  as  the  family  office  for  the 
descendants  of  Amory  Houghton  of 
Corning  Inc.  Founded  in  1987,  the 
company  has  $770  million  under 
management. 

Want  a  trust  company  without  all 
the  costs?  Buy  shares  in  a  closely  held 
trust  company  and  use  it  yourself.  The 
Community  Trust  Co.,  based  outside 
Harrisburg,  Pa.,  was  founded  in  1992 
by  attorney  Lowell  R  Gates,  37,  and 
financial  planner 

Matthew  Amos,  38. 

Community  Trust 
started  as  a  not-for- 
profit  to  duck  the 
state  law  requiring 
$1.5  million  in  start- 
ing capital.  Using 
desktop  computers  to 
manage  accounts, 
they  could  match  big 
trust  companies  by 
charging  just  1%  com- 
pared with,  say,  1 .25% 
at  Mellon  Bank. 

Today,  Community 
Trust  has  $32  million 
under  management  in 
132  accounts.  It  has 
converted  to  a  for- 
profit  enterprise  and 
is  making  a  $975,000 
private  placement. 
So  far,  they  have  at- 
tracted 63  would-be 
owners.  ■ 
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OBSERVATIONS 


Privacy  and  piracy 


By  Thomas  Sovvell 

Perhaps  no  image  better  cap- 
tures the  duplicity  of  Bill  Clin- 
ton than  the  videotape  of  him 
emerging  from  church  services 
on  Easter  Sunday,  carrying  a 
Bible — on  his  way  back  to  the 
White  House  and  a  rendezvous 
with  Monica  Lewinsky.  Such 
duplicity  has  been  the  hallmark 
of  both  Clintons,  whether  in 
Arkansas  or  in  Washington,  and 
whether  the  issue  concerned  sex, 
money  or  anything  else. 

Just  as  Bill  Clinton  has  tried  to 
escape  a  perjury  charge  by 
redefining  "sex"  and  "alone,"  so 
Hillary  Clinton  sought  to  escape 
a  perjury  charge  in  connection 
with  a  fraudulent  land  deal 
known  as  Castle  Grande  by 
saying,  "the  term  'Castle 
Grande'  was  not  defined"  after 
she  had  denied  under  oath  that  she  knew  anything 
about  it — and  after  evidence  later  surfaced,  showing 
that  she  did.  Castle  Grande  was  a  highly  publicized 
land  deal  in  Arkansas — perhaps  not  as  highly  publi- 
cized as  sex,  but  equally  unmistakable. 

Moreover,  Castle  Grande  was  part  of  a  much 
larger  series  of  frauds  connected  with  Madison  Guar- 
anty Savings  &  Loan  that  caused  an  experienced  fed- 
eral bank  examiner  to  rate  this  institution  among  the 
5  worst  frauds  he  had  seen  in  20  years.  It  had  every- 
thing, including  tricky  accounting,  back-dated  docu- 
ments, altered  minutes,  non-recourse 
loans  to  insiders,  and  false  transfers  of 
land  and  money.  It  also  had  Hillary 
Clinton  as  its  attorney. 

After  Mrs.  Clinton's  "lost"  billing 
records  were  discovered  by  a  White 
House  employee,  there  was  now  hard 
evidence  that  she  prepared  one  of  the 
documents  used  in  the  Castle  Grande 
fraud.  How  much  deeper  her  involve- 
ment was  in  this  and  other  illegal 
activities  at  Madison  Guaranty  may 
never  be  known,  because  she  ordered 
her  records  destroyed  at  the  Rose  Law 
Firm  in  1988,  while  the  case  was 
under  investigation.  Her  story  was 
that  she  just  needed  more  storage 
space,  but  the  law  firm  offered  micro- 


filming and  Hillary  specified  destruction 
without  microfilming. 

The  clever  wording  that  long  ago 

earned  her  husband  the  title  of  "slick 

Willie"  was  equally  exhibited  by  Mrs. 


In  Arkansas, 
as  in 

Washington, 
the  powers  of 
government 
were  repeat- 
edly used  by 
both  Clintons 
for  private 
benefit. 


Clinton  when  she  said,  "I  don't  know 
how  the  records  came  to  be  found  where 
they  were  found"  in  the  White  House.  But  the  real 
issue  was  wholly  different — how  subpoenaed  docu- 
ments become  "lost"  in  the  first  place.  How  they 
came  to  be  found  where  they  were  found  is  at  most  a 
footnote  to  history — or  perhaps  an  indictment. 

In  Arkansas,  as  in  Washington,  the  powers  of  govern- 
ment were  repeatedly  used  by  both  Clintons  for  private 
benefit.  Jim  McDougal,  who  ran  Madison  Guaranty — 
and  who  was  a  business  partner  of  the  Clintons  in  the 
Whitewater  Development  Corporation — was  allowed 
to  select  individuals  that  Governor  Clinton  appointed 
to  the  state  agency  regulating  savings  and  loan  associa- 
tions, such  as  his  own.  Then  Hillary  Clinton,  as  attor- 
ney for  Madison  Guaranty,  appeared  before  these  offi- 
cials that  her  husband  had  appointed. 

When  health  officials  moved  to  sanction  McDougal 
for  failing  to  honor  repeated  agreements  and  warnings 
to  put  adequate  sewage  facilities  in  some  property  he 
was  developing,  those  officials  and  their  superiors  were 
summoned  to  the  governor's  office  and  told  that 
McDougal  was  "a  friend  of  mine."  Later,  three  of 
these  health  officials  were  fired.  This  was  a  foretaste  of 
a  later  unexplained  furloughing  of  a  trio  of  federal 
investigators  who  insisted  on  looking  into  the  White- 
water-Madison frauds,  despite  warnings  from  their 
superiors,  after  the  Clintons  were  in  the  White  House. 

Throughout  their  whole  careers,  both  Clintons  have 
treated  rules  and  laws  as  not  applying  to  them.  When  an 
official  of  Madison  Guaranty  warned  Mrs.  Clinton  that 
what  they  were  planning  violated  state  regulations,  his 
concerns  were  "summarily  dismissed,"  he  said.  When  a 
Certified  Public  Accountant  warned  Bill  Clinton  and  Jim 
McDougal  about  the  tax  laws  in  one  of  their  transac- 
tions, the  governor  told  him  "to  back  off  and 
leave  the  issue  alone." 

None  of  this  had  anything  to  do  with  sex 
or  with  the  Clintons'  "private"  lives  that 
were  "nobody's  business  but  ours."  Yet, 
during  his  Aug.  17  speech,  the  President 
referred  to  a  "private"  business  deal  that 
Kenneth  Starr  was  inexplicably  looking 
into — that  is,  Whitewater.  The  failure  to  dis- 
tinguish what  is  public  from  what  is  private 
has  been  a  recurring  pattern  with  the  Clin- 
tons. Claiming  an  attorney-client  privilege 
for  government-paid  lawyers — whose  clients 
are  the  taxpayers — was  typical. 

Using  the  powers  of  government  to  cor- 
rupt the  laws  and  functions  of  government 
is  not  private  conduct.  It  is  one  of  the  high 
crimes  and  misdemeanors.  m 


Dr.  Thomas  Sowell  is  an  economist  and  a  senior  fellow  at  the  Hoover  Institution  in  Stanford,  Calif. 
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For  a  certain  kind  of  immigrant 

the  streets  of  America  are  indeed 

paved  with  gold  these  days. 

Land  of  opportunity 


By  Reuven  Brenner 


America  has  created  a  system  in  which  anyone  with 
talent  and  energy  has  access  to  the  financial 
resources  needed  for  success.  That  alone  won't  lead 
to  fortune,  but  it  pretty  much  guarantees  that  talented 
people  don't  fail  for  lack  of  capital. 

Today  banks,  venture  capitalists,  underwriters  and  stock 
brokers  here  don't  much  care  who  your  grandfather  was 
or  whether  you  went  to  a  prep  school  or  dropped  out  of 
college.  All  they  care  about  is:  Can  we  make  some  bucks 
by  backing  this  guy  (or  gal)? 

This  is  not  true  in  Japan.  It  is  not  true  in  Brazil.  It  is  not 
even  true  in  France  or  Germany.  Their  economies  are 
dominated  by  giant  banks  and  giant  corporations,  and 
there  is  nothing  like  the  turnover  at  the  top  that  has  made 
Microsoft,  a  23-year-old  company,  the  most  highly  valued 
stock  in  the  U.S.  In  Germany,  Bill  Gates  might  well  have 


had  to  go  to  work  for  Siemens.  In  Japan,  Gates  most  cer- 
tainly would  have  ended  up  as  salaryman  for  Hitachi, 
Matsushita  or  Toshiba. 

This  open  access  to  capital — and  not  natural  resources 
or  luck — is  why  the  U.S.  is  the  most  prosperous  and  pow- 
erful nation  in  the  world.  Maybe  in  a  distant  future  some 
other  society  will  emulate  this  unique  feature  of  the  U.S. 
For  the  moment  none  has  done  so,  though  Hong  Kong 
until  recendy  came  close. 

The  entrepreneurial,  creative  spark  is  probably  random- 
ly distributed  around  the  world.  But  opportunities  for  that 
spark  to  burst  into  flame  are  not  evenly  distributed. 

The  same  tinder  that  is  available  to  native  entrepreneurs 
here  is  available  as  well  to  foreign  entrepreneurs  who  come 
here — which  explains  why  so  many  of  them  do  and 
explains  why  there  are  now  22  foreign-born  people  on  The 


KINGSTON  TECHNOLOGY  COFOUNDERS  DAVID  SUN  (LEFT)  AND  JOHN  TU 

From  friends  on  the  basketball  court  to  partners  in  a  business  that's  now  the  Microsoft  of  computer  upgrades. 
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In  the  most  modern  setting. 
Wool  Works. 

Join  us  for  our  special  "Wool  Works"  fall 
fashion  show,  featuring  versatile  wool  clothing 
for  women  and  men.  Saturday.  October  3rd  at 
2pm,  in  Century  City,  Tysons  Corner  Center, 
Short  Hills,  Chestnut  Hill,  and  North  Michigan 
Avenue 

Receive  the  PSION  Siena  as  your  gift  with 
a  selected  wool  purchase  of  500.00  or  more, 
made  from  October  1st  through  October  10th, 
while  supplies  last.  You  can  put  the  power  of 
a  computer  in  the  palm  of  your  hand.  Ask 
your  sales  associate  for  details. 


W'OOl  UAKk 


Joseph  &  Lyman:  Only  at 

BlOOmingdale'S  Two-button  brown 
wool  club  check  sportcoat  with  flap 
pockets,  395.00;  black  wool  gabardine 
'  reverse-pleat  trousers,  135.00.  In  Men's 
Tailored  Clothing  on  the  Lower  Level, 
59th  Street.  And  selected  stores.  For 
shopping  assistance,  call  At  His  Service, 
212-705-3030. 


Immigrants         J 

Forbes  400.  For  example:  John  Kluge  from  Germany, 
George  Soros  from  Hungary,  David  Sun  from  Taiwan, 
John  Tu  from  China,  Charles  Wang  from  China,  Fayez 
Sarofim  from  Egypt  and  Michel  Fribourg  from  Belgium. 

Together  these  entrepreneurs  have  accumulated  net 
assets  worth  some  $39  billion.  In  one  generation.  In  no 
other  country  in  the  world  can  you  find  immigrants 
making  such  strides. 

Just  as  the  chance  for  cheap  farmland  once  attracted  to 
America  the  hardiest  and  most  ambitious  among  Europe's 
poor  peasants,  so  do  entrepreneurial  opportunities  now 
attract  here  many  of  the  best  entrepreneurs  from  other 
societies.  Their  continuous  flow — the  self-selection  of  vital 
talents  from  around  the  world — enriches  an  already  healthy 
supply  of  home-bred  talent. 

The  rest  of  the  world  has  adopted  many  of  the  slogans 
of  U.S. -style  capitalism  without  accepting  the  reality.  Con- 
sider Russia.  When  communism  fell  nearly  a  decade  ago, 
Western  economists  were  jumping  up  and  down  with  slo- 
gans such  as  "freeing  prices"  and  "shock  therapies"  as  keys 
to  the  country's  quick  recovery.  I  said  then,  and  I  say  now, 
that  these  economists  did  not  know  what  they  were  talk- 
ing about.  Freeing  prices  has  absolutely  no  meaning  when 
the  vast  majority  of  people  have  neither  property  nor  access 
to  financial  markets. 

How  could  a  Russian  start  or  revive  a  business?  With  the 
value  of  even  modest  savings  wiped  out  by  hyperinflation, 
with  no  property  for  collateral  and  with  no  real  banks  or 
venture  capitalists,  where  were  they  to  get  the  money? 
There  are  only  five  ways  to  get  money  in  any  society: 
inheriting  it,  accumulating  it  by  saving,  raising  it  in  the 
financial  markets,  stealing  it  or  getting  it  from  the  govern- 
ment. The  Russians  have  no  inheritance,  no  savings,  no 
property  and  no  access  to  financial  markets.  The  people, 
therefore,  who  ended  up  as  owners  are  people  who  simply 
stole  the  capital  or  used  "connections." 

No  wonder  Russians  continue  to  vote  for  a  communist 
Duma:  The  government  remains  the  main  source  for  funds 
for  most  people  and  so  they  want  more  government,  not 
less.  It  is  not  surprising  that  the  post-communist  societies 
that  have  done  relatively  better — Poland,  Hungary  and  the 
Czech  Republic — were  places  where  most  people  either 
had  already  some  private  property  when  communism  col- 
lapsed, or  where  the  government  distributed  property  to 
most  of  the  population. 


Forbes  400  immigrants 


Name 

Worth  ■ 

Source 

Age  Country  of 

ttmll) 

origin 

John  Kluge 

$9,800 

investments 

84 

Germany 

Rupert  Murdoch 

5,600 

News  Corp 

67 

Australia 

George  Soros 

4,000 

investments 

68 

Hungary 

Edgar  Bronfman  Sr  2,800 

Seagram 

69 

Canada 

Barbara  Johnson 

1,700 

inheritance 

61 

Poland 

Michel  Fribourg 

1,700 

Continental  Grain 

85 

Belgium 

Fayez  Sarofim 

1,500 

investments 

69 

Egypt 

Steven  Udvar-Hazy 

1,300 

Intl  Lease  Finance 

52 

Hungary 

Charles  Wang 

975 

Computer  Assoc 

54 

China 

Marc  Rich 

975 

trading 

63 

Belgium 

Thomas  Flatley 

975 

real  estate 

66 

Ireland 

Leslie  Gonda 

960 

Intl  Lease  Finance 

79 

Hungary 

Pincus  Green 

925 

trading 

63 

Belgium 

Jerry  Yang 

830 

Yahoo! 

29 

Taiwan 

Bernard  Ebbers 

690 

WorldCom 

57 

Canada 

Teresa  Heinz 

660 

Heinz 

60 

Portugal 

Aubrey  Chemick 

640 

software 

49 

Canada 

Jeong  Kim 

560 

telecom 

38 

Korea 

Jack  Nash 

550 

investments 

69 

Germany 

Rajendra  Singh 

540 

telephony 

43 

India 

John  Tu 

505 

Softbank 

58 

China 

David  Sun 

505 

Softbank 

48 

Taiwan 

GEORGE  SOROS 

Capitalism's  poster  boy. 


CHARLES  WANG 

From  Shanghai  to  software. 


Shock  therapy?  What  a  joke.  When  the  shock  was  over, 
most  of  the  Russian  economy  was  in  the  hands  of  gang- 
sters and  a  new  oligarchy. 

Russia  may  be  an  extreme  example.  Many  other  coun- 
tries around  the  world,  in  Asia  as  well  as  in  Latin  America, 
use  the  vocabulary  of  "markets,"  "capitalism,"  "rule  of  law" 
and  "rights  to  property."  Yet  the  more  entrepreneurial  part 
of  their  population  thrives  elsewhere — usually  in  the  U.S. 

Why  is  that? 

Well,  it  is  much  easier  to  adopt  the  language  of  capital- 
ism than  to  bring  its  institutions  to  life.  To  various  degrees, 
in  many  of  the  world's  societies  today  "capitalism"  was 
turned  into  a  "cargo  cult."  The  cargo  cult  emerged  in  an 
isolated  place  in  New  Guinea.  During  World  War  II,  air- 
planes arrived  full  of  cargo,  part  of  which  was  distributed  to 
the  natives.  After  the  war,  the  planes  stopped  coming.  Dis- 
tressed, the  natives  built  thatch-roofed  hangars,  a  beacon 
tower  made  of  bamboo  and  an  airplane  made  of  sticks  and 
leaves.  Priests  prayed  for  and  forecast  the  cargoes'  return. 

In  many  societies  around  the  world  today  capitalism 
without  democratized  financial  markets  is  cargo  cult  stuff. 
They  have  their  bourses,  but  they  do  not  have  rule  of  law 
or  the  access  to  capital  that  make  these  bourses  more  than 
bamboo  airplanes.  Take  the  Mexican  stock  exchange: 
Around  50  companies  make  up  most  of  its  capitalization. 

Even  in  developed  countries  capital  is  at  a  fairly  primi 
tive  level  of  development.  The  value  of  public  companie; 
in  Japan,  Hong  Kong,  France,  Germany,  Italy,  the  Nether 
lands,  Spain  and  Switzerland  combined  is  around  $6  tril 
lion — versus  more  than  $11  trillion  in  the  U.S. 

In  Asia,  Latin  America  and,  to  a  lesser  extent,  Europe 
governments  have  continued  to  control  capital  markets 
Where  one  party  ruled,  its  supporters  and  family  member: 
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VL/verseas.  Born  of  centuries  of  experience.  Designed  to  weather  any 
challenge  Now  reach-  to  share  your  horizons.  Case  and  bracelet  fashioned 
in  solid  gold.  Water-resistant  to  150  m  (about  500  ft).  Screw-locked 
crown  and  case  back.  Folding  bracelet  clasp  with  double  safety  catch. 
Overseas.  The  world  is  yours. 


i 


VACHERON  CONSTANTIN 

The  worlds's  oldest  watch  manufacturer 
Geneva,  since  1755 

FOR  INFORMATION  CALL  877-862-7555 


Living  for  today. 
Planning  for  tomorrow. 

You're  healthy,  active  and 
loving  life.  There's  no  better 

time  to  think  about  protecting  your  future. 
Since  your  needs  will  change  over  the  years, 

your  financial  plan  needs  to  be  flexible,  too.  Our  Financial 
Planning  brochure  is  filled  with  information  you  should  know 
about  how  Transamerica  life  and  long-term  care  insurance 

can  help  you  adapt  to  the  changes  life 
brings.  Contact  your  Transamerica 
representative  to  find  out  more  about 
the  choices  available  to  you.  And  make  all 
your  tomorrows  as  happy  as  today. 
1-800-PYRAMID 


www.transamcnca.com 


Transamerica 


:! 


WORKING  FOR  YOU. 
INSURANCE      •      INVESTMENTS      •      LENDING      •      LEASING      •      REAL  ESTATE  SERVICES 


Immigrants         J 

got  the  loans.  That  was  true  for  decades  in  Mexico  under 
the  PRl:  A  majority  of  the  population,  having  no  access  to 
credit,  has  been  unable  to  acquire  property.  Peasants  and 
factory  workers  living  at  the  subsistence  level  can  hardly 
save  enough  to  go  into  business. 

In  Japan  the  long  ruling  Liberal  Democratic  Party  has 
played  a  similar  role  in  deciding  who  gets  capital  and  who 
doesn't.  The  same  people  for  the  same  purposes  get  the 
money,  and  these  are  not  the  most  entrepreneurially  tal- 
ented but  the  best  connected.  Cargo  cult  capitalism. 

Therefore,  those  with  strong  entrepreneurial  urges  but 
no  connections  simply  emigrate.  They  do  what  similar 
people  have  done  since  time  immemorial:  move  to  places 
where  political  and  family  contacts  matter  less,  and  brains 
and  ambition  count  for  more.  The  newer  the  industry,  the 
more  will  the  newcomers  have  an  advantage  over  the 
"natives."  Just  look  at  Silicon  Valley:  It  is  more  like  the 
United  Nations  than  the  U.N.  itself.  Korea's  Jeong  Kim 
made  $560  million  when  he  sold  his  Yurie  Systems  to 
Lucent  Technologies  this  year.  Jerry  Yang,  transplanted  19 


Children  of  immigrants 


Name 

Worth 

($mll) 

Source 

Age 

Parents'  country 
of  origin 

Steven  Ballmer      $12,000 

Microsoft 

42 

Switzerland 

Kirk  Kerkorian 

5,000 

investments 

81 

Armenia 

Si  Newhouse 

4,500 

Conde  Nast 

70 

Russia 

Donald  Newhouse 

4,500 

Conde  Nast 

68 

Russia 

Walter  Annenberg 

4,200 

investments 

90 

Russia 

Micky  Arison 

3,500 

Carnival  cruises 

49 

Israel 

Alfred  Lerner 

2,800 

credit  cards 

65 

Russia 

Eli  Broad 

2,700 

home  building 

65 

Lithuania 

David  Geffen 

2,500 

entertainment 

55 

E.  Europe 

Curtis  Carlson 

1,700 

trading  stamps,  hotels 

84 

Sweden 

Ralph  Lauren 

1,700 

Ralph  Lauren 

59 

Russia 

Samuel  LeFrak 

1,700 

real  estate 

80 

France 

Donald  Sturm 

1,700 

telecom 

66 

Austria 

Leonard  Stern 

1,660 

pet  supplies 

60 

Germany 

Jeff  Bezos 

1,600 

Amazon.com 

34 

Cuba 

Leslie  Wexner 

1,600 

The  Limited 

61 

Russia 

Sam  Zell 

1,600 

investments 

57 

Poland 

Robert  Naify 

1,400 

movie  theaters 

76 

Lebanon 

Jay  Van  Andel 

1,400 

Amway  Corp 

74 

Holland 

John  Arnllaga 

1,100 

real  estate 

61 

Spain 

Louis  Gonda 

1,100 

Intl  Lease  Finance 

50 

Hungary 

Joseph  Jamail  Jr 

1,100 

lawsuits 

72 

Lebanon 

James  Moran 

1,100 

Toyota  dealerships 

80 

Ireland 

Mortimer  Zuckerman  1,000 

publishing,  real  estate 

60 

Canada 

John  Haas 

920 

Rohm  &  Haas 

80 

Germany 

Marshall  Naify 

900 

movie  theaters 

77 

Lebanon 

A.  Alfred  Taubman 

840 

real  estate 

73 

Germany 

Leon  Hess 

720 

Amerada  Hess 

84 

Lithuania 

Sanford  Weill 

675 

Travelers  Group 

65 

Poland 

Michael  Mitch 

600 

pizza 

69 

Macedonia 

Peter  Karmanos  Jr 

600 

Compuware 

55 

Greece 

Richard  Manoogian 

570 

Masco  Corp 

62 

Armenia 

Amar  Bose 

550 

Bose 

68 

India 

Stuart  Subotnick 

540 

media 

56 

E.  Europe 

Ernest  Gallo 

500 

Gallo  wines 

89 

Italy 

Lewis  Wasserman 

500 

MCA 

85 

Russia 

JERRY  YANG,  COFOUNDER,  YAHOO! 

The  Japanese  Sumo  wrestling  fan  arrived  from  Taiwan  at  age  10. 

years  ago  from  Taiwan,  has  built  an  $830  million  fortune 
from  Yahoo!,  the  Internet  company  he  cofounded  in  1994. 
Thus  does  the  U.S.  get  the  entrepreneurial  cream  of  vir- 
tually the  entire  world. 

While  Americans  pride  themselves  on  technological 
innovation,  we  have  no  monopoly  on  inventiveness.  The 
automobile  was  not  invented  in  the  U.S.,  nor  was  the 
television  set,  the  computer  or  the  jet  aircraft.  The  unique 
advantage  of  the  U.S.  has  been  in  its  open  and  sophisti- 
cated capital  markets,  which  have  made  it  possible  for  the 
smartest  and  most  energetic  of  its  citizens  to  exploit  these 
inventions.  No  other  country  boasts  anything  like  the 
U.S.'  markets  in  venture  capital,  junk  bonds,  securitized 
assets,  initial  public  offerings  and  the  like.  That  openness 
has  also  attracted  to  these  shores  bright  and  energetic  for- 
eigners from  countries  that  denied  them  access  to  capital. 
This  inflow  of  human  capital  is  not  captured  in  the  sta- 
tistics religiously  published  by  the  government,  but  it 
greatly  enriches  the  U.S. 

In  a  way  this  isn't  new.  When  the  Italian  city-states  of  the 
Renaissance  had  the  most  open  financial  markets  for  their 
times,  they  attracted  the  best  entrepreneurs  and  ideas. 
Amsterdam  became  the  miracle  of  17th-century  Europe 
when  it  opened  its  financial  markets  even  more,  and  entre- 
preneurs, many  of  them  Sephardic  Jews,  flocked  there. 
When  London  for  its  part  attracted  craftsmen  and 
financiers  (from  Amsterdam,  among  other  places),  it 
became  the  center  of  entrepreneurship. 

Scotland,  after  its  free  trade  agreement  with  Britain  in 
1 707,  had  the  most  open  and  democratized  financial  mar- 
kets ever.  This  poor  province  suddenly  saw  an  outburst  of 
entrepreneurial  energy;  within  a  few  decades  Edinburgh 
and  Glasgow  were  transformed  from  dowdy  towns  into 
centers  of  trade  and  of  learning.  Scottish  Enlightenment 
thinking  (culminating  in  Adam  Smith)  changed  the  world. 
The  Scots,  formerly  a  quarrelsome  and  provincial  people, 
became  the  great  businesspeople  of  the  budding  British 
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NATHAN  MYHRVOLD, 

Chief  technology  Officer,  Microsoft  Corporation, 

Chose  The  Gulfstream  V 

As  the  Technically 

Superior  Airplane. 


Why  This  Brilliant  Technical  Futurist  Bought  The  100th  Gulfstream  V 


Nathan  Myhrvold  is  Bill  Gates'  chief  scientist  and  widely 
as  perhaps  the  most  influential  technical  mind  of 
our  time. 

He  is  a  postdoctoral  fellow  in  applied  mathematics  and 
theoretical  physics  at  Cambridge  University.  He  has  a  Th.D. 
in  theoretical  mathematics  and  physics,  as  well  as  an  M.S. 
in  mathematical  economics  from  Princeton  University.  He 
has  both  an  M.S.  in  geophysics  and  space  physics  and  a  B.S. 
in  mathematics  from  the  University  of  California. 

So,  when  Dr.  Myhrvold  decided  to  purchase  a' large  cabin, 
ultra-long  range  airplane  tor  his  use,  as  you  would  expect,  he  did 
hb  homework  very  carefully.  In  discussing  this  experience  he  said, 


"In  my  job,  I  have  to  evaluate  technical  claims  and  I  did  that 
here.  I  talked  to  the  engineers,  evaluated  the  data,  examined  the 
competition  carefully  and  concluded  that  the  Gulfstream  V  is 
technologically  superior  to  all  of  its  competitors." 

His  choice  of  the  Gulfstream  V  is  another  resounding 
endorsement  of  our  usefully  applied  technology  and  further  proof 
that  this  is  the  airplane  of  choice  for  knowledgeable  individuals, 
companies  and  governments  the  world  over  who  want  the 
unbeatable  combination  of  reliability  and  the  latest  technology. 

To  learn  more  about  the  Gulfstream  V  and  our  family  of  transportation 
products  and  services,  call  Bill  Boisture  at  (912)  965-5555  or  visit  us  on  the 
web  at  www.gulfstreamaircraft.com.  After  all,  nothing  flies  like  a  Gulfstream. 
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©1998  Gulfstream  Aerospace  Corporation 


THE  VVOR1D  STANDARD." 

Gulfstream 
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I  m  m  igrants 


Empire.  So  much  so  that  the  old  joke  went:  The  Empire 
was  conquered  by  the  Irish  in  the  name  of  the  English  for 
the  benefit  of  the  Scots. 

When  the  U.S.  offered  even  greater  openness,  the  for- 
eign-born swarmed  here,  creating  whole  new  industries — 
retailing,  the  garment  trade  and  Hollywood.  (It  used  to  be 
said  that  it  wasn't  enough  to  be  a  Hungarian  Jew  to  suc- 
ceed in  Hollywood;  you  needed  talent,  too.)  People  with 
scant  prospects  at  home  came  here  and  flourished  and 
helped  this  country  flourish,  too.  Today  Hollywood  is  one 
of  the  U.S.1  leading  earners  of  foreign  exchange. 

If  it  is  so  simple,  why  haven't  other  countries  done  what 
the  U.S.  did  and  open  their  financial  markets  to  all? 

The  answer  is  discouragingly  cynical:  If  you  make  capi- 
tal open  to  all,  vou  threaten  the  privileges  of  ruling  estab- 
lishments. There  is  nothing  that  threatens  any  establish- 
ment more  than  allowing  entrepreneurs  access  to  credit. 
First  thing  you  know,  these  upstarts  may  put  you  out  of 
business.  That  is  why,  from  ancient  times,  those  in  power 
kept  a  stranglehold  on  capital  markets.  They  recognized 
them  as  the  kev  to  power.  And  still  do — witness  Malaysia's 
Mahathir  imposing  exchange  controls  so  he  can  bail  out 
his  business  cronies. 

Remember  usury  laws  (still  on  the  stacutes  in  the  U.S. 
during  the  1970s)?  These  laws  made  it  illegal  to  charge 
people  "high"  interest  rates.  Though  the  laws  were  advo- 
cated in  the  name  of  helping  the  poor,  who  "could  not 
afford"  to  pay  the  high  rates,  it  was,  in  fact,  the  young  and 
the  poor,  those  who  lacked  assets,  collateral  or  a  credit  his- 
tory, who  suffered.  Even  if  they  had  brilliant  ideas,  and 
were  willing  to  pav  the  high  interest,  and  borrowers  were 
willing,  as  well,  to  bet  on  their  dreams  and  ability,  usury 
laws  prevented  access  to  credit.  The  dreams  stayed  dreams, 
the  poor  staved  poor — and  the  establishment  stayed  the 
unthreatened  establishment.  In  fact,  usury  laws  allowed  the 
establishment,  as  well  as  the  government,  to  continue  to 


JEONG  KIM 

Once  worked  in  a  7-Eleven  store. 


JOHN  KLUGE 

Klug  is  German  for  clever. 


TERESA  HEINZ 

Grew  up  in  Africa,  speaks  five  languages,  has  ketchup  fortune. 


raise  monev  at  lower  rates  and  perpetuate  their  rule. 

Occasionally,  even  in  the  U.S.,  the  establishment  suc- 
ceeds in  imposing  constraints  on  entrepreneurs,  and  dis- 
guises its  blatant  self-interest  as  an  effort  to  protect  the 
poor  from  the  greedy.  Most  recendy,  we  saw  in  the  1980s 
a  concerted  effort  in  the  U.S.  to  crush  the  junk  bond 
market,  going  so  far  as  to  put  its  leading  light,  Michael 
Milken,  in  jail.  What  was  the  junk  bond  market?  A  place 
where  people  with  ideas  and  energy  could  raise  money  that 
the  established  banks  and  underwriters  denied  them. 

Many  junk-bond-financed  companies  turned  out  to  be 
anything  but  "junk,"  becoming  instead  defining  compa- 
nies of  our  era:  MCI,  Turner  Broadcasting,  McCaw  Cellu- 
lar, News  Corp.,  Mirage,  Circus  Circus — The  Forbes  400 
is  liberally  sprinkled  with  names  that  wouldn't  be  there  if 
it  had  not  been  for  junk  bond  financing.  Without  access  to 
capital — junk  bonds — mci  could  never  have  challenged 
AT&T,  nor  could  Turner  have  challenged  the  three  estab- 
lished television  networks. 

Note  how  the  business  establishment  and  the  old-line 
Wall  Street  houses  tried  to  make  junk  bonds  seem  some- 
how immoral.  The  establishment  did  succeed  in  destroy- 
ing Drexel  Burnham  Lambert,  the  junk  bond  powerhouse, 
but  it  ended  by  embracing  junk  bonds  as  its  own.  Now 
everybody  does  it.  So  there  has  been  a  happy  ending  for 
everyone  but  Drexel. 

As  this  episode  shows,  mistaken  policies  and  laws  are 
corrected  more  quickly  in  the  U.S.  than  in  most  other 
places.  The  recent  collapse  in  Asia  is  essentially  traceable  to 
a  reluctance  by  their  establishments  to  risk  their  positions 
in  open  capital  markets.  Japan's  notoriously  closed  capital 
markets  have  contributed  mightily  to  that  country's  pres- 
ent mess.  Even  in  Western  Europe  it  remains  difficult  for 
an  individual  with  an  idea  to  get  that  idea  financed — 
although  happily  a  junk  bond  market  is  beginning  to 
emerge  in  Europe,  and  probably  will  in  Asia  as  the  region's 
banks  and  manufacturers  cry  to  be  recapitalized. 

Entrepreneurs  need  monev,  so  thev  go  where  the  money 
is  available.  Which  means  they  come  to  the  U.S.  in  great 
numbers.  What  intellectuals  like  to  scorn  as  a  "counting 
house"  is,  in  fact,  one  of  the  glories  of  U.S.  democracy  and 
one  of  its  firmest  underpinnings.  B 

Reuven  Brenner  is  a  professor  at  McGill  University's  School  of  Management, 
and  is  associated  with  Duxx,  Monterrey,  Mexico. 
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It  all  started  with  an  unswerving  belief  in  the  future:  What  if  we  took  the  most  common  metal  on  ean 
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the  1998  Audi  /V  *.  A  visionary  leap  from  Audi  and  Alcoa,  the  unique  Audi  Space  Frame  of  the  A8  takes 
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t  uminum-and  fashioned  the  most  uncommon  luxury  car  the  world  has  ever  seen?  Nothing  less  than 


ixury  car  to  a  place  where  lighter  is  stronger  and  safer.  Where  less  allows  room  for  more.  More  performance 


)  cruise  in  automatic  or  shift  away  for  gutsier  performance.  Even  its  choice  of  FrontTrak  front-wheel 


ad  you  in  mind.  See  your  nearest  Audi  A8  dealer.  The  future  of  the  luxury  car  has  arrived. 
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-  gistered  trademarks,"A8"and"FrontTrak"  are  trademarks  of  AUDI  AG/'Tiptronic"  is  a  registered  trademark  of  Dr.  Ing.h.c.F  Porsche  AG.  ©1998  Audi  of  America,  Inc. 
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Vanderbilt  descendant  William  Cecil  Sr. 

inherited  nothing  but  a  crumbling 
estate.  Turns  out  he  also  inherited  his 

ancestors'  entrepreneurial  genes. 

Paying  guests 

By  Edward  Cone 


William  Amherst  Vanderbilt 
Cecil  Sr.  inherited  a  white 
elephant:  Biltmore  House 
was  a  250-room  mansion  built  by  his 
grandfather,  George  Washington  Van- 
derbilt. It  was  functioning — barely 
so — as  a  tourist  attraction  when  Bill 
Cecil  took  the  place  over  in  1960. 

Today,  Biltmore  is  the  centerpiece 
of  a  thriving  travel-and-tourism  busi- 
ness. With  revenues  of  about  $50 


million  and  an  estimated  market 
value  of  $125  million,  the  Biltmore 
Company  doesn't  put  Cecil,  70,  in 
the  league  of  his  great-great-grandfa- 
ther, Commodore  Cornelius  Vander- 
bilt, nor  his  great-grandfather, 
William  Henry  Vanderbilt,  each  held 
to  be  the  richest  American  of  his  era. 
But  Bill  Cecil  and  his  son,  Bill  Cecil 
Jr.,  40,  who  took  over  as  president  in 
1995,   keep   adding  value  to  the 


8,000-acre  property  nestled  in  the 
mountains  of  Asheville,  N.C. 

Biltmore  Estate  has  grown  to 
include  a  winery,  several  restaurants 
and  a  newly  renovated  conservatory. 
This  year  it  will  bring  in  850,000  vis- 
itors, the  majority  shelling  out 
$29.95  for  a  full-fare  ticket  to  get  a 
taste  of  a  bygone  lifestyle  of  almost 
unimaginable  opulence.  Nearly 
everything  on  the  property  has  been 
meticulously  restored,  the  experience 
planned  with  Disney-like  precision. 
"The  quality  of  preservation  is  top- 
notch,"  says  Richard  Moe,  president 
of  the  National  Trust  for  Historic 
Preservation,  a  Washington-based 
nonprofit  group  that  administers  his- 
torical sites.  "They  maintain  a  very 
high  level  of  excellence." 

A  just-announced  $31  million, 
224-room  hotel  project  slated  for 
summer  2000  should  help  transform 
Biltmore  from  a  one-day  attraction  to 
a  multidav  destination  and  raise  the 
estate's  15%  profit  margins. 

Completed  in  1895  at  a  cost  of  at 
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CIGNA 
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least  $5  million — that's 
about  $90  million  at 
current  rates — Biltmore 
was  the  ultimate  Gilded 
Age  folly,  dwarfing  even 
Newport,  R.I.'s  Break- 
ers, built  by  G.W.  Van- 
derbilt's  brother  Cor- 
nelius II,  and  a  more 
recent  Xanadu,  the 
Hearst  castle  in  San 
Simeon,  Calif. 

George  Washington 
Vanderbilt  traveled  the 
world  to  furnish  his 
palace  and  brought  in 
the  architect  of  Manhat- 
tan's Central  Park, 
Frederick  Law  Olmsted, 
to  lay  out  the  grounds. 
Biltmore  House  was 
crammed  with  the  latest 
technologies,  including 
two  elevators,  electric 
lights  and  a  heated 
indoor  pool.  But  old 
George  spent  most  of 
his  inheritance  on  the 
project,  and  the  coming 
of  the  income  tax  and 
the  Great  Depression 
took  care  of  the  rest. 
His  daughter,  Cornelia, 
lived  in  the  house  with  her  husband, 
John  Francis  Amherst  Cecil,  a  scion 
of  British  nobility.  By  1932  they  were 
reduced  to  taking  in  tourists.  Bilt- 
more seemed  fated  either  to  decay  or 
to  become  public  property  like  the 
Hearst  castle  eventually  did. 

No  way,  said  their  son,  Bill.  "The 
government  and  the  foundations 
aren't  in  the  business  of  managing 
and  operating  a  profitable  enter- 
prise," he  says.  "Myopic  bureaucrats 
with  their  little  clipboards  cannot 
maintain  things  properly.  There's  no 
glamour  in  cleaning  out  a  toilet — 
you  have  to  work  like  hell  at  it." 

Known  to  his  employees  as  Mr.  C, 
the  senior  Cecil  is  formal,  with  an 
upper-crust  British  accent  and  an 
entrepreneurial  streak.  "He  has  a 
new  idea  every  morning  while  he 
shaves,"  says  Biltmore  chief  financial 
officer  Richard  T  Pressley,  a  21 -year 
company  veteran.  "He's  always  look- 
ing for  a  product  we  can  be  proud  of 
and  make  money  with — like  our  wine 
business.   He  saw    visitors  pulling 


grapes  off  an  arbor  and  said,  'Hey, 
why  should  I  let  them  eat  my  grapes 
for  free?'" 

Cecil  says  the  modern  Biltmore  is 
the  product  of  both  sides  of  his  her- 
itage. "The  British  side  teaches  that 
property  is  extremely  important.  You 
keep  it,  it's  a  responsibility.  The 
American  gene  provides  the  entre- 
preneurial bent." 

After  a  stint  at  Chase  Manhattan 
Bank  in  New  York  and  Washington, 
D.C.,  Cecil  moved  back  to  Asheville 
in  1960  and  set  about  renovating 
Biltmore.  He  and  his  brother, 
George,  split  their  inheritance  in 
1978 — George  got  a  dairy  farm  and 
several  thousand  acres  surrounding 
the  estate,  much  of  which  he  has 
developed.  Bill  was  determined  to 
make  the  mansion  pay.  "This  was  our 
inheritance,"  he  says.  "It  was  all  we 
had.  We  had  to  do  something  with  it 
or  lose  it.  This  was  meant  to  be  a 
working  estate,  so  it  was  natural  that 
I  should  make  it  work." 

As  more  of  the  massive  house 
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Rich   Retreats 


opened  to  the  public,  Cecil  raised 
admission  prices.  The  trend  toward 
historical  and  educational  tourism 
boosted  customers,  as  did  its  location 
just  off  the  Blue  Ridge  Parkway  and 
Interstates  40  and  26.  Biltmore 
mounted  a  series  of  historical  exhibi- 
tions, turning  a  summer  stop  into  a 
year-round  destination  with  events 
like  Candlelight  Christmas  tours  and 
a  springtime  Festival  of  Flowers.  The 
latter  drew  7,003  one  day  this  April, 
a  once-fallow  time. 

"We've  learned  a  lot  from  them 
about  the  business  of  heritage 
tourism,"  says  Patrick  Corso,  execu- 


posed  to  have  said  that  he  wouldn't 
cross  the  street  for  a  million  dollars — 
I'd  probably  cross  to  pick  up  a  quar- 
ter," says  Bill  Jr.  "I  grew  up  in  west- 
ern North  Carolina,  where  people 
judge  you  on  what  you  do,  not  who 
your  family  is." 

The  younger  Cecil  is  a  one-time 
competitive  skier  and  target  shooter 
who  loves  the  Grateful  Dead  and  has 
a  near-obsessive  eye  for  detail.  Sitting 
in  his  office  in  downtown  Asheville  or 
driving  his  4x4  around  the  Biltmore 
grounds,  he  discusses  the  cost-per- 
mile  of  Ford  trucks,  the  money  to  be 
made   selling   lumber   from   trees 


estate's  8,000  acres. 

Another  of  Bill  Jr.'s  aims  is  to  keep 
\iskors  longer.  Hence  the  hotel  proj- 
ect. "Focus  groups  told  us  they  want 
it  to  be  like  a  guest  house,"  he  says. 
"It  will  follow  the  topography  of  the 
land  and,  due  to  the  lines  of  sight,  you 
will  be  able  to  see  the  house  from  the 
hotel  but  you  won't  see  the  hotel  from 
the  house." 

x\nother  possibility  is  a  dude  ranch, 
with  trail-riding  around  the  estate. 
"Anything  the  Vanderbilts  did,  people 
think  that  is  cool,"  says  Bill  Jr.  "They 
imagine  themselves  as  guests  of 
George  Vanderbilt." 


THIS  BUD'S  FOR  YOU:  Biltmore's  garden  depot. 


tive  vice  president  of  Club  Resorts, 
which  has  restored  luster  to  famous 
old  properties  like  the  Pinehurst 
Resort  and  Country  Club  in  North 
Carolina  and  the  Homestead  in  Hot 
Springs,  Va.  "It's  never  just  'come 
see  the  house'  — they  create  value 
and  give  you  reasons  to  be  there." 

Now  Bill  Cecil  has  handed  the 
responsibility  to  his  son.  "I  worked 
on  my  retirement  for  ten  years,"  he 
says.  "I  wanted  the  successor  gener- 
ation to  be  35  to  45  when  he  took 
over,  at  the  beginning  of  the  most 
productive  time  of  life."  Senior  Cecil 
sought  profits  to  fund  preservation; 
Bill  Jr.  wants  to  maximize  returns. 
"My  great-great-grandfather  is  sup- 


downed  in  a  storm  and  possible  Year 
2000  fixes  for  the  companv  comput- 
ers. "When  I  went  to  Disney  World, 
I  clocked  the  lines  with  a  stop  watch 
and  measured  the  hotel  room  with  a 
tape,"  he  says  seriously. 

The  Cecils  have  done  more  than 
make  Biltmore  a  tourist  destina- 
tion— they've  turned  it  into  a  brand 
name:  Off-site  sales  accounted  for 
almost  half  of  the  72,000  cases  sold 
by  the  winery  last  year. 

Now  under  consideration:  a 
licensing  deal  with  a  major  commer- 
cial grower  that  could  put  Biltmore- 
brand  azaleas  in  the  garden  centers 
of  big-box  stores.  This  would  create 
productive   use   for   more   of  the 


Eventually  the  Cecils  foresee  a 
second  hotel  and  a  golf  course  on  a 
spur  of  property  that  lies  across  the 
French  Broad  River  from  the  part  of 
the  estate  currently  used  for  the  tourist 
trade.  That  will  require  a  bridge — cost: 
$3.5  million — so  that  visitors  won't 
have  to  use  a  public  road  to  get  there. 
"People  don't  want  to  leave  the  estate 
and  break  the  spell,"  he  says. 

He  realizes  that's  what  he's  got  to 
sell:  the  aura  of  the  place.  Bill  Gates 
visited  during  his  own  epic  home- 
building  project  and  inquired  about 
a  private  tour  for  him  and  his  wife. 
Cecil  Jr.  turned  him  down:  "We 
didn't  want  to  keep  our  other  guests 
waiting,"  he  says.  IB 
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By  John  Gorham 

I  know  NOTHING  ABOUT  TECHNOLOGY,"  barks  Silicon  Valley  real  estate  developer  Carl 
Berg.  "You  don't  have  to  understand  how  something  works  to  ask  questions."  Boy, 
docs  this  guv  ever  ask  the  right  questions.  His  real  estate  company,  Berg  &  Berg,  con- 
trols 5  million  square  feet  of  prime  Valley  commercial  real  estate  and  almost  200  acres  of 
raw  land  right  in  the  heart  of  where  the  digital  revolution  is  taking  place.  Berg  is  living 
proof  that  you  don't  need  a  degree  in  physics  to  make  money  out  of  high  tech. 

Berg's  drab  glass  and  steel  prefabricated  structures,  called  "tilt-ups"  in  Silicon  Valley 
jargon,  are  home  to  research  and-dcvclopment  complexes  of  companies  like  Apple,  Cisco 
.md  NE<  .  In  the  Valley's  red-hot  real  estate  market— where  some  commercial  space  can 
sell  for  nearly  as  much  as  prime  Manhattan  office  space — Berg's  real  estate  fortune  alone 
is  worth  .\n  estimated  $600  million.  Add  to  that  more  than  $200  million  worth  of  high- 
tech  stocks  and  other  investments. 

That's  why  asking  the  right  questions  is  so  important.  Many  of  Berg's  tenants  were 
strapped  for  money  when  they  were  starting  up.  Berg  would  interview  them  and,  if  he 
liked  the  answers  he  got,  he  would  agree  to  swap  space  for  stock.  In  other  cases  he 
would  become  so  impressed  with  a  tenant  that  he  would  pay  cash  for  an  interest  in  the 
company. 

Way  back  in  1981  George  Hwang,  a  researcher  at  Hewlett-Packard,  approached  Berg 
for  office  space  in  a  building  he  owned  in  Sunnyvale.  He  wanted  it  for  his  tiny  startup, 
Integrated  Device  Technology,  a  maker  of  computer  chips.  Berg  called  executives  at  other 
technology  companies  who  happened  to  be  his  tenants.  He  asked  a  lot  of  questions.  What 
did  they  think  of  these  guys?  How  good  was  the  technology? 

Liking  the  answers  he  got,  Berg  wrote  a  check  for  $1  million  for  a  20%  stake  in  Inte- 
grated Device.  Later,  Berg  ratcheted  up  his  ownership  stake.  First  he  paid  $300,000  for 
improvements  to  property  Integrated  leased  from  him  and  got  another  7%  of  the  com- 
pany. Then,  in  1996,  Berg  sold  Integrated  a  factory  he  had  built  for  it  in  Salinas,  Calif, 
for  another  1%. 

While  Integrated  has  been  hurt  by  the  recent  plunge  in  chip  prices,  it  will  have  rev- 
enues this  year  of  about  $500  million.  Berg  has  made  a  killing.  After  selling  $72  million 
worth  of  Integrated  stock,  he  still  owns  4.6%  of  the  company,  worth  $17  million  at  recent 
market  prices. 

Another  early  score  was  Sun  Microsystems.  Berg  controlled  an  investment  group  called 
West  Coast  Venture  Capital  that  invested  $1  million  in  Sun  in  the  early  1980s.  Sun 
cofounder  Scott  McNealy  had  once  worked  for  a  Berg  client  (and  investment)  called  Onyx 
Systems.  West  Coast's  $1  million  investment  in  Sun  was  worth  $59  million  when  West 
Coast  broke  up  in  1986.  Berg  says  he  still  owns  Sun  shares. 
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These  are  only  2  of  the  100  startups 
Berg  has  helped  finance  in  the  last  30 
years.  They  include  On  Command 
Video,  flat-panel  screen  company 
Candescent  Technologies,  former 
networking  company  Comas  Systems, 
and  Savi  Technolo- 
gy, a  maker  of  radio 
tag  transmitters. 
He  continues  to 
own  stakes  in  at 
least  35  of  them, 
including  Candes- 
cent and  battery 
maker  Valence 
Technology. 

Of  course,  not  all 
of  Berg's  invest- 
ments have  turned 
out  well.  Valence, 
despite  years  of 
research,  has  not 
succeeded  in  pro- 
ducing a  recharge- 
able lithium  poly- 
mer battery  for  use 
in  electric  cars.  A 
hot  stock  when  it 
went  public  in 
1992,  Valence's 
shares  cratered  after 
a  supply  contract 
fell  through  in 
1994.  Shareholders 
sued.  Berg  was 
lucky:  He  had 
unloaded  half  a  mil- 
lion shares  almost 
two  years  before  for 
an  estimated  S10 
million.  Shares  of 
the  company  traded 
at  a  recent  S5. 

In  a  valley  over- 
run with  M.B.A.s 
and  Ph.D.s,  Berg  is 
a  throwback  to  an 
earlier  generation  of 
venture  capitalists 
who  chose  their 
investments  more 
on  gut  instinct  than 
technical  knowl- 
edge. His  confessed 
ignorance  of  technology  has  made  him 
an  outsider  in  the  Valley  and  has  cost 
him  some  opportunities. 

In  the  late  1970s  Berg  threw  Apple- 
founder  Steve  Jobs  out  of  his  office, 
telling  Jobs  that  his  plan  for  a  "plastic 
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The  low-end  theory  of  real  estate:  Build 
it  cheap  and  fast  and  they  will  come. 


computer"  was  a  "stupid  idea." 

Berg's  way  of  doing  business  hasn't 
endeared  him  to  venture  capitalists. 
"Venture  capitalists  tend  to  pick  their 
partners  for  expertise,  recruiting  abili- 
ty, strategic  direction,"  says  Bill  Bowes 
of  us  Venture  Part- 
ners. "Carl  just 
doesn't  qualify.  So 
he's  not  invited  to 
deals  as  far  as  I 
know."  Berg 

returns  the  senti- 
ment. He  once 
bought  the  entire 
preferred  stock 
offering  of  a  com- 
pany to  prevent  a 
group  of  venture 
capital  firms  from 
getting  in  on  the 
deal.  The  venture 
capitalists,  Berg 
claims,  were  trying 
to  stiff  him  on  the 
offering  price. 

Unlike  the  main 
line  venture  capital- 
ists in  their  offices 
on  Sandhill  Road, 
Berg  invests  only 
his  own  money, 
not  institutional 
funds.  Not  behold- 
en to  outside 
investors,  he  targets 
companies  that 
some  venture  capi- 
talists deem  too 
risk)'. 

"I'm  the  venture 
capitalist  of  last 
resort,"  he  says.  As 
such,  of  course,  he 
can  demand  an 
extra  large  stake  for 
his  dollars. 

In  his  dual  role 
as  investor  and 
landlord,  Berg  has 
no  trouble  keeping 
his  finger  on  the 
pulse  of  Silicon 
Valley.  Knowing 
that  the  Valley  was  getting  overbuilt, 
he  stopped  buying  and  building  from 
1984  until  1994.  That  year  he  noticed 
that  both  payrolls  and  product 
demand  were  rising  at  the  companies 
that  rented  his  buildings.  While  other 


developers  were  still  licking  wounds 
suffered  in  the  realtv  debacle  of  the 
late  1980s-early  1990s,  Berg  bought 
100  acres  of  prime  land  and  several 
buildings.  Those  purchases  have  now 
tripled  in  value. 

Says  Sun  Microsystems'  chief  exec- 
utive, Scott  McNealy:  "Berg  is  invisi- 
ble. But  he's  one  of  the  structural 
underpinnings  of  the  Valley."  Only 
after  four  months  of  pleading  and 
wheedling  did  Berg  agree  to  talk  with 
Forbes. 

His  low  profile  has  less  to  do  with 
shyness  than  with  the  1984  kidnap- 
ping of  his  wife  and  8 -year  old 
daughter  by  a  Mexican  contractor 
working  on  his  home.  He  and  some 
accomplices  put  Berg's  wife  and 
daughter  in  the  trunk  of  their  car  and 
demanded  S2  million.  Fortunately, 
the  thugs  bungled.  When  their  car 
got  stuck  in  the  mud  in  the  foothills 
south  of  San  Jose,  they  fled  on  foot 
and  the  Bergs  were  released 
unharmed. 

Berg's  6-foot-2,  350-pound  frame 
seems  ready  to  burst  from  his  brown 
beltless  polyester  pants.  In  part  to 
distract  attention  from  himself,  he 
drives  a  1991  Ford  Mustang  con- 
vertible and  runs  his  business  from  a 
cramped  space  in  a  Cupertino  strip 
mall.  He  doesn't  even  carry  a  laptop 
computer. 

Even  his  buildings  are  low-profile, 
no-nonsense  structures  that  contrast 
sharply  with  the  rival  property  put  up 
by  developers  like  Dick  Peery  and 
John  Arillaga  (Forbes,  Sept.  13, 1993). 
The  latter  are  decorative  monuments, 
distinguished  by  patterned  stone, 
expansive  lobbies  and  multiple  stories. 
Berg's  are  plain-vanilla  tilt-ups,  some 
modeled  on  20-year-old  architectural 
plans.  Established  outfits  may  prefer 
the  rococo  palaces,  but  struggling 
startups  like  Berg's  relatively  low  rents 
and  proffered  finance. 

Most  of  Berg's  buildings  are  one 
story.  In  a  downturn,  it's  almost 
impossible  to  lease  a  vacant  top  floor 
to  another  tenant  if  the  manufacturing 
space  is  being  used  by  the  first  floor 
occupant.  "The  high-end  buildings 
are  the  ones  you  are  going  to  lose 
money  on,"  Berg  explains.  Other 
landlords  usually  charge  tenants  a  dis- 
counted fee  for  service  repairs.  Berg 
requires  tenants  to  take  care  of  such 
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A  Renaissance 
Person  seeks 
hotels  where 
hospitality     ^ 


(No  matter  what  your  title.) 
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All  requests  are  graciously  attended  to  at  Renaissance  Hotels 

and  Resorts  (even  king-sized  requests).  That's  why  we  were  ranked  the  "Highest  Upscale* 
Hotel  Chain  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer  Magazine/J.D.  Power  and 
Associates  study.**  You  see,  we  believe  catering  to  our  guests 
is  the  essence  of  Renaissance  Hospitality.'1  It  means  you  may  ask  our  staff  for  truly  anything. 
And  at  every  Renaissance  hotel,  you'll  enjoy  superb  dining,  comfortable 
accommodations  and  a  warm,  inviting  atmosphere.  There  are  over  80  Renaissance  Hotels 
and  Resorts  in  26  countries  worldwide.  And  hospitality  reigns  in  each  and 
every  one  of  them.  Call  1-800-HOTELS-l  or  your  travel  agent,  or  visit  us  at  renaissancehotels.com. 

It's  time  for  a  Renaissance. 

RENAISSANCE 

HOTELS  AND  RESORTS 

"Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "Frequent  Flyer  Magazine/J.D.  Power  and  Associates  1998  Upscale  Hotel  Chain  Guest  Satisfaction  Study."  Study  conducted  among 
frequent  business  travelers  at  upscale  hotels  and  is  based  on  8,067  individual  evaluations.  11  upscale  hotel  chains  were  ranked  in  the  study.  ©1998  Renaissance  Hotels  International 
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repairs  themselves.  "It's  just  a  huge 
nuisance,"  he  says. 

Berg's  career  started,  unpromising- 
lv,  in  the  dusty  rural  town  ofTucunr- 
can,  N.M.  pop.  6,800).  When  Berg 
was  10,  his  father  was  killed  trying  to 
rescue  two  men  in  a  tunnel  cave-in.  To 
help  his  mother  moke  ends  meet,  Berg 
went  to  work  delivering  newspapers, 
working  as  a  bellhop  in  motels,  or 
pumping  gas  after  school  or  on  week- 
ends. He  wasn't  much  of  an  athlete  or 
student,  but  he  did  show  an  early 
talent  tor  moneymaking. 

In  high  school,  Berg  sorted  bottles 
at  the  local  Dr  Pepper  bottling  plant. 
He  convinced  the  plant  owner  to  lend 
him  a  truck  to  sell  the  stuff  to  stores  in 
return  for  a  percentage  of  the  sales.  "I 
was  determined  to  have  every  guy  in 
town  buying  Dr  Pepper,"  Berg  recalls. 
"At  my  high  school,  I  had  a  Dr 
Pepper  machine,  and  we  outsold 
Coca-Cola  26  cases  to  1 ." 

Berg  studied  corporate  finance  at 
the  University  of  New  Mexico  in 
Albuquerque  and  dreamed  of  becom- 
ing a  Wall  Street  stock  analyst.  Work 
ing  as  a  night  clerk  on  weekends  at  the 
Desert  Inn  luxury  hotel  in  Albu- 
querque, Berg  sought  out  a  man  who 
looked  like  a  Wall  Street  type  And  hit 
him  up  for  a  job.  Turns  out  the  guy 
was  a  Dallas  home  builder, 
who  offered  to  hire  Berg  as  a  loan 
processor. 

By  1963  a  26-year-old  Berg  was 
working  in  Santa  Clara,  Calif,  as  a 
mortgage  broker.  There  he  met  a 
residential  real  estate  broker  named 
John  Sobrato,  a  gifted  salesman  from 
a  well-connected  California  real 
tstate  family.  The  odd  couple  proved 
to  be  a  great  team  selling  houses. 
Sobrato,  athletic  and  good-looking, 
oozed  charm:  He  was  great  at  chat- 
ting up  prospective  clients.  Berg 
excelled  at  the  nuts-and-bolts  of  get- 
ting buildings  built,  hiring  contrac- 
tors and  arranging  financing. 

The  two  purchased  an  acre  in 
Sunnyvale  for  545,000,  mortgaging 
everything  they  had  to  get  the  loan. 
They  built  a  small  building  for  a 
startup  technology  company.  It  went 
bankrupt  within  six  months,  but 
another  tenant  took  its  place.  Other 
small  projects  followed.  Berg  and 
Sobrato  quit  the  residential  broker- 
age business  to  focus  full  time  on  tilt- 
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ups,  which  take  just  a  few  months  to 
put  up. 

Over  the  next  eight  years,  Sobrato 
and  Berg  built  8  million  square  feet  of 
commercial  space  for  technology 
companies,  using  careful  land  pur- 
chases and  lots  of  leverage.  In  1979 
the  pair  split  their  holdings  in  a  heated 
breakup.  Berg  wanted  more  time  to 
spend  on  his  venture  capital  invest- 
ments. Though  the  two  say  they've 
patched  things  up,  they  still  haven't 
figured  out  who  gets  $4  million  left 
over  from  the  partnership. 

This  has  not  been  Berg's  only  nasty 
breakup  with  a  partner.  Two  months 
ago  he  sued  real  estate  developer 
Stephen  Diamond  for  $9.5  million  after 
the  two  couldn't  agree  on  how  to  divvy 
up  a  real  estate  investment.  In  the  suit 
Berg  accused  Diamond  of  withholding 
profits  from  him,  which  Diamond 
denies. 

Diamond  and  his  wife,  Suzanne 
(also  named  in  the  suit),  had  been 
good  friends  of  Berg  .md  his  wife  for 
two  decades;  Diamond,  a  psychiatrist 
by  naming,  supported  Berg  through 
the  kidnapping  of  his  wife  and  child. 
Berg  settled  the  lawsuit  earlier  this 
month,  but  the  two  are  no  longer 
friends. 

Now  Berg  is  preparing  to  play  on 
An  even  bigger  stage.  Last  year  he 
quietly  bought  the  corporate  shell  of 
a  southern  California  publicly  traded 
real  estate  company  called  Mission 
West  Properties.  In  July  he  folded 
his  real  estate  holdings  into  Mission, 
keeping  86%  of  the  stock,  and  selling 
the  rest  in  private  placements. 

With  Berg's  properties  throwing 
off  an  estimated  $35  million  in  cash 
every  year,  and  having  lots  of  bor- 
row ing  power,  Mission  enables  Berg 
to  operate  on  a  larger  scale.  He 
recently  signed  a  deal  to  build  a 
512,000-square-foot  headquarters  for 
lease  to  Microsoft's  WebTV  division 
on  a  30-acre  parcel  in  Mountain 
View.  The  project  will  cost  several 
hundred  million,  Berg  says. 

Meanwhile,  however,  those  who 
enjoy  playing  hot  technology  stocks 
might  well  take  a  hint  from  Berg:  As 
a  venture  investor  he  has  decided  to 
keep  his  wallet  in  his  pocket  for  a 
while.  He  says  there  is  too  much  ven- 
ture money  chasing  deals — and  the 
good  ones  are  getting  scarce.  ■■ 
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Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 

been  easier  to  earn  free  vacations. 

You  can  earn  points  at  eight 

different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 

North  America:  Arizona:  Scottsdale     California: 

Beverly    Hills,    Indian    Wells,    Long    Beach, 
Los  Angeles,  San  Francisco  (2)    Colorado:  Denver 

Washington,  D.C.  (2)  Florida:  Orlando  (2), 
St.  Petersburg  ■  Georgia:  Atlanta  (3), 
Lake  Lanier  Hawaii:  Maui  Illinois:  Chicago, 
Oak  Brook,  Springfield      Maryland:  Baltimore 

Massachusetts:  Boston      Missouri:  St.  Louis 

New  York:  New  York,  White  Plains  Ohio: 
Cleveland  Tennessee:  Nashville  Texas:  Austin, 
Dallas  (2),  Houston  Washington:  Seattle  • 
Canada:  British  Columbia:  Vancouver  Ontario: 
Niagara  Falls    South  America:  Brazil:  Sao  Paulo 

Caribbean:  Dominican  Republic:  Santo  Domingo 

Grenada:  St.  George's  '  Jamaica:  Ocho  Rios  • 
U.S.  Virgin  Islands:  St.  Thomas  •  Europe:  Austria: 
Vienna  (2),  Salzburg     Czech  Republic:  Prague 

France:  Paris  Germany:  Chemnitz,  Cologne, 
Dusseldorf,  Hamburg,  Karlsruhe,  Leipzig, 
Munich  Russia:  Moscow  Switzerland:  Zurich 
■  The  Netherlands:  Amsterdam  United  Kingdom: 
London  Heathrow      Turkey:  Antalya,  Istanbul 

Asia-Pacific:  China:  Hong  Kong  (3)      India: 
Goa  •  Japan:  Gifu,  Naruto,  Okinawa,  Sapporo, 
Tokyo  -  Korea:  Seoul     Malaysia:  Kuala  Lumpur  j 
(2),    Melaka,    Sandakan        Myanmar:   Yangon 

Philippines:   Manila       Australia:   Sydney 
Middle    East:    Egypt:    Alexandria         Israel: 
Jerusalem     United  Arab  Emirates:  Dubai 

Look  for  these  new  locations  opening  soon: 
United  Kingdom:  Gatwick,  Manchester,  Reading 
Israel:  Tel  Aviv 

Call  1-800-H0TELS-1 
or  visit  us  at  renaissancehotels.com 
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Capitalism  and  chance 


By  Virginia  Postrel 

My    mother-in-law    is     a 
retired  schoolteacher  who  has 
been    married    nearly   a   half 
century     and     raised     four 
responsible      children.      For 
many  years  she  cared  for  her 
aging     mother     with     great 
devotion.  She  is,  by  any  nor- 
mal measure,  a  good  woman. 
To  Adam  Wolfson,  howev- 
er, my  mother-in-law  is  a 
threat  to  capitalist  virtue  and 
cosmic  order.  She  enjoys  play- 
ing slot  machines. 

Wolfson  is  the  executive 
editor  of  The  Public  Interest 
and  an  up-and-coming 
Washington  conservative.  He 
is  deeply  worried  about  gam- 
bling— but  not  on  the  usual 
paternalistic  grounds  that  a 
few  gamblers  can't  control  themselves. 

That  paternalist  line  is  vulnerable  to  the  libertarian 
reply  that  we  shouldn't  punish  responsible  people 
like  my  mother-in-law  to  protect  a  few  irresponsible 
individuals.  It  does  nothing  to  counter  the  wide- 
spread belief  that  gambling  is  not  a  big  deal. 

If  you  want  to  ban  gambling,  you  have  to  show 
harm.  And  that  is  what  Wolfson  is  out  to  do  on  the 
biggest  scale  possible.  Writing  in  the  Wall  Street 
Journal  he  starts  conventionally  enough,  "One  won- 
ders .  .  .  whether  the  bourgeois  virtues  of  industry 
and  frugality — so  vital  to  the  workings 
of  a  capitalist  economy — will  survive 
our  love  affair  with  gambling." 

Wolfson's  invocation  of  "bourgeois 
virtues"  has  more  in  common  with 
medieval  attacks  on  usury  than  it  does 
with  the  actual  life  of  bourgeois  capital- 
ism. Risk-taking  is,  of  course,  every  bit 
as  essential  to  capitalism  as  industry  and 
frugality.  Capitalists  do  not  prosper  by 
betting  only  on  sure  things,  and  entre- 
preneurship  is  anything  but  frugal.  The 
flip  side  of  gambling  is  insurance,  a  vital 
institution  whose  mathematical  founda- 
tion is  derived  from  games  of  chance. 
Wolfson's  revulsion  at  gambling  in 
fact  has  little  to  do  with  anything  so 
crass  as  the  market  economy.  In  lottery 
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tickets  and  slot  machines  he  sees  the  entire  universe 
at  risk.  Gambling,  he  says,  "raises  an  almost  meta- 
physical challenge  to  our  belief  in  an  ordered  cos- 
mos, governed  either  by  providence  or  a  fundamen- 
tal rationality  ...  a  rejection  of  the  belief  that  there 
is  a  rhyme  or  reason  to  things." 

Many  gamblers  actually  share  Wolfson's  faith  in  a 
deterministic  universe.  If  they  win,  they  believe  that 
God  (or  Lady  Luck)  is  smiling  on  them.  They  play 
their  special  luck}'  numbers,  consult  psychics  on  their 
lottery  picks,  blow  on  their  dice,  and  indulge  a  myri- 
ad of  other  superstitions.  Although  they  may  only 
half-mean  the  gestures,  such  gamblers  are  invoking 
the  pre-Enlightenment  sense  of  a  personal  cosmic 
order  that  played  favorites  and  had  malleable  rules. 
Wolfson  cannot  endure  a  universe  of  "accident," 
which  he  equates  with  "chaos."  If  outcomes  aren't 
determined  in  advance,  he  suggests,  there  is  no 
"rhyme  or  reason  to  things."  His  real  target  is  there- 
fore probability — the  mathematics  of  uncertainty — 
and  the  understanding  that  produced  it. 

The  obvious  problem  with  this  claim  is  that  it 
demands  that  we  move  to  a  different  universe.  I 
admit  that  I  shared  Wolfson's  reaction  when  con- 
fronted in  college  with  Richard  Feynman's  lectures 
on  quantum  physics:  How  can  there  be  order  in  the 
universe  if  everything  is  probabilistic? 

But  the  cosmos  does  not  need  our  permission  to 
be  the  way  it  is,  and  probability  is  orderly  in  a  pro- 
found way — a  lesson  that  casinos  and  lotteries  teach 
well.  The  simple  fact  is  that  slot  machines  work:  You 
put  in  your  money,  the  wheels  turn,  and  you  win  or 
lose  according  to  odds  established  by 
the  machine's  maker.  The  casino's  prof- 
its depend  entirely  on  the  fact  that  prob- 
ability distributions  provide  an  underly- 
ing order.  That  we  can't  predict  how  a 
given  spin  will  turn  out  says  nothing 
about  "fundamental  rationality." 

The  world  is  full  of  uncertainties,  of 
events  we  lack  the  knowledge — or  even 
the  possibility  of  knowledge — to  pre- 
dict. That  we  have  found  ways  to  tame 
those  risks,  most  notably  through  vari- 
ous financial  institutions  such  as  insur- 
ance and  derivatives,  is  one  of  our  great 
achievements.  These  advances  didn't 
come  by  demanding  a  fantasy  world 
without  chance.  So  leave  my  mother-in- 
law  alone.  M 
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Virginia  Postrel  is  the  editor  of  Reason  magazine  and  a  columnist  for  Forbes  ASAP.  Her  book  The  Future  and  its  Enemies,  v 
published  in  December  by  the  Free  Press.  E-mail:  vpostrel@reason.com 
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Louis  Marx  prefers 
doing  business  with  friends. 

They  have  let  him  down 

sometimes,  but  more  often 

than  not  they  have  delivered. 

I  don't 

listen 

to  brokers 


By  Katherine  Bruce 

When  we  visited  Louis  Marx  Jr.  recently,  he  wasn't 
much  worried  about  the  stock  market.  He  had 
already  shifted  his  kids'  portfolios  and  nearly  all 
of  his  own  discretionary  money  out  of  stocks  and  into  gov- 
ernment bonds  and  short-term  instruments.  How  did  he 
know  it  was  time  to  get  out?  "I  don't  listen  to  what  bro- 
kers or  analysts  say,"  explains  Marx,  67,  from  his  Manhat- 
tan office.  "I  rely  very  heavily  on  the  fellows  around  me. 
When  they  tell  me  something  has  a  real  future,  they're 
wrong  25%  of  the  time.  But  they're  very,  very  right  the 
rest  of  the  time." 

The  fellows  Marx  listens  to,  not  only  about  the  market 
but  about  direct  investing,  are  a  handful  of  business  part- 
ners— the  heads  of  three  or  four  equity  funds  and  venture 
capital  firms — and  a  tight  circle  of  friends  that  includes 
Dan  Lufkin,  a  founder  of  dlj,  former  president  George 
Bush  and  former  secretary  of  state  James  Baker.  Over  the 
years  Marx  has  done  deals  with  friends  and  made  friends 
of  the  people  he  has  invested  with. 

"It's  difficult  for  me  to  disentangle  my  friends  from  my 
business  partners,"  Marx  tells  Forbes.  "I've  had  great  luck 
with  friends.  You  know  you  can  trust  them." 

With  an  eclectic  mix  of  friends,  Marx  has  had  an  eclectic 
mix  of  investments — oil  and  gas,  railroads,  uranium  mines, 
airlines,  Swiss  Army  knives,  Girl  Scout  cookies,  pet  hotels, 
lasers  for  eye  surgery.  Although  Marx  may  not  be  in  the 
Forbes  400,  those  investments  have  put  him  pretty  close. 

How  do  you  master  such  a  mix?  You  don't  really.  You 
bet  on  the  person.  "I'm  more  comfortable  with  people 
selection  than  [with J  deep  analytical  work,"  he  says.  He 
grubstaked  Princeton  pal  Dick  King,  who  began  drilling 
oil  wells  in  1957,  with  $5,000;  he  laid  out  $50,000  to 
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help  found  Donaldson,  Lufkin  &  Jenrette  in  1959;  invest- 
ed $1.5  million  in  Thomas  Hicks'  (FORBES  June  1)  first 
leveraged  buyout  fund  in  1977.  All  of  them  returned  big 
multiples. 

There  have  been  more  recent  successes  via  Marx's  Vic- 
tory Ventures,  a  $77  million  private  venture  capital  fund. 
A  $4  million  investment  in  Jeffrey  Drazan's  Quinta  Inc., 
a  high-density  disk-drive  maker  sold  off  to  Seagate, 
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returned  $17  million  in  just  over  a  year.  A  $1.8  million 
stake  last  September  in  Micromuse  Inc.,  a  management 
software  developer  run  by  one  of  Marx's  friends,  is  now 
worth  $5  million. 

When  Marx  backed  the  trio  of  Young  Turks  who  start- 
ed DLJ  he  was  backing  a  radical  idea:  DLJ  was  the  first 
member  of  the  New  York  Stock  Exchange  to  go  public. 
Once  DLJ  breached  the  wall,  it  opened  the  way  for  vast  in- 


S  fusions  of  capital  into  the  once 
>  sleepy  investment  business.  "If 
g  you're  going  into  battle,  there 
a  is  no  guy  that  you  want  on 
5  your  flanks  more  than  Louis 
2  Marx,"  says  Lufkin,  67,  who 
v  has  known  Marx  since  grade 
%  school. 

Not  surprisingly,  that  kind  of 
devotion  has  a  downside. 
"Louis'  strength — his  loyalty  to 
his  friends — is  also  one  of  his 
weaknesses,"  says  one  of  his 
senior  executives.  "It  gets  him 
into  situations  where  he  sticks 
to  something  longer  than  he 
should." 

Marx's  disastrous  invest- 
ment in  Saturday  Review 
Industries  (Forbes,  Apr.  I, 
1974)  was  an  example  of  stick- 
ing too  long  with  a  loser. 
Lufkin  and  Marx  got  involved 
in  a  plan  to  revive  the  venerable 
but  ailing  magazine  by  splitting 
it  into  four.  It  was  a  dumb  idea: 
How  could  you  make  four  suc- 
cesses out  of  one  failure?  But 
Marx  believed  in  the  principals 
and  lost  $7  million.  "When  I 
get  involved  with  companies 
and  people,"  Marx  says,  "my 
tendency  is  to  go  further  with 
them  than  I  probably  should. 
Sometimes  you  don't  see  that 
until  it's  too  late." 

His  most  visible  enterprise 
right  now  is  Swiss  Army 
Brands.  The  U.S.  distributor  of 
the  world-famous  utility  knives 
and  watches  bearing  the  same 
label  was  once  a  highflier,  earn- 
ing $9.4  million  on  revenues 
of  $144  million  in  1994.  But 
the  company  made  serious 
mistakes,  extending  its  brand 
name  too  far  by  selling  retail 
cutlery  and  water-purifying 
systems.  It  also  stumbled  with 
SwissTools'  late  entry  into  the 
multitool  business,  competing 
against  Tim  Leatherman's 
hugely  successful  Leatherman.  The  unfavorable  exchange 
rate  with  the  Swiss  franc  also  hit  the  company.  Sales  and 
earnings  began  to  slip  in  1995.  Last  year  the  company 
recorded  its  second  consecutive  loss,  $4  million,  on  rev- 
enues of  $119  million. 

Some  analysts  blame  Marx  for  waiting  too  long  to 
replace  the  guy  in  charge — James  Kennedy,  a  onetime 
knife  salesman  who  led  the  company  for  eight  years.  Marx 
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still  hotly  defends  Kennedy:  "We 
can't  underestimate  Jim's  contribu- 
tion." Kennedy  is  now  running  a 
business  that  imports  sweaters;  Marx 
is  an  investor. 

"I  don't  mind  losing  money  on  a 
first-class  guy,  and  there's  a  practical 
side  to  that  philosophy,"  Marx 
explains.  "You  get  a  reputation  for 
being  there  and  giving  good  people  a 
second  chance,  and  that's  not  just 
being  humanitarian.  It  has  its  finan- 
cial benefits  in  the  long  run." 

It  certainly  scored  in  the  case  of 
Daniel  Id/al,  whom  Marx  has  known 


THE  WILD  BUNCH:  Dan  Lufkin  and  Marx  have 
collaborated  on  pranks  and  investments  for  years. 


for  over  30  years.  When  Id/al  was 
president  of  Marx's  Marline  Oil  in 
the  1970s,  the  company  made  one  of 
the  largest  uranium  finds  in  the  U.S. 
But  after  the  Three  Mile  Island  disas- 
ter, the  uranium  market  tanked.  By 
the  time  Marline  Oil  was  dissolved 
and  the  creditors  paid  off,  Marx  had 
lost  around  $5  million. 

But  the  two  men  stayed  on  good 
terms.  Idzal  approached  Marx  two 
years  ago  with  a  deal  to  lease  a 
handful  of  oilfields  in  Kazakhstan. 
Marx  didn't  hesitate:  Victory 
Ventures  kicked  in  $11.5  million  for 
a  27%  stake  of  Idzal's  First 
International  Oil  Corp.  Today,  with 
six  wells  producing  about  3,000 
barrels  a  day,  that  investment  is 
worth  $31  million. 

Marx  was  standing  by  pals  even  as 
a  kid  in  the  New  York  suburbs  at  Rye 
Countrv   Dav   School.    Dan   Lufkin 


got  in  trouble  for  stealing  the  pants 
of  a  fellow  student  while  he  was 
changing  for  gym.  "He  was  late  for 
class  and  punished,  then  it  was  found 
out  that  someone  had  hidden  his 
pants,  and  it  came  down  to  me," 
Lufkin  remembers.  "The  headmaster 
was  a  man  named  Mr.  Snyder,  who 
was  6-foot-4  with  a  shock  of  white 
hair  and  absolutely  terrifying.  Louis 
said  that  he  would  take  half  the 
blame,  because  it  was  his  idea.  And 
you  know  what?  Now  that  I  think  of 
it,  it  was  his  idea." 

Marx  learned  the  importance  of 
his  word  from  his  father,  a 
toymaker  who  built  a  fortune 
from  hits  like  Rock  'Em  Sock 
'Em  Robots.  He  was  a  bit  of 
a  disciplinarian.  When  Louis 
Jr.  failed  to  graduate  from 
Princeton  with  his  class 
because  he  had  skipped  too 
many  classes,  his  dad  made 
him  apologize  to  all  the  dis- 
tinguished guests  who  had 
been  invited  to  the  ceremony. 
"It  was  the  most  terrible 
experience,  calling  the  White 
House  to  tell  President 
Eisenhower  to  cancel  his 
trip,"  Marx  recalls. 

Marx  keeps  a  lower  profile 
these  days.  His  social  circle 
hasn't  expanded  much;  he's 
now  going  through  a  divorce 
from  his  wife  of  35  years. 
He  tries  to  spend  time  with  his  four 
children  and  seven  dogs.  But  there 
are  all  those  daily  meetings,  review- 
ing the  state  of  his  various  funds  and 
listening  to  new  pitches — sometimes 
from  old  friends,  increasingly  from 
new  faces. 

His  latest  leap  of  faith:  Princeton 
Video  Image — a  virtual  billboard 
company  that  projects  ads  on  stadi- 
um scoreboards  and  outfield  walls 
that  only  TV  viewers  can  see.  Marx 
bought  80,000  shares  in  early 
September,  after  the  stock  plunged 
to  $3.50  from  a  high  of  $9.50.  He 
bought  on  the  suggestion  of  an  old 
.friend,  former  Coca-Cola  president 
Donald  Keough.  "I'm  very  conser- 
vative financially,"  says  Marx.  "But 
that  doesn't  mean  that  sometimes,  if 
I  believe  in  a  person,  I  won't  just 
throw  [some  money]  against  the  wall 
and  see  if  it  sticks."  ■■ 
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>The  Philadelphia  Inquirer 


>  Detroit  Free  Press 


>The  Miami  Herald  &  el  Nuevo  Herald 


>San  Jose  Mercury  News 


>The  Kansas  City  Star 


>The  Charlotte  Observer 


>Fort  Worth  Star-Telegram 


>Saint  Paul  Pioneer  Press 


>Contra  Costa  Newspapers 


Philadelphia  Daily  News 


>Akron  Beacon  Journal 


>The  (Columbia, 


>texington  (Ky.)  Herald-teader 


>The  Wichita  (Kan.)  Eagle 


>The  Macon  (Ca.)  Telegraph 


>Tallahassee  (Fla.)  Democrat 


>The  (Wilkes-Barre,  Pa.)  Times  teader 


>Duluth  (Minn.)  News-Tribune 


>  Be  1 1  e  v  i  1 1  e  (III.)  News-Democrat 


>Columbus  (Ca.)  tedger-Enquirer 


>The  (Biloxi,  Miss.)  Sun  Herald 


>Fort  Wayne  (Ind.)  News-Sentinel 


>The  (Myrtle  Beach,  S.C)  Sun  News 


>Bradenton  (Fla.)  Herald 


>Crand  Forks  (N.D.)  Herald 


>San  tuis  Obispo  (Calif.)  Telegram-Tribune 


>The  Monterey  County  (Calif.)  Herald 


>(State  College,  Pa.)  Centre  Daily  Times 


>Aberdeen  (S.D.)  American  News 


>Warner  Robins  (Ga.)  Daily  Sun 


.and  on  the  Web.  REAL 

www.realcities.com      villcS 
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Frugal,  plain  Joe  Hardy 

was  never  much  for  polish, 

but  in  his  old  age  he's  gotten  pretty  fancy. 

Putting 
on  the  Ritz 


By  Michelle  Conlin 


On  a  trip  to  Paris  four  years  ago, 
Joseph  Hardy  laid  eyes  on  the 
Ritz      Hotel      and      almost 
swooned. 

Hardy  is  not  the  type  of  guy  you 
might  have  thought  would  fall  hard 
for  Parisian  luxe.  The  cigar-chomping 
tightwad  never  permitted  air-condi- 
tioning or  heat  in  his  84  Lumber 
building  supply  chain's  400  stores. 
His  idea  of  style  is  a  T  shirt  and  cut- 
offs, which  have  been  known  to  show 
some  plumber's  crack  when  he's 
painting  a  fence.  Rather  than  hire  a 
kid  to  mow  his  lawn,  he  once  bought 
cows  to  munch  the  grass. 

But  with  advancing  age,  Hardy 


CHATEAU  LAFAYETTE 

The  Hard\  knockoff  of  the  Paris  Ritz 
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Rich   Retreats 


started  weakening.  He  decided  to 
indulge  himself  a  bit.  In  1987,  when 
he  was  64,  he  paid  $3.1  million  for 
Nemacolin  Woodlands,  the  dilapidat- 
ed Rockwell  family  hunting  lodge  in 
backwater  Fayette  County  in  western 
Pennsylvania. 

Hardy  bought  it  on  a  lark  so  he 
and  his  favorite  child  could  have  a 
place  to  fish.  As  they  prowled  the 
grounds,  elaborate  dreams  of  how 
they  could  transform  the  place 
surged  in  their  minds.  Really, 
though,  there  was  no  need  to  stint 
themselves.  Maggie  Hardy  Magerko, 
32,  is  a  new  member  of  The  Forbes 
400  (seep.  337). 

Why  not  build  a  world-class  resort 
here?  Once  they  agreed  to  it,  they 
spared  no  expense,  pouring  $55  mil- 
lion into  renovating  the  1,200  acres. 
By  1994  Nemacolin  had  138  guest 
rooms,  8  restaurants,  6  ski  slopes,  2 


golf  courses — one  designed  by  Pete 
Dye — and  an  equestrian  center.  There 
was  a  Gulfstream-ready  airstrip,  a  gar- 
gantuan pool  with  swim-up  bar  and  a 
wildly  indiscriminate  art  and  memo- 
rabilia collection  that  ranged  from 
Calder  paintings  to  a  Hawaiian  shirt 
worn  by  Elvis  Presley.  Oh,  yes,  and 
19th-century  Brunswick  billiard  tables 
and  a  polo  field. 

That  was  before  Joe  saw  the  Ritz. 
It  made  his  place  seem  positively 
shabby. 

Back  in  Fayette  County,  he  and 
Maggie  hired  American  designers  to 
help  them  replicate  the  Ritz — Palla- 
dian  window  by  Palladian  window — 
for  another  $65  million.  They  hired 
an  operations  chief  and  a  chef  from 
Ritz-Carlton,  and  a  general  manag- 
er from  Hyatt. 

So  there  she  stands,  right  in  the 
Pennsylvania  backwoods:  Chateau 


Lafayette,  a  stunningi 
Paris  Ritz  look-alike 
unveiled  last  year.  The 
majestic  structure 

emerges  unexpectedly  at 
the  end  of  a  winding; 
drive  that  begins  in  ram- 
shackle Farmington,  Pa. 
Motorists  on  Route  40 
see  only  its  roof  peeking 
out  above  the  treetops  of 
the  Laurel  Highlands. 

Incongruous  touches 
remain.  The  old  sign  still 
points  visitors  to  the  site, 
a  flashing  electronic 
marquee  that  promises 
jazz  in  the  lobby  lounge 
and  live  blues  in  tho 
nightclub. 

Where  else  in  tho 
world  can  you  unwind 
with  an  $84  snifter  of 
Pierre  Ferrand  Grand 
Champagne  Cognac  in 
the  cigar  bar  after  being, 
thrown  from  the 
mechanical  bull  in  the 
Sundial  Ski  Lodge?  Take 
your  pick  of  restaurants. 
Beluga  caviar  in  Lautrec? 
Or  try  the  hot  dogs  at 
the  Hungry  Moose 
Cafe. 

The  Ritz  clearly  isn't 
the  only  model.  Joe  vis- 
ited Las  Vegas  and  was 
smitten  with  Animatronics,  the  tech- 
nology that  makes  life-size  figures  talk 
and  walk. 

"This  is  why  we  have  to  be  careful 
of  where  Mr.  Hardy  goes,"  says  sales 
and  marketing  head  Robert  Gamez  as 
George  Washington  raises  a  bronze 
arm  behind  him  in  the  resort's  Her- 
itage Shoppes  courtyard.  Continues 
Gamez,  phrasing  his  problem  as  deli- 
cately as  possible,  "We're  always  afraid 
when  Mr.  Hardy  or  Maggie  go  on  the 
road,  they'll  find  something  they  like 
and  build  it." 

Yet,  for  all  its  unevenness,  the 
"Shawtoe,"  as  Maggie  pronounces  it. 
has  potential.  The  French  Renaissance 
interior  includes  Louis  XVTstyle  sofas 
and  one-ton  crystal  chandeliers.  The 
guest  rooms  have  14-foot  ceilings — 
higher  than  the  real  Ritz — and  marble 
bathrooms  with  whirlpool  hot  tubs. 
The  drinks  are — shall  we  say — 
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Jet  Aviation 
Our  World  Revolves  Around  You 


During  the  past  four  decades,  Jet  A\iation 
and  its  3.000  employees  at  over  30  locations 
worldwide    have    been    dedicated    to 
providing  its  clientele  with  uncompromised 
aviation  services. 


and  reservation  needs  immediately.  Within  hours 
the  aircraft  which  suits  your  travel  itinerary  best 
will  be  at  your  disposal  at  the  airport  of  your 
choice.  Enjoy  the  state-of-the-art  interior  of  the 
aircraft  and  let  your  crew  fry  you  in  complete 
comfort  and  safety. 

However,  If  you  already  operate  an  aircraft, 
consider  Jet  Aviation  as  your  management  company 
of  choice.  Since  1972,  Jet  Aviation's  professional  flight 
management  has  helped  many  owners  enjoy  the  comfort  and 
convenience  expected  from  aircraft  ownership.  No  wonder,  more 
than  100  corporations  and  individuals  entrust  their  aircraft  and  all 
operational  details  to  Jet  Aviation.  We  focus  on  your  travel  needs, 
which  allows  you  to  focus  on  your  business. 


JET  HUlHTiQIU 

THE  ONLY  GLOBAL  BUSINESS  AVLATION  SERVICE  COMPANY 

Headquarters  North  &  South  America: 

West  Palm  Beach;  Florida  •  USA  •Terrance  E  Kelley  •  President  •  (1-561)  235-7242  •  Fax:  (1-561)  686-7553 

Headquarters  Europe,  Middle  &  Far  East 

Zurich  •  Switzerland  •  Heinz  Kohli  •  President  •  (41-1)  382  22  02  •  Fax:  (41-1)  382  20  41 

Charter  Office  USA:  1-800  RENT  JET  •  Charter  Office  Europe/Middle  &  Far  East:  (41-1)  816  48  98 

http://www.jetaviatioacom 


n  iv\.  Basel,  Bedford,  Bermuda,  Buenos  Aires,  Burbank,  Caracas,  Chicago,  Cologne,  Dusseldorf,  Geneva,  Hannover,  Isijp, 
tDDAtf,  Kassel,  Lugano,  Morristown,  Moscow,  Munich,  Newark,  Purcellville,  Riyadh,  Rochester,  Saarbrucken,  San  Jose, 
Singapore,  Teterboro,  Tokyo,  Washington,  Waterford,  West  Palm  Beach,  Westfield,  White  Plains,  Zurich 


Whether  your  needs  are  for  dedicated  air 
charter  or  complete  aircraft  management,  our 
people  provide  you  with  the  turnkey  solution  and 
service  to  maximize  vour  aircraft  investment. 


Because  we  operate  the  world's  largest  charter  fleet  of  corporate 
and  private  jets,  we  can  take  you  anywhere  you  want  to  go. 
Around  the  globe,  Jet  Aviation's  staff  is  at  your  disposal  24  hours  a 
day.  Just  give  us  a  call  and  we  will  take  care  of  all  your  planning 
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A  LONG  WAY  FROM  THE  LUMBERYARD:  Experts  designed  the  lobby  and  the  links. 


lethal.  Martini  drinkers  get  2lA  shots 
of  gin  instead  of  the  standard  1%.  On 
the.  club  level,  you  get  five  daily 
meals  and  a  private  concierge.  The 
resort  is  so  huge  that  some  spots,  like 
.the  perennially  empty  P.J.'s  Ice 
Cream  Parlor,  have  the  eerie  feel  of  a 
ghost  town. 

For  this,  expect  to  pay  $275  to 
$1,500  a  night,  depending  on 
whether  you  choose  a  standard  room 
or  the  Presidential  Suite.  At  these 
rates,  says  operations  chief  Michael 
King,  the  resort  will  break  even  for 
the  first  time  this  year. 

But  Nemacolin  is  about  a  lot  more 
than  dollars  and  cents  for  old  Joe 
Hardy.  It's  an  elaborate  gift  for 
Maggie,  Joe's  youngest  daughter 
from  his  first  of  two  marriages. 
Maggie  is  his  anointed  successor  and 
heir  to  the  84  Lumber  fortune. 

Maggie  was  always  her  dad's 
favorite.  Joe  used  to  yank  her  out  of 
school  for  days  at  a  time  beginning 
when  she  was  a  hyperactive  7-year- 
old.  Riding  beside  him  in  his  car,  she 
would  yell  out  numbers  off  the  P&L 
as  they  barnstormed  the  country  in 
search  of  new  sites  for  84  stores. 

She  never  cared  much  for  school, 
dropping  out  of  West  Virginia  Univer- 
sity. She  was  more  comfortable  smok- 
ing cigarettes  than  taking  exams.  "I 
used  to  be  a  really  bad  girl,"  she  teases. 

But  business  interested  her,  and  she 
admired  her  rough-edged  dad.  The 
two  look,  walk  and  talk  alike.  So  there 
was  little  surprise  in  1993  when  Joe 
Hardy  skipped  over  his  other  four 
children  and  chose  Maggie  as  his  heir 
and  successor.  He  turned  over  to  her 
ownership  of  the  resort  and  the  retail- 
ing business.  None  of  the  other  chil- 
dren even  work  for  the  company;  they 
either  left  or  were  pushed  out,  chafing 
under  Joe's  demanding,  gruff  ways. 
Maggie  was  more  of  a  chip  off  the  old 
block.  "We  fight,  but  I  get  over  it 
after  I  walk  out  the  door,"  says 
Maggie  in  an  interview  at  her  Nema- 
colin office,  decorated  with  photos  of 
her  husband,  Pete  Magerko,  now  the 
property's  chief  engineer,  and  her  4- 
year-old  son,  P.J. 

Maggie's  every  bit  the  microman- 
ager  Joe  is.  At  the  spa,  she'll  pop  up 
from  a  facial  to  answer  a  phone  and 
then  badger  the  staff  about  why  they 
let  it  ring  more  than  twice.  She's  also 
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The  Pleasure 

of  Perfection 


Invisible  Set  Ruby 
and  Diamond  Brooch 


"AS'.* 

'■-"■*  t 


Van  Cleef  &  Arpels 

NEW  YORK  744  FIFTH  AVENUE 

PALM  BEACH,  BEVERLY  HILLS,  HONOLULU,  PARIS,  CANNES,  MONTE-CARLO,  LONDON,  GENEVA,  TOKYO  HONG  KONG  18001  VC  A-5797 


Yoia  wov\;f 

yotw  b€*A 
wIVU  yoiw 

TUe  Roow  TU<aV  WovVs5 

is  fke  vooi^  you  <*sVie<A  -Pov. 

We  Usfev\e<A  fo  vwU<?vf  ouv  guests 

W^vveliv\g  ov\  business  \w*w\fe<A, 

^v\«A  v\ee<Ae<A,  in  ^  voow. 

TUe  vesulf?  A  vwovWsf^iVlovv  <*s 

coi*vPovf<*ble  <*s  youv  Vav\g-siz.e<A 

be<A.   IV  U<as  <n  gig**nHc  <AesY 

vwlfU  movable  i*mttv\g  console. 

T«*sV  UgUfiHg.    Evgov\omic  clWtv. 

Two  ouflefs. 

faA  o\  ^f^povf  <?&  eye  level 

fmsfe^uA  o-P  <*v\Vle  level). 

Tkeve's  ho  exW**  cU«nvge 

■Pov  <*!!  fUese  ex:K^s,  so  be  suve 

f  o  <*sW  -Pov  TUe  Rooya  TU<*f  vJovWs. 

(VW^il^ble  iv\  v*a<?vjov-  wv^vVefs 
<?woiav\«A  vUe  vwovl<A.) 


WUev\  you've  <rov*vPov-t-£>v\pl« 
yoiA  cr<?\v\  <Ao  «?vvvy-HAivyg. 

*^  Harriott 

HOTELS    RESORTS    SUITES 
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Rich   Retreats 


as  blunt  as  her  dad,  not  shying  away 
from  pointing  out  that  big  pimple  on 
your  face. 

At  Nemacolin,  Maggie  trades  in  her 
84  Lumber  uniform  for  simple 
pantsuits  and  diamond  jewelry.  Roam- 
ing the  halls,  she  asks  maintenance 
men  and  bellhops  how  things  are 
going.  She  loves  it  when  employees  tell 
her  frankly  that  something  is  wrong. 
That's  how  she  fell  for  her  husband, 
then  a  resort  security  guard,  who 
informed  Maggie  that  her  best  friend 
was  stealing  from  the  company 
kitchen. 

She's  putting  her  own  touches  on 
the  building  supply  company  as  well  as 
on  the  hotel.  There's  a  new  chain  to 
cater  to  architects  and  designers  called 
Maggie's  Building  Solutions  Show- 
room. She's  even  installing  heat  and 
air-conditioning  in  some  of  84's  stores. 

And  Joe?  He's  not  as  involved  with 
the  business  these  days.  As  if  to  make 
up  for  lost  time,  he's  spending  money 
freely  and  enjoying  himself.  In  1995 
he  left  Maggie's  mother,  Dorothy,  his 
wife  of  5 1  years,  to  move  in  with  his 
then-23-year-old  secretary,  Debbie 
Maley.  At  his  wedding  to  Debbie  last 


year,  Joe  spent  $100,000  to  fly  in  his 
new  bride's  favorite  singer,  Kenny 
Rogers. 

Not  satisfied  with  owning  a  hotel 
copied  after  the  Paris  Ritz,  he's  dab- 
bling in  British  titles  that  he  buys  on 
the  open  market.  His  youngest 
daughter  by  Debbie,  1-year-old 
Taylor  Mae,  is  not  just  a  Hardy.  She's 
the  Baroness  of  Connemara. 

The  construction  never  ends  at 
Nemacolin.  Plans  are  in  the  works  for 
a  water  park,  a  third  golf  course,  a 
new  wing  with  150  more  Chateau- 
style  rooms  and  $4  million  in  renova- 
tions to  the  spa,  which  will  have  yet 
another  restaurant. 

Maggie  suggests  she'd  like  to  see 
the  spending  slow  a  bit.  Joe  responds 
that  he's  getting  on  and  wants  to  see 
the  job  finished  before  he  dies.  He's 
already  picked  the  spot  at  Nemacolin 
where  he  wants  his  ashes  scattered.  It's 
a  spit  of  land  on  the  golf  course  over- 
looking Maggie's  three -story  house.  "I 
guess  that's  so  he  can  keep  an  eye  on 
how  she's  running  the  place,"  cracks 
an  employee.  Joe  didn't  hear  the  crack, 
but  he  probably  wouldn't  have 
minded  if  he  had.  M 
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|Ro<n~v703 


W<?w\Vs  Vo  crove 


ov€v  \ri\<e.  v\e>cV55  i^iles. 


Room  <4-ZS~. 


W<?\fev. 


AT&T 

It's  all  within  your  reach. 

The  only  number  you  need 
to  know  for  all  calls  when 
you're  away  from  home. 
1  800  CALL  ATT* 


We  Woiw  you  v\ee<A  Vo  sV^y  iv\  fop  -Povvm  vwUeVWev  you've  in  (*  sulf  ov  swe<*fs.  TW«*V's  vwUy  «>vf  MwvloH- 
u>e've  gof  HEALTHY  START  BREAKFASTS,  £ully  equipped  HEALTH  CLUBS,  PooLS  £ov  Ups  <W  kiv\g-siz.e<A 
\>eM  ¥o  collapse  ov\.  C«*tl  yoi*v  Worvel  <*gev\f  ov  Z00-22%-1210,  ov  visif  i«u>va;.i*\<avvIoH-.coi*a.  We  believe; 


WUev\  yo<A  v-e  o<%*\-£ov+-<?\V>)«£  you.  c«*vv  <Ao  ^vv\yHAiv\^5 


&>  Harriott 
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Live  well,  pay  up 


By  Samantha  J.  Lee 


Our  Cost  of  Living  Extremely  Well  Index  rose  6%  since 
last  year,  triple  the  general  inflation  rate.  Problem  areas: 
racehorses  (purse  sizes  and  wealthier  bidders  helped 
nudge  the  cost  of  untried  yearlings  up  35%, 
to  an  average  $482,765)  and  Olympic-size      «^^^         / 
pools  (better  filtration  boosted  prices  23%).  "^*  \  /.• 

Two  of  42  items  fell  in  price .   . .. 
A  10-minute  call  from  New  York  to     "**™Sfc.K       -    «fl> 
London  using  AT&T's  basic  rate  k^JlJiiUfc ' 

dropped  to  $11.40  from  $12.19;  a 
Louis  Vuitton  duffel  bag  now  costs 
$650  instead  of  $690— thank  a 
strong  U.S.  dollar. 


APPAREL 

Coat  Natural  Russian  sable, 

Maximilian  at  Bloomingdale's 

1976  price,         1998  price, 

$40,000  $195,000 


%  change  97-98 
0.0% 


Silk  dress  Bill 

1976  price, 
$1,767* 


Blass  Ltd.,  classic 
1998  price,      %  change  97-98 
$2,228  0.0% 


Loafers  Gucci 

1976  price,         1998  price,      %  change  97-98 
$89  $295  0.0% 

Shirts  1  dozen  cotton,  bespoke, 
Turnbull  &  Asser,  London 
1976  price,         1998  price,      %  change  97-98 
$448  $2,228'  15.0% 

Shoes  Men's  black  calf  wing  tip, 
custom-made,  John  Lobb,  London 
1976  price,         1998  price,      %  change  97-98 
$202  $2,488'  9.0% 

EDUCATION 

School  Preparatory,  Groton,  1-year  tuition, 
room,  board 

1976  price,         1998  price,      %  change  97-98 
$4,200  $25,900  4.0% 

University  Harvard,  1-year  tuition, 
room,  board 

1976  price,         1998  price,      %  change  97-98 
$5,900  $31,132  3.0% 

ENTERTAINMENT 

Opera  2  season  tickets,  Metropolitan  Opera, 
Saturday  night,  box 

1976  price,         1998  price,      %  change  97-98 
$480  $3,780  5.0% 

Catered  dinner  Lobster,  linens,  Limoges  chin 
crystal,  for  40,  Ridgewell's,  Bethesda,  Md. 
1976  price,         1998  price,      %  change  97-98 
$2,200  $4,836  15.0% 
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One  price  has  remained  constant  for  four  years:  $1,584  for 

a  1-kilo  tin  of  beluga.  Get  it  while  you  can;  one  expert  says 

overfishing  and  pollution  of  the  Caspian  Sea,  where  90%  of 

this  caviar  is  harvested,  sooner  or  later  will  take 

2Jr  their  toll  on  supplies. 

How  will  the  gyrating  stock  market  affect 
luxury  goods?  Presumably,  big-ticket 
items  like  Rolls-Royces  would  be  in  less 
demand.  But  it  just  might  increase  our 
desire  for  smaller  frivolities.  Says  Con- 
ference Board  economist  Ken  Gold- 
stein: "When  the  economy  goes  bad, 
people  splurge  on  themselves." 

FOOD 

Caviar  Beluga  malossol,  1  kilo, 
Aristoff  Caviar  &  Fine  Foods,  L.A. 
1976  price,         1998  price,      %  change  97-98 
$283  $1,584  0.0% 

Champagne  Dom  Perignon,  case, 
Sherry-Lehmann,  N.Y. 

1976  price,         1998  price,      %  change  97-98 
$300  $1,260  6.0% 

Filet  Mignon  7  pounds,  Lobel's,  N.Y. 
1976  price,         1998  price,      %  change  97-98 
$50  $133  12.0% 

Dinner  at  La  Tour  d  Argent,  Paris 

Estimated  per  person  (including  wine) 
1976  price,         1998  price,      %  change  97-98 
$34  $245'  13.0% 

HOME    FURNISHINGS 

Piano  Steinway  &  Sons,  concert  grand, 
Model  D,  ebonized 

1976  price,         1998  price,      %  change  97-98 
$13,500  $77,800  4.0% 

Flowers  in  season  Arrangements  for 
6  rooms,  changed  weekly,  Christatos  &  Koster, 
N.Y.,  per  month 

1976  price,         1998  price,      %  change  97-98 
$1,400  $7,000  0.0% 


Sheets  Set  of  Linen  Lace, 
Pratesi,  queen-size 
1976  price,         1998  price, 
$1,218*  $4,440 


%  change  97-98 
0.0% 


Silverware  Lenox,  Williamsburg  Shell  pattern, 
4-piece  place  settings  for  12 
1976  price,         1998  price,      %  change  97-98 
$1,341  $2,340  0.0% 

TOYS    AND    HOBBIES 

Train  set  Red  Christmas  G  gauge,  LGB 
1976  price,         1998  price,      %  change  97-98 
$178*  $580  0.0% 
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MEDICAL    CARE  ^ 

Face-lift  Private  office.  Upper  East  Side,  N.Y. 
1976  price.         1998  price.      %  change  97-98 
$4,000  $10,000  11.0% 

Hospital  VIP.  Washington  Hospital  Center, 
Washington,  D.C..  1  day,  concierge,  security, 
gourmet  meals 

1976  price.         1998  price,      %  change  97-98 
$325  $1,115  16.0% 

Psychiatrist  Upper  East  Side.  N.Y.. 
45  minutes,  standard  fee 
1976  price.         1998  price,      %  change  97-98 
$40  $200  0.0% 

PERSONAL    SERVICES 

Lawyer  Established  N.Y.  firm,  partner, 
estate  planning,  average  hourly  fee 
1976  price,         1998  price.      %  change  97-98 
$80  $490  3.0% 

Spa  The  Golden  Door.  California. 
basic  weekly  unit 

1976  price.         1998  price.      %  change  97-98 
$1,250  $5,000  11.0% 

PERSONAL    CARE 

Perfume  1  oz.  Joy,  by  Jean  Patou 
1976  price,         1998  price,      %  change  97-98 
$100  $385  5.0% 

Sauna  U.S.  Sauna  &  Steam  Co., 
8x10x7  feet.  8-person,  cedar 
1976  price.         1998  price,      %  change  97-98 
$5,000  $11,624  0.0% 

SPORTING    GOODS 

Motor  yacht  Hatteras  65 

1976  price.         1998  price,      %  change  97-98 

$231,097*         $1,987,700  11.0% 

Sailing  yacht  Nautor's  Swan  68 

1976  price.         1998  price.      %  change  97-98 

$384,300  $2,000,000  2.0% 

Shotguns  Pair  of  James  Purdey  &  Sons, 
Griffin  &  Howe,  N.Y. 

1976  price,         1998  price,      %  change  97-98 
.$20,000  $109,940'  14.0% 

Thoroughbred  Yearling,  average  price, 
Keeneland  summer  select  sale 
1976  price,         1998  price,      %  change  97-98 
$67,300  $482,765  35.0% 

SPORTS    FACILITIES 

Swimming  pool  Olympic,  Olympic  Swimming 
Pool  Co.,  Forestville,  Md. 
1976  price.         1998  price,      %  change  97-98 
$192,308*  $750,000  23.0% 

Tennis  court  Clay,  Putnam  Contracting,  Inc., 
Plainville,  Conn. 

1976  price,         1998  price,      %  change  97-98 
$25,000  $55,000  15.0% 


•Due  to  new  products/suppliers,  prices  estimated  from  similar 
items.   Round-trip  fare  first  published  1996  (fare  previously 
based  on  one-way).   Based  on  Sept.  16.  1998  exchange  rates. 
'Introduced  1998.  'Introduced  1978.  'Introduced  1981. 
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TRANSPORTATION 

Airplane  Learjet  31A,  standard 

equipment,  certified,  10  passengers 

1976  price,         1998  price,      %  change  97-98 

$3,450,0002       $6,100,000  6.0% 

Helicopter  Sikorsky  S-76B, 

full  executive  options 

1976  price,         1998  price,      %  change  97-98 

$1,300,0003      $7,850,000  2.0% 

Automobile  Rolls-Royce  Silver  Spur 

1976  price,         1998  price,      %  change  97-98 

$117,000"  $189,900  2.0% 

Airline  ticket  British  Airways 
Concorde,  round-trip  N.Y.-Londont 
1976  price,         1998  price,      %  change  97-98 
$1,512  $9,165  8.0% 

OTHER  GOODS  AND  SERVICES 
Cigars  Aniversario  No.l,  Dominican 
Republic,  25  cigars,  Davidoff,  N.Y. 
1976  price,         1998  price,      %  change  97-98 
$127*  $613  7.0% 

Magazine  Forbes,  1-year  subscription 
1976  price,         1998  price,      %  change  97-98 
$15  $60  0.0% 

Duffel  bag  Louis  Vuitton, 
Keepall  bandouliere,  55  centimeters 
1976  price,         1998  price,      %  change  97-98 
$391*  $650  -6.0% 

Watch  Patek  Philippe,  Classic  man's  gold, 
leather  strap 

1976  price,         1998  price,      %  change  97-98 
$2,450  $10,800  0.0% 

Purse  Hermes,  "Kelly  Bag,"  calfskin, 
rigid,  28  centimeters 

1976  price,        1998  price,      %  change  97-98 
$550  $4,875  2.0% 

Long  distance  phone  call  10  minutes, 
AT&T,  New  York-London 

1976  price,         1998  price,      %  change  97-98 
$12  $11.40  -6.0% 

Lodging  while  out  of  town  Hotel  2-bedroom 
suite,  park  view,  The  Stanhope,  N.Y. 
1976  price,         1998  price,      %  change  97-98 
$333  $900  3.0% 

Sign  of  a  frothy  economy?  For  the  first  time 

in  years,  the  cost  of  living  rich  jumped,  while 

the  price  of  just  getting  by  edged  up  only 

slightly. 
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IBM.  Solutions  lor  a  small  planel  and  the  e-business  logo  ate  trademarks  ol  International  Business  Machines  Corporation  in  the  United  Stales  and/or  other  cor  nines  Other  company,  product  and  service  names  may  be  the  trademarks  or  service  marks  ol  others  ©  1998  IBM  Corp 


WE'LL  BE  WITH  YOU  IN  A  MINUTE 

Please  hold Thank  you 


.Thanks  again  for  waiting,  we'll  be  with  you  shortly 


.we  do  appreciate  you're  busy  and  we  appreciate  your  patience. 


.once  again,  thanks  for  waiting. 


we  know  you  have  a  choice  of  ads  and  we're  happy  you've  chosen  us. 

.We'll  be  with  you  shortly 


Doesn't  work,  does  it?  Not  for 

an  ad,  not  for  a  business.  That's  why  Mazda,  Safeway  and  Union  Bank  of  California  chose 
an  IBM  e-business  solution  that  helps  them  increase  their  customers'  satisfaction  —  without 
even  touching  their  bottom- line.  To  find  out  more  about  Web  self-service  applications,  visit 
www.ibm.com/e-business.  Or  call  us  at  1  877  IBM  7080,  ext.  NC51. 

Solutions  for  a  small  planet™    =   j==  =^£= 
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Chance  meetings  with  an  obscure  young  invest- 
ment counselor  made  a  lot  of  people  wildly  rich. 

Without  knowing  it,  they  were  buying  into  the 
greatest  compound-interest  machine  ever  built. 


The 


Berksh 
Bunch 


By  Dolly  Setton  and  Robert  Lenzner 

In  1952  a  21-year-old  aspiring  money  manager  placed  a  small  ad  in  an 
Omaha  newspaper  inviting  people  to  attend  a  class  on  investing.  He  fig- 
ured it  would  be  a  way  to  accustom  himself  to  appearing  before  audiences. 
To  prepare,  he  even  spent  $100  for  a  Dale  Carnegie  course  on  public 
speaking. 

Five  years  later  Dr.  Carol  Angle,  a  young  pediatrician,  signed  up  for  the  class.  She 
had  heard  somewhere  that  the  instructor  was  a  bright  kid,  and  she  wanted  to  hear 
what  he  had  to  say.  Only  some  20  others  showed  up  that  day  in  1957. 

You  will  by  now  have  guessed  the  teacher's  name:  Buffett.  Warren  Buffett. 

"Warren  had  us  calculate  how  money  would  grow,  using  a  slide  rule,"  Dr.  Angle, 
now  71,  recalls.  "He  brainwashed  us  to  truly  believe  in  our  heart  of  hearts  in  the 
miracle  of  compound  interest." 

Persuaded,  she  and  her  husband,  William,  also  a  doctor,  invited  1 1  other  doctors 
to  a  dinner  to  meet  young  Warren. 

Buffett  remembers  Bill  Angle  getting  up  at  the  end  of  the  dinner  and  announc- 
ing: "I'm  putting  $10,000  in.  The  rest  of  you  should,  too."  They  did.  Later,  Carol 
Angle  increased  her  ante  to  $30,000.  That  was  half  of  the  Angles'  life  savings. 

Dr.  Angle  still  practices  medicine,  as  director  of  clinical  toxicology  at  the  Univer- 
sity of  Nebraska  Medical  Center.  But  she  doesn't  work  for  the  money.  Her  family's 
holdings  in  Buffett's  Berkshire  Hathaway  have  multiplied  into  a  fortune  of  $300 
million. 

Carol  Angle  is  a  charter  member  of  the  Berkshire  Bunch,  a  diverse  tribe  scattered 
throughout  the  land  whose  early  faith  in  Warren  Buffet  has  led  to  immense  riches. 

In  Omaha  alone  there  may  he  at  least  30  families  with  SI 00  million  or  more 
worth  of  Berkshire  stock,  according  to  George  Morgan,  a  broker  at  Kirkpatrick. 
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HAROLD  ALFOND 

Sittin'  on  the  dock  of  the  bay- 
and  on  a  billion  bucks. 
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Fly  Like  an  Eagle? 
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Direct  Mail  can  satisfy  most  any  craving  you  have  -  big  or  small. 
Looking  to  pump  up  local  sales?  Well,  a  pizza  chain  addressed 
that  need  by  blanketing  their  neighborhood  with  a  mailing  of 
customized  refrigerator  magnets. 

Now,  when  stomachs  start  growling,  their  delivery 
number  is  right  there.  All  this  for  pennies  per  customer  at 
a  fraction  of  the  cost  for  mass- 
media  vehicles. 


,„uct  ma.i  oet.ve**- 


Do  you  compete  in  a  bigger  arena?  Great.  National 
marketers  of  everything  from  cars  to  clothing  to  consulting  rely 

Push  a 

pizza  through  this. 

Or  just  about 
anything  else. 

on  Direct  Mail  to  deliver  relevant,  one-to-one  messages.  Which 
helps  them  to  make  sales,  nurture  customer  loyalty  and  even 
build  brand  eguity. 

When  you  think  about  it,  Direct  Mail  is  a  lot  like  pizza.  You 
can  have  it  any  way  you  like. 

For  a  free  kit  filled  with  information,  examples  and  ideas  on 
how  adding  Direct  Mail  to  your  media  mix  can  help  build  your 
business,  call  1-800-THE-U5PS,  ext.  2110. 


Sf  UNITED  STATES 
POSTAL  SERVICE® 


We  deliver. 

TM05  ©  1 998  The  United  States  Postal  Service 
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e  Berkshire  Bunch 


Pettis  who  handles  accounts  of  many  Berkshire  holders. 

Mildred  and  Donald  Othmer  died  recently,  leaving  an 
estate  almost  entirely  in  Berkshire  Hathaway  stock 
worth  close  to  $800  million.  Mildred's  mother  was  a 
friend  of  Buffett's  family.  When  Mildred  married  in  the 
1950s  she  and  her  husband  each  invested  $25,000  in  a 
Buffett  partnership. 

That  was  before  Buffett  had  accumulated  enough  money 
to  buy  control  of  a  struggling  old  New  England  manufac- 
turer of  textiles,  handkerchiefs  and  suit  linings  called  Berk- 
shire Hathaway.  At  the  time  his  first  converts  signed  on, 
Buffett  was  running  essentially  what  we  would  today  call  a 
private  investment  partnership.  When  he  disbanded  the 
partnership  in  1969,  explaining  that  bargains  were  then 
hard  to  find,  he  returned  most  of  the  investors'  money  and 
their  prorata  Berkshire  shares.  He  recommended  to  some 
of  his  investors  that  they  turn  their  money  over  to  the  small- 


The  disciples 


Buffett  and  11  of  Ben  Graham's  other  disciples  gathered  in  San  Diego 
to  honor  Graham  (third  from  left,  below)  in  1968.  Buffett  later 
called  them  "The  Superinvestors  of  Graham  -and-  Doddsville."  He 
meant  that  many  of  them,  like  Bill  Ruane,  Walter  Schloss,  David  (Sandy) 
Gottesman,  Tom  Knapp,  Ed  Anderson  and  Henry  Brandt  were  followers 
of  Columbia  Business  School  professors  Graham  and  David  Dodd.  Their 
goal:  to  find  stocks  that  sold  at  less  than  their  value.  Buffett  calls  this  "the 
idea  of  buying  dollar  bills  for  40  cents." 

Some  of  these  acolytes  got  rich  and  famous  by  investing  in  Berkshire 
Hathaway.  Others  sold  portions  of  their  holdings  for  other  purposes  (phil- 
anthropy) or  dropped  out  of 
Wall  Street  altogether. 

Curiously,  Buffett's  mentor, 
Graham,  never  gave  his  pro- 
tege money  to  invest.  "He 
couldn't  have  cared  less,"  Buf- 
fett says  today.  "That  was  my 
frustration  with  Graham.  He 
had  no  intensity  for  money." 
But  Graham's  wife,  Estelle, 
invested  $30,000  early  on. 

Not  every  follower  of 
Graham  took  an  equal  position 
in  Berkshire. 

Sandy  Gottesman  personally 
holds  a  major  Berkshire  posi- 
tion. Ruane's  fund,  Sequoia, 
has  a  major  Berkshire  holding, 
but  Ruane  himself  doesn't 
show  up  as  a  big  shareholder. 

"Ruane  just  isn't  interested  in  money,  Buffett  explains 
generous  guy  I  know." 

Tom  Knapp  got  a  minor  Berkshire  holding  long  ago  by  liquidating 
Dempster  Mills,  a  windmill  company  that  Buffett  controlled  in  the  1950s. 
Walter  Schloss  says  his  stake  is  worth  over  SI  million.  And  William  ( Buddy) 
Fox,  a  brilliant  money  manager  who  suddenly  left  for  Australia,  and  returned 
to  New  York,  doesn't  talk  with  his  old  friends.  -RL.   wm 


ish  Wall  Street  firm  Ruane,  Cuniff  &  Co.  and  its  Sequoia 
Fund — a  recommendation  that  neither  he  nor  they  have 
reason  to  regret. 

For  a  while,  he  tried  running  Berkshire  as  a  textile 
company,  with  investments  on  the  side.  In  the  end,  he 
liquidated  the  business  and  concentrated  entirely  on 
investments.  The  ebullient  stock  market  of  the  mid-  and 
late  1960s  had  turned  Buffett  off,  but  things  were  chang 
ing.  The  overpriced  markets  of  the  late  1960s  collapsed 
amid  recession,  oil  crises  and  inflation,  and  stocks  became 
cheap  again.  Speaking  to  Forbes  in  late  1974,  Buffett 
proclaimed  that  stocks  were  irresistible  bargains.  (Actual 
ly,  he  put  it  more  colorfully.  Looking  at  the  stock  market, 
he  said,  "I  feel  like  an  oversexed  guy  in  a  harem.") 

The  story  of  his  investment  success  has  been  told  often, 
here  and  elsewhere:  his  devotion  to  the  rigid  analysis  of  bal 
ance  sheets  and  p&l  statements  advocated  by  his  teacher 
Benjamin  Graham;  his  partnership 
with  Charles  Munger,  which  influ 
enced  Buffett  to  modify  some  of  his 
earlier  concepts.  Suffice  it  to  say  that 
Buffett  has  done  in  stocks  and  com- 
panies what  shrewd  collectors  have 
done  in  art:  recognized  quality 
before  the  crowd  does.  Today  Berk- 
shire Hathaway  has  a  market  capital- 
ization of  $73.5  billion,  and  Buffett 
is  a  national  hero. 

He  is  number  two,  behind  Bill 

Gates,  on  the  Forbes  list  of  the  400 

richest  people  in  the  U.S,  with  $29 

billion    in    Berkshire    Hathaway 

shares.  Munger,  the 


BEN  GRAHAM  AND  12  ACOLYTES: 

Debating  the  market,  1968. 


'And  he's  the  most 
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acerbic  lawyer  and 
Buffett's  partner  for 
40  years,  ranks  153, 
with  $1.2  billion 
Buffett's  wife,  Susan 
whom  he  married  in 
1952,  has  $2.3  bil- 
lion, ranking  her  73 
on  The  Forbes  400. 
Though  Forbes 
could  not  find  them 
all,  we  are  confident 
that  there  are  scores 
of  Berkshire  centimil- 
lionaires. 

The  Bunch  has  a 
few  things  in  com- 
mon: By  and  large  they  haven't  used 
their  new  wealth  to  finance  jet-set 
living.  Dr.  Angle  is  rather  typical.  She 
doesn't  fly  first  class;  she  wouldn't 
dream  of  buying  a  Mercedes. 
"There  isn't  that  much  to  spend 
money  on  in  Omaha  .  .  .  and  if  you 
do,  you're  highly  suspect,"  she 
laughs.  It  has  been  a  fun  ride  for  her. 
She  checks  her  computer  every  day 
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The  Omaha  gang 


any  neighbors  and  local  friends  had  faith  in 
laf  I  Buffet t  years  before  he  became  the  Sage  of 
Omaha.  Dan  Monen  was  the  young  Omaha 
lawyer  who  helped  set  up  many  early  Buffctt  invest 
ment  partnerships  during  the  mid-1950s.  He  helped 
Forbi-.s  track  down  the  names  of  early  investors  at  the 
Douglas  County  Courthouse.  Monen  had  his  own 
partnership,  called  Mo-Buff,  Ltd.,  which  included  Ren 
Graham's  late  wife,  Estelle,  ,\nd  Graham's  cousin. 
Monen  put  in  $77,500  in  1959  and  is  still  a  large 
Berkshire  holder  today. 

Carol  Angle,  a  toxicologist,  and  her  late  husband, 
William,  helped  launch  Buffctt  by  rounding  up  1  1  doc- 
tors for  a  dinner  in  1960.  After  hearing  Buffett  out, 
Thomas  Hood,  John  Filkins,  Stanley  Truhlscn  and  the 
rest  anted  up  $10,000  each  for  Emdee  (stands  for 
M.D.,  as  in  doctor),  Ltd.  We  believe  that  many  of 
them,  their  children  and  grandchildren  still  have  signif- 
icant holdings  in  Berkshire  Hathaway. 

Robert  Soener,  who  co-taught  an  investment  course 
w  ith  Buffett  in  the  mid-1950s,  turned  over  a  $10,000 
bonus  that  might  have  paid  down  a  mortgage.  "There 
are  three  things  in  my  life:  God,  Wafren  Buffett  and 
my  wife,  and  I'm  not  sure  about  the  order  of  the  first 
two."  Like  many  early  Omaha  investors,  Soener  leads  a 
quiet,  unassuming  life.  Worth  millions,  he  eats  day-old 
bread  to  save  money:  "It  tastes  fresh  after  you  put  it  in 
the  microwave."  -D.S.   WM 
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CAROL  ANGLE,  ROBERT  SOENER  and  DANIEL  MONEN 
Old-time  Buffett  faithful  sit  back,  relax  and  praise  the  sage. 


[The 


Berkshire  Bunch 


for  an  update  on  her  net  worth.  In  a  self-selective  way,  then, 
many  of  the  Bunch  are  somewhat  like  the  Master,  pleased 
with  their  wealth  but  not  overwhelmed  by  it. 

They  do  have  one  other  thing  in  common:  a  faith  in  Buf- 
fett  that  transcends  bull  and  bear  markets,  a  dislike  for 
paying  unnecessary  capital  gains  taxes  that  has  influenced 
them  to  hang  on  even  when  the  stock  sometimes  seemed 
overpriced — and  an  understanding  that  it's  smarter  to  look 
for  a  steady  15%  or  so  compounding  of  your  money  than 
to  search  for  hot  stocks  that  could  double  or  treble  in  a 
short  time.  There  has  never  been  a  shortage  of  naysayers 
warning  that  Berkshire  was  overpriced.  (Only  last  month 
the  New  York  Times  so  proclaimed. ) 

At  times  its  price  has  been  volatile;  by  September  the 
shares  were  down  27%  from  their  July  peak  of  $84,000.  For 
many  of  the  Berkshire  Bunch  that  meant  paper  losses  run- 
ning into  the  hundreds  of  millions. 

The  Berkshire  Bunch  grew  slowly.  The  first  members 
were  friends  and  family  from  Omaha.  Daniel  Monen,  71, 
the  attorney  who  drew  up  all  of  Buffett's  partnership 
papers,  borrowed  $5,000  from  his  mother-in-law  to  invest 
in  1957.  "Most  lawyers  die  at  their  desks,"  he  chuckles  to 
FORBES.  "I  could  quit  when  I  was  55  because  of  Warren 
Buffett." 


A  wealthy  Omaha  neighbor,  Dorothy  Davis,  invited  Buf- 
fett over  to  her  apartment  one  evening  in  1957. 

"T've  heard  you  manage  money,'  she  said,"  Buffett 
recalls.  "She  questioned  me  very  closely  for  two  hours 
about  my  philosophy  of  investing.  But  her  husband,  Dr. 
Davis,  didn't  say  a  word.  He  appeared  not  even  to  be 
listening. 

"Suddenly,  Dr.  Davis  announced,  'We're  giving  you 
$100,000.' 

"'How  come?'  I  asked.  He  said,  'Because  you  remind  me 
of  Charlie  Munger.'" 

Who?  Buffett  didn't  know  Munger  yet. 

The  meeting  boosted  Buffett's  money  under  manage- 
ment from  $500,000  to  $600,000.  More  important,  it 
planted  a  seed  that  was  to  pay  off  in  two  years,  when  Davis 
finally  introduced  Buffett  to  Munger,  a  fellow  Omaha 
native  who  had  moved  to  Los  Angeles. 

Many  of  the  second  wave  of  the  Buffett  Bunch  were 
Columbia  Business  School  classmates  of  Buffett's.  There  is 
Fred  Stanback,  a  wealthy  native  of  North  Carolina  and  later 
best  man  at  Buffett's  wedding.  In  1962  he  entrusted 
$125,000  to  Buffett. 

Others  joined  the  Bunch  because  they  recognized  in  Buf- 
fett a  fellow  admirer  of  investment  guru  Ben  Graham. 


For  the  Buffett  faithful,  time  paid  off 


1948-51  At  Columbia,  Buffett 
studies  under  mentor  Ben- 
jamin Graham. 

1951  Buffett  makes  first 
"killing"  in  auto  insurer  Geico; 
invests  $10,282  and  sells 
less  than  a  year  later  for 
$15,259. 

1956  Sister  Doris,  neighbor 
Charles  Peterson,  lawyer  Dan 
Monen,  Buffett  and  others 
pool  $105,100  seed  money  in 
original  Buffett  partnership. 

1957  Edwin  and  Dorothy 
Davis  put  $100,000  in  differ- 
ent partnership,  saying  Buf- 
fett reminds  them  of  Charlie 
Munger,  whom  Buffett  has  yet 
to  meet. 

1962  During  market  break 
Buffett  starts  accumulating 
Berkshire  Hathaway  at  $7.50 
a  share — its  working  capital  is 
only  $10  a  share. 

1969  Bearish  Buffett  gets  out 
of  market,  liquidates  partner- 
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GEN  RE'S  CEO  AND  BUFFETT:  a  pair  of  $22  billion  smiles. 


ship  that  all  others  were 
folded  into;  distributes  70%  of 
Berkshire  at  $43  a  share  or 
$29  million  to  original 
investors. 

1972  Berkshire  rises  to  $80  a 
share  by  December.  Munger 
gets  Buffett  to  buy  See's 
Candy  for  $25  million.  See's 
makes  well  over  $50  million  in 
1997. 

1973-74  In  bear  market,  Berk- 


shire falls  50%,  to  $40  a 
share.  But  Buffett  is  a  buyer, 
becoming  largest  outside 
shareholder  of  the  Washington 
Post  Co.,  the  paper  he  deliv- 
ered as  a  kid. 

1976  Returns  to  old  favorite: 
takes  big  position  in 
financially  troubled  Geico. 
Just  before  bailout  is 
complete,  Graham,  still 
a  shareholder,  dies  at 
age  82. 


1978  Diversified  Retailing 
merged  into  Berkshire, 
making  Munger  a  large  share- 
holder and  vice  chairman  of 
Berkshire. 

1987  Market  crashes  23%, 
but  Berkshire  ends  the  year  at 
$2,950,  higher  than  year-end 
1986. 

1988  Buffett  buys  7%  of 
Coca-Cola  at  average  price  of 
$5.48  split-adjusted. 

1993  Number  one  on  The 
Forbes  400  list,  with  $8.3 
billion. 

1997  Buffett's  $10  million 
investment  in  Washington 
Post  worth  $850  million. 

1998  Berkshire  acquires 
General  Re,  nation's  largest 
reinsurance  firm,  for  $22 
billion.  As  market  teeters, 
Buffett  sells  stock  and  bonds, 
raising  $9  billion  in  cash. 
"The  big  question  is  how  I 
redeploy  it." 
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Changing  Jobs? 

Prudential  Can  Help 

You  Make  The  Most  Of 

Your  40l(k)  Rollover 

You've  managed  to  save  quite  a  bit  of  money  in  your  former  company's  401(k)  plan.  Now,  Prudential  gives 
you  a  unique  chance  to  really  put  it  to  work.  We'll  help  you  rollover  your  40 1  (k)  distribution  into  an  IRA 
with  access  to  some  of  America's  most  popular  mutual  funds.  And,  you'll  be  working  with  a  personal 
Financial  Advisor  every  step  of  the  way  to  ensure  you  understand  all  your  options  and  to  make  the  best 
decisions  for  you.  It's  all  part  of  a  mutual  fund  program  we  call  PruChoice 

PruChoice  :  3  steps  to  a  smart  401  (k)  rollover. 


Lei 


The  Quarterly  Account  Monitor  shows  you 
how  your  funds  ore  performing. 


Create  an  effective 
investment  strategy. 

You  and  your  Financial  Advisor 
will  look  at  how  your  rollover 
fits  within  your  overall  portfolio. 
That  way,  you'll  make  sure  that  all  your 
long-term  investments  are  working 
together  as  effectively  as  they  can. 

2  Choose  investments  from 
over  50  of  America's 
most  popular  mutual 
fund  families.  Using  your 
customized  asset  allocation  as  a 
guide,  your  advisor  will  help  you  build  a 
portfolio  from  over  250  carefully  selected 
funds.  And  there  are  no  sales  charges — 
just  an  annual  effective  program  fee  of 
1.25%  of  assets"  for  the  ongoing  help  of 
your  advisor. 

3  Get  the  guidance  you 
need  to  keep  your 
portfolio  on  track. 
When  you're  planning  something 
as  important  as  your  retirement, 
professional  guidance  is  indispensable. 
Your  Financial  Advisor  will  be  there  to  help 
you  fine-tune  your  investments  as  often  as 
your  needs  change,  so  your  portfolio  stays 
focused  on  your  long-term  goals. 


Call  today  for  your  FREE 

brochure.  Investing  your  401(k)  rollover 

could  be  one  of  the  biggest  financial 

decisions  of  your  life.  That's  why  you  may 

want  to  tackle  it  with  the  guidance  of  a 

professional.  A  Prudential  Securities 

Financial  Advisor  can  help  you  make 

important  decisions,  such  as  whether  a 

traditional  or  Roth  IRA  better  suits  your 

needs.  Call  to  set  up  an  appointment  with  a 

Financial  Advisor  and 

ask  for  free  copies  of 

our  brochures 

on  the 

PruChoice 

program 

and  Make  the 

Most  of  Your 

Retirement 

Assets. 


Call  today! 
1-800-THE-ROCK 

ext.  2773         www.prudential.com 

wfer  Prudential 


'PruChoice  is  offered  by  Prudentiol  Securities.  For  more  complete  information  about  any  fund  availoble  through  PruChoice,  including  charges  and  expenses,  obtain  a  prospectus  by  calling  the  number  above  for 
the  Prudential  Securities  branch  nearest  you.  Please  read  the  fund's  prospectus  carefully  befoie  you  invest  or  send  money.  "  1 2b- 1  fees  may  apply.  Withdrawals  from  a  tox-deferred  investment  may  be  subject  to 
ordinary  income  tax  and  may  be  subject  to  a  10%  penalty  if  withdrawn  before  oge  59  '/?.  Prudentiol  and  its  affiliates  ore  not  tax  advisors.  Please  consult  with  your  own  tax  advisor  for  your  porticular  situation. 
Prudentiol  Securities  Incorporated,  a  subsidiary  of  Prudentiol,  www.prusec.com,  1 99  Water  Street,  New  York,  NY  1 0292.  Member  SIPC. 
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What's  Inqersoll-Rand 


Ingersoll-Rand's  Schlage-  locks  offer 
maximum  security  to  keep  families 
free  from  fear  of  home  invasion.  This 
is  the  reason  that  Schlage  is  the 
leader  in  consumer  and  commercial 
architectural  hardware  markets. 

Leading  brands  such 
'."^^   as  Schlage  typify  our 
company  today.  Well 
recognized  names,  such  as  Torrington® 
and  Ingersoll-Rand®,  have  been 
combined  with  value-added 
acquisitions  such  as  Bobcat' ",  Club  Car®, 
Thermo  King*  and  Blaw-Knox". 

Our  corporate  portfolio  is  now  made 
up  of  powerful  industrial  and  commercial 
brands  offering  an  enormous  variety 
of  products  and  services.  Around  the 
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world,  these  brands  are  recognized  as 
market  leaders.  They  provide  excellent 
growth  opportunities  along  with  the 
prospect  of  earnings  consistency. 

The  result  of  our  aggressive  attitude 
toward  change?  1997  marked  Ingersoll- 
Rand's  fourth  consecutive  year  of  record 
earnings.  And  the  trend  continues. 

Ingersoll-Rand  is  a  fundamentally 
different  company.  Better.  Stronger.  And 
more  dynamic. 

Write  Ingersoll-Rand,  200  Chestnut 
Ridge  Road,  Woodcliff  Lake,  NJ  07675. 
Or  visit  us  at  www.ingersoll-rand.com. 
Our  NYSE  symbol  is  IR.  Discover 
the  feeling  of  being  safe  and  secure. 


INGERSOLL-RAND 
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he  Berkshire  Bunch 


These  included  William  Ruane  of  the  Sequoia  Fund,  David 
Gottesman  of  First  Manhattan  and  the  late  Phil  Carrett  of 
the  Pioneer  Fund. 

"Anyone  who  came  in  contact  with  Warren  bought  the 
stock.  It  was  one  of  the  clearest  decisions  a  person  could 
make,"  says  Gottesman.  His  firm  holds  over  6,000  shares, 
worth  some  $368  million,  for  its  clients.  Ruane's  Sequoia 
Fund  holds  20,975  shares,  34%  of  its  total  portfolio. 

Later  in  the  1960s  the  big  money  began  to  catch  on. 
Laurence  Tisch  (Forbes  400  rank  80)  and  Franklin  Otis 
Booth  Jr.  (see  cover),  cousin  of  the  Los  Angeles  Chandler 
family,  became  investors.  Some  members  almost  stumbled 


in,  owning  stock  in  the  old  Berkshire  Hathaway  and 
hanging  on  when  Buffett  turned  it  into  an  investment 
company. 

Notably  the  Chace  family  of  Rhode  Island.  In  1962  Buf- 
fett started  buying  shares  in  Berkshire  Hathaway,  a  belea- 
guered New  Bedford,  Mass.  manufacturer.  Its  chairman  was 
a  man  named  Malcolm  Chace,  scion  of  an  old  New  Eng- 
land family.  To  Buffett,  Berkshire  seemed  a  classic  Ben 
Graham  situation,  selling  as  it  was  at  $7.50  a  share  versus 
net  working  capital  of  $10  a  share. 

Buffett  took  control  in  1965  and  gradually  liquidat- 
ed the  working  assets.  Malcolm  Chace  was  still  a  share- 


The  Buffett  collection 


,  n  his  way  to  a  summer  canoeing  trip  with  his  son 
42  years  ago,  Homer  Dodge,  president  of  Nor- 
^k^  wich  University  in  Vermont,  stopped  in  Omaha 
to  meet  with  a  25-year-old  protege  of  Ben  Graham. 
Warren  Buffett  came  to  the  door  of  his  home  in  his 
socks  and  invited  Dodge  in  for  an  informal  chat.  Dodge 
gave  Buffett  $120,000  to  invest  for  his  family. 

His  son,  Norton,  a  University  of  Maryland  expert  on 
die  Soviet  economy,  had  contributed  $40,000.  By  1970 
Norton's  stake  was  worth  more  than  $700,000.  He 
decided  to  use  the  wealth  for  some  worthwhile  purpos- 
es. On  his  frequent  trips  to  the  Soviet  Union,  Dodge 
learned  about  the  many  talented  artists  there  who 
couldn't  exhibit  their  works  because  thev  did  not  cele- 


brate the  glories  of  the  communist  state.  Dodge  would 
use  the  monev  to  buy  their  works  and  publicize  them. 

Some,  like  Vitaly  Komar  and  Alexander  Melamid, 
spoofed  iconic  posters  of  Stalin  in  the  genre  of  Ameri- 
can pop  artists.  Ilya  Kabakov  painted  a  figure  in  a 
shower  engulfed  by  a  big  blob  of  water:  It  was  "drown- 
ing in  the  controls  of  Soviet  society,"  says  Dodge.  Alek- 
sei  Sundukov  painted  a  line  of  women  stretching  to  the 
horizon  to  symbolize  the  country's  omnipresent  queues. 
"The  Sundukov  work  shows  that  the  Soviet  system  was 
not  fulfilling  basic  needs,"  continues  Dodge.  "These 
artists  helped  undermine  the  authority  of  the  partv  and 
bring  on  the  collapse  of  the  system,"  he  says.  "In  a 
sense,  they  said  the  emperor  wore  no  clothes." 

Sometimes  these  artists  held  unauthorized  exhibits. 
The  response  to  them  convinced  Dodge  that  the  Russ- 
ian people  weren't  happy  with  their  socialist  system. 
"People  lined  up  for  hours  and  hours  to  get  into  the  big 
underground  exhibits,"  he  remembers. 

Staff  members  of  embassies  and  artists  led  Dodge  to 
dim,  dank  apartments  of  more  underground  artists  and 
collectors.  Dodge  would  ask  cabs  to  drop  him  off  a  few 
blocks  past  his  destination,  then  walk  back  to  make  it 
harder  for  the  KGB  to  trace  his  steps. 

He  would  sign  up  for  sightseeing  tours  as  a  cover  for 
the  time  he  was  really  meeting  with  artists.  "One  of  the 
Russian  guides  winked  and  said,  'Show  up  a  little  more 
often  or  we  may  have  to  report  you,'"  Dodge  recalls. 

Dodge  transported  some  work  himself  but  mostly 
relied  on  a  network  of  emigre  artists,  suppliers  and 
diplomat  friends  to  carry  the  works  out  of  the  Soviet 
Union.  As  he  bought  art,  he  sold  Berkshire  stock. 

In  1976  a  painter  friend  named  Evgeny  Rukhin 
died  in  a  fire.  Dodge  blamed  the  kgb  and  never 
returned  to  Russia,  but  he  continued  to  collect  art 
through  his  network  of  contacts. 

Dodge  stored  die  canvases  on  his  960-acre  Cremona 
Farm  in  Maryland  until  1992,  when  he  and  his  wife, 
Nancy,  donated  them  to  Rutgers  University.  By  dien  it 
was  worth  $20  million.  Says  Dodge,  "One  might  say  it 
should  be  labeled  'die  Buffett  Collection.'"      -D.S.  ■■ 
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holder,  though  Buffett's  open-market  purchases  had 
given  him  undisputed  control. 

The  stubborn  Chace  didn't  sell  to  Buffett.  His  holding, 
now  controlled  by  his  heir  Malcolm  Chace  III,  is  worth 
about  $850  million. 

Ernest  Williams,  former  head  of  Mason  &  Lee,  a  Vir- 
ginia brokerage,  read  an  article  by  Buffett  and,  in  1978, 
began  buying  as  many  shares  as  he  could  get;  today,  he 
and  his  family  own  more  than  4,000  shares,  worth  some 
$250  million. 

When  Robert  Sullivan,  of  Springfield,  Mass.,  was  a  19- 
year-old  college  student  in  the  early  1970s  he  first  read  Ben 
Graham's  Intelligent  Investor  and 
Graham  and  David  Dodd's  text- 
book on  investment  management. 
He  began  buying  Berkshire,  at 
$380  a  share,  as  well  as  Wesco 
Financial  Corp.,  a  company  con- 
trolled by  Buffett  and  Munger. 

Legendary  MIT  economics  pro- 
fessor Paul  Samuelson  is  a  big 
shareholder.  To  his  students, 
Samuelson  preached  the  efficient 
market  theory  of  investing,  which 
says  it's  just  about  impossible  to 
beat  the  market.  In  his  own  invest- 
ing, however,  Samuelson  picked  a 
market- beater. 

With  the  Master's  present  fame, 
and  with  a  Class  B  stock  now  avail- 
able worth  just  3%  of  an  A  share, 
Berkshire's  owners,  an  elite  group 
of  the  faithful  no  longer,  now 
number  190,000. 

Along  the  way  Berkshire  has 
become  a  medium  for  families  to 
cash  out  their  ownership  in  private 
companies.  Besides  its  stockhold- 
ings and  insurance  companies, 
Berkshire  shelters  a  raft  of  small 
and  medium-size  companies  that 
publish  newspapers,  make  shoes 
and  sell  candy,  jewelry,  furniture 
and  encyclopedias.  (But  don't 
bother  to  apply  unless  your  com- 
pany meets  the  very  rigorous  Buf- 
fett-Munger  standards.) 

Buffett  prefers  to  buy  such  busi- 
nesses for  cash,  but  he  can  be  arm- 
twisted  into  parting  with  Berkshire 
stock  if  he  wants  your  company 
badly  enough.  William  Child,  the 
chief  executive  of  R.C.  VYilley 
Home  Furnishings,  a  Salt  Lake 
City-based  furnishing  store,  is  one 
of  those  fortunate  ones. 

Just  before  selling  out  to  Buf- 
fett, Child  got  some  sage  advice 
from  grandsons  of  Rose  Blumkin, 
the  then-99-year-old  former  owner 


of  Nebraska  Furniture  Mart  in  Omaha,  who  sold  out  to 
Berkshire  in  1995. 

"My  friends  the  Blumkins  told  me  they  made  a  very  bad 
mistake  selling  their  company  to  Buffett  for  cash.  They  told 
me,  no  matter  what,  you  don't  take  cash,  and  no  matter 
what  you  do,  don't"  sell  your  Berkshire  stock.  And  I  didn't," 
says  Child. 

Child  got  8,000  shares  in  June  1995.  The  price  then  was 
$22,000  a  share.  Today  it  is  $61,400,  giving  Child  a  net 
worth  of  almost  $500  million. 

Albert  Ueltschi,  a  native  of  Kentucky,  received  16,256 
shares    of   Berkshire    when    he    sold    his    company, 


The  Entrepreneurs 


^■  arold  Alfond  once  worked  in  a  Maine  shoe  factory  for  peanuts — 25 
H  cents  an  hour.  In  1956  he  founded  Dexter  Shoe  Co.  with  $10,000 
I  and  grew  it  into  a  leading  manufacturer  of  casual  and  sports  shoes. 
Buffett,  then  owner  of  H.H.  Brown  Shoe  Co.,  met  Alfond  in  1993.  Buf- 
fett offered  cash,  but  Alfond  did  not  want  to  pay  huge  capital  gains  on  a 
zero  basis  for  his  stock.  When  the  stock  hit  $16,600  later  in  1993,  Buffett 
offered  Alfond  2%  of  Berkshire.  The  value  then  was  $420  million,  accord- 
ing to  Of  Permanent  Value  by  Andrew  Kilpatrick.  Today,  it's  $1.5  billion. 
Even  Buffett  wears  Dexter  shoes  now.  Alfond's  not  selling  Berkshire,  nor 
is  he  retiring.  "The  money  hasn't  changed  my  life  at  all.  I'm  working  every 
day,  same  as  I  did  before.  When  you  do  something  and  you  see  it  grow, 
you  want  to  keep  doing  it." 

Buffett  likes  basic,  mundane  businesses  that  dominate  their  local  market. 
Barnett  Helzberg,  former  owner  of  Helzberg  Diamonds,  a  chain  of  jew- 
elry stores  based  in  Kansas  City,  Mo.,  once  spotted  Buffett  right  off  Fifth 
Avenue  in  New  York  City.  "Would  you  like  to  buy  my  company?" 
Helzberg  asked.  "Indeed  I  would,"  said  Buffett.  About  four  years  ago, 
when  Berkshire  was  $16,000  a  share,  Helzberg  received  about  8,000 
shares — now  worth  almost  $500  million.  -R.L.     M 
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JM  BLUE  CHIP  FUND  A  company's  admission  into  the  AIM  Blue  Chip  Fund 
oes  not  come  easy.  Only  those  ranked  at  the  top  of  their  industries  are  wel- 
come.   And    being    an    industry 


AIM  Blue  Chip  Fund 


Year  5  Year  10  Year 

30.85%      22.47%      17.10* 
*23.65%     *21.10"     *16.44% 

ncludes  manmum  5  50%  sales  charge    Average  Annual  Total  Return  as  of  6-30  91 


leader    is    no    guarantee    that    a 
company  is  "blue-chip"  enough. 

Our  disciplined  strategy 
searches  out  only  the  best  growth 
nd  value  stocks.  Which  means  we  accept  only  those  companies  that  have 
rowing  earnings  or  are  undervalued  among  blue-chip  companies. 

It  is  a  strategy  that  seeks  performance  through  discipline.  A  strategy 
esigned  to  create  a  fund  full  of  the  kind  of  companies  that  will  make  you 
eel  more  confident  in  your  investments.  This  is  as  blue  as  it  gets. 


nvest  with  DISCIPLINE 


sm 


vww.aimfunds.com 


MUTUAL    FUNDS 

tet  performance  cannot  guarantee  comparable  future  results. 

■ALL  YOUR  FINANCIAL   CONSULTANT  for  more  compkte'mformatim  about  the  Fund/inckjding  charges 

tide.  Performance  figures  are  historical  and  reflect  reinvested  distributions  and  changes  in  net-asset  value  for  Class  A  shares.  Investment  return  ana  principal  value  will  vary  so 

hat  you  may  have  a  gain  or  loss  when  you  sell  shares.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  AIM  and  design  is  a  registered  trademark  of  A I M 

tanogement  Group  Inc.  AIM  Distributors,  Inc.  1 998 


THE  ART  OF 

VI  NTAG  E 


over  the  centuries,  certain  of  man's 
creations  have  achieved  a  distinction 
that  connoisseurs  worldwide 
acknowledge  as  the  finest  and  most 
artful  of  their  time.  the  vintage 
years  of  such  works  mark  their  authenticity. 

in  the  years  1  979,  1  984,  1  988  and  1  993,  a 

few  acres  of  macanudo  connecticut  shade  wrapper 
leaves  were  so  exceptional,  they  were  declared 
Vintage.  Only  Macanudo  Vintage  Cabinet 
Selection  cigars  are  handcrafted  from  these 
extraordinary  leaves. 

And  that  is  why  a  rare  Macanudo  Vintage 
Cabinet  Selection  cigar  should  always  be 
appreciated  and  collected  as  one  of  the  true 
luxuries  of  life. 


MACANUDO 


Vintage  Cabinet  Selection 

Call  1-800-867-4727  for  the  Macanudo  Vintage  Cabinet  Selection  retailer  nearest  you,  or  visit  http://cigarworld.com    ©  1998  MontegoyC  I  * 


Circa  AD  35  -  40  Roman  Marble  Life-Size  Portrait  Bust  of  a  Youth 

This  Roman  embodies  all  the  promise  of  the  golden  age  of  the  Roman  Empire. 
The  epitome  of  real-life  sculpture  of  the  era,  his  finely  defined  features,  scalloped 
hairstyle  and  sideburns  were  popularized  by  emperors  of  the  Julio-Claudian  period. 


1993  Vintage  Cabinet  Selection,  Number  VIII 

Sealed  in  its  own  crystal  tube  to  protect  against  flavor  loss  or  damage,  this 
Vintage  cigar  is  in  the  great  robusto  tradition.  Fragrant  and  delicious,  it  delivers 
true  Macanudo  Vintage  taste  with  a  smooth,  elegant  finish. 


Height:  14  3/4  inches  Collection:  Royal  Athena  Galleries 


Length:  5  Vi  inches  Ring  Gauge:  50 
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FlightSafety  International,  to  Berkshire  in  1996.  Today 
those  shares  are  worth  about  $1  billion. 

Harold  Alfond  and  his  family  exchanged  their  ownership 
of  Dexter  Shoe  Co.  for  25,203  shares  of  Berkshire  in  1995. 
Alfond  never  sold  a  share;  the  position  today  is  worth  $1.5 
billion. 

As  you  might  expect,  there  are  a  lot  of  people  out  there 
kicking  themselves  for  not  keeping  the  faith.  In  the  1970s 
bear  market  the  carnage  was  terrible.  Berkshire  fell  from 
$80  in  December  1972  to  $40  in  December  1974.  Gloom 
and  doom  were  everywhere.  Year  after  year  people  with- 
drew more  money  from  mutual  funds,  and  a  FORBES  com- 
petitor emblazoned  "The  Death  of  Equities"  on  its  cover. 
All  this  suited  Buffett  fine.  As  he  has  put  it  many  times, 
"You  pay  a  steep  price  in  the  stock  market  for  a  cheery  con- 
sensus.'" Others  were  buying  bonds;  he  was  buying  stocks. 
But  some  of  his  followers  bought  the  consensus  and  sold 
out.  Black  day,  for  them. 

Along  the  way,  others  have  bailed  out  for  different  rea- 
sons. Marshall  Weinberg,  a  Columbia  classmate  who 
became  a  stockbroker  at  Gruntal  &  Co.,  sold  some  stock 
to  make  contributions  to  various  causes.  William  (Buddy) 
Fox  left  Wall  Street  and  cashed  in  his  Berkshire  stock  to 
move  to  Australia.  Buffett's  close  associate  Tom  Knapp  was 
prohibited  from  building  a  major  position  in  Berkshire 


shares  because  his  firm  Tweedy  Browne  was  Buffett's 
broker  during  the  early  stage  of  Buffett's  accumulation. 

Laurence  Tisch  sold  his  position  to  avoid,  he  claims, 
being  criticized  for  being  a  Buffett  investor  when  both  men 
might  be  interested  in  the  same  stocks. 

At  least  one  member  of  the  Berkshire  Bunch  was  forced 
out  by  circumstances.  He  is  J. P.  (Richie)  Guerin,  vice  chair- 
man of  PS  Group  Holdings,  an  aircraft-leasing  and  oil-and- 
gas  production  outfit.  His  PS  Group  had  to  sell  5,700  shares 
of  Berkshire  at  a  relatively  low  price  to  pay  off  bank  debts. 

When  Berkshire's  takeover  of  General  Reinsurance  in  a 
$22  billion  stock  swap  is  accomplished  in  the  fourth  quar- 
ter, Berkshire  will  inherit  an  entirely  new  group  of  investors: 
Seventy  percent  of  Gen  Re  is  held  by  mutual  funds,  insur- 
ance companies  and  pension  funds. 

Will  they  stay  with  Berkshire?  Buffett  fully  expects  a  fair 
number  to  defect.  He  told  FORBES:  "The  first  investors  just 
believed  in  me.  The  ones  who  had  faith  stayed  on;  you 
couldn't  get  mv  Aunt  Katie  to  sell  if  you  came  at  her  with 
a  crowbar.  But  the  people  who  came  in  later  because  they 
thought  the  stock  was  cheap  and  they  were  attracted  to  my 
record  didn't  always  stay.  It's  a  process  of  natural  selection." 

Buffett  can  never  resist  a  chance  to  throw  out  a  quip 
(though  we  must  say,  it  wasn't  one  of  his  best):  "You  might 
say  it's  the  survival  of  the  fattest — financially  fattest."     ■■ 


Franklin  Otis  Booth,  Jr.  flew  to  Omaha  one  day 
at  the  suggestion  of  his  old  pal  Charlie  Munger. 
That  flight  was  the  luckiest  day  in  Booth's  life. 

Charlie's  pal,  Otis 


By  Kelly  Barron 


Charlie  Munger's  voice  grumbles  through  the  receiv- 
er: "I'm  sad  you  found  my  friend  Otis,"  he  sighs. 
"We  would  both  be  happier  if  none  of  this  publici- 
ty ever  happened." 

Munger  is  resigned  to  being  in  the  public  eye.  It  comes 
with  being  Warren  Buffett's  partner.  Not  so  for  Munger's 
old  pal  and  fishing  companion,  Franklin  Otis  Booth  Jr.  A 
tall,  gruff  man  with  silvery-blonde  hair,  Booth  is  a  great- 
grandson  of  Times  Mirror  Co.  founder  Harrison  Gray 
Otis.  This  is  one  low -profile  billionaire:  "I  have  no  idea 
what  his  holdings  are.  I  guess  I'll  read  about  it  in  Forbes," 
qnips  his  son  Franklin  Otis  (Spike)  Booth  III,  47. 

So  be  it.  Billionaires  can't  hide  these  days,  so  Booth  gra- 
ciously agrees  to  talk  with  FORBES — and  to  pose  for  the 
cover  of  this  issue.  During  an  hour-long  interview  at  his 
Bel  Air  mansion,  Booth,  75,  is  polite  yet  doesn't  readily 
volunteer  information.  Recovering  from  his  sixth  hip 
replacement  and  still  in  a  leg-length  cast,  lie  insists  on 
moving  about  without  help.  When  a  reporter  offers  him 


a  hand,  he  rejects  it,  saying  that  the  painful  effort  is  good 
for  him. 

Beginning  in  the  late  1950s  Munger  and  Booth  began 
investing  together — first  in  real  estate,  then  in  Buffett's 
investment  partnership,  later  in  Berkshire  Hathaway.  As  a 
result  Booth  has  a  1.4%  stake  of  Berkshire  Hathaway — just 
shy  of  Munger's  1.5%  holding — making  him  one  of  the 
largest  investors  in  the  company. 

Booth's  18,000  Berkshire  Hathaway  shares  are  worth 
$1.2  billion.  From  his  lifestyle  you  wouldn't  know  he  was 
a  billionaire.  He's  lived  in  the  same  large,  comfortable — 
but  hardly  ostentatious — four-bedroom  home  for  30 
years;  partly,  he  says,  to  avoid  paying  higher  property 
taxes.  He  and  Munger,  wealthy  enough  to  buy  their  own 
airline,  flew  coach  to  Iceland  on  a  salmon -fishing  trip  sev- 
eral years  ago.  "Both  ends  of  the  plane  get  there  at  the 
same  time,"  he  says — although  these  days  Booth  is  given 
to  thing  his  own  used  Learjet. 

Booth  says  he  is  a  "shirtsleeve  cousin"  of  the  Times 
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Mirror  heirs — the  Chandlers.  While 
the  Chandlers  were  prominent  fix- 
tures in  Los  Angeles  society,  the 
Booths  were  not.  Booth's  father  was 
a  wildcatter  and  rancher  and  once 
worked  for  a  talc-mining  company.  A 
bright  youngster,  the  junior  Booth 
entered  the  California  Institute  of 
Technology  in  Pasadena  at  age  16 
and  got  an  engineering  degree.  There 
he  was  a  schoolmate  of  Munger, 
though  they  didn't  know  each  other. 
Booth  then  got  an  M.B.A.  at  Stan- 
ford University. 

In  the  early  1950s  he  worked  at 
the  Times  alongside  his  cousin  Otis 
Chandler,  apprenticing  in  various 
operations,  and  rose  through  the 
manufacturing  side  to  become  a 
group  vice  president  of  Times  Mirror. 

But  Booth  knew  he  wasn't  going 
to  get  rich  working  for  the  newspa- 
per, which  was  controlled  by  his 
wealthier  relatives.  In  the  early  1960s, 
he  considered  buying  a  Los  Angeles 
printing  outfit  used  by  the  Times. 
That  was  his  first  step  on  the  path  to 
becoming  a  billionaire — though  in  a 
way  no  one  could  have  predicted. 

Booth's  dad  put  him  in  touch  with  his  law  firm,  Musick 
Peeler  &  Garrett,  to  investigate  the  deal.  There  he  met  a 
young^bespectacled  lawyer  named  Munger.  "He  and  I 
thought  on  parallel  lines,"  says  Booth  of  Munger.  "When 
he  was  talking,  I  knew  what  he  was  saying." 

The  printing  deal  fell  through,  but  Booth  and  Munger 
became  fast  friends.  Noticing  legal  changes  that  would 
make  condominium  ownership  appealing,  Munger  sug- 
gested that  Booth  develop  condos  on  his  grandfather's 
property  in  Pasadena.  Booth  said  sure,  but  only  if  Munger 
would  invest,  too. 

"He  shamed  me  into  demonstrating  the  wisdom  of  my 
own  advice,"  chuckles  Munger.  They  built  a  40-unit  con- 
dominium for  about  $1  million  and  doubled  their  money 
in  two  years. 

The  debt-averse  Booth  didn't  have  the  stomach  for 
more  real  estate  development.  But  when  Munger  put 
together  his  own  investment  partnership,  he  joined  in, 
investing  $1  million. 

In  1963  Munger  told  Booth  about  a  clever  young 
fellow  in  Omaha.  Booth  flew  to  meet  the  then-little- 
known  Buffett,  and  they  stayed  up  until  midnight  talk- 
ing about  investments.  Shortly  thereafter  he  invested  $1 
million.  That  stake  has  blossomed  into  a  billion  dollar 
fortune,  even  after  small  annual  sales  of  Berkshire  stock 
w  sold  for  living  expenses,  other  investments  and 
dh  i  "ity. 

oth  is  a  true  devotee  of  the  Buffett  credo:  When 
yoi  c  got  a  good  thing,  don't  sell  it.  In  1977  he  gave  the 
Mu  rum  of  Natural  History  in  Los  Aigeles  roughly  6,000 
shan  s    of  Diversified    Retailing,    then    worth    about 


STEALTH  BILLIONAIRE:  Otis  Booth  built  a  fortune  by  holding  on  to  Berkshire  shares. 


$350,000.  The  gift  came  with  stern  advice:  Don't  sell  the 
stock.  Frequently  the  museum's  investment  managers 
wanted  to  unload  the  shares.  Booth  discouraged  it.  Good 
thing.  The  company  was  later  acquired  by  Berkshire,  and 
the  investment  continued  to  compound  for  the  museum. 
The  Booth  endowment,  downsized  only  by  small  sales  for 
the  museum's  budget,  is  now  worth  $80  million. 

As  is  true  of  many  members  of  the  Berkshire  Bunch, 
Booth  is  careful  with  money  and  contemptuous  of  its  dis- 
play. Until  about  ten  years  ago  he  bought  used  cars — 
some  of  them  former  Hertz  rentals  for  his  kids.  He's  fond 
of  shopping  from  L.L.  Bean  and  Orvis  catalogs.  He 
o  incur  debt. "He  still  doesn't  under- 
ortgage,"  says  his  son  Spike,  a  man- 
xecutive  search  firm  of  A.T.  Kear- 


once  is  hunting.  He  travels  annu- 

to  shoot  partridges  and  doves. 

I  animal  heads  from  decades  of 

Africa   decorate    the    fover   of 


absolutely  refuse 
stand  why  I  have  2 
aging  director  at  ti 
ney  in  Los  Aigeles. 

Booth's  one  extrav 
ally  to  South  Amen 
Nearly  two  dozen  st 
big-game    hunting 
his  home. 

Besides  his  Berkshire  >ck,  Booth  has  $100  million  of 
other  investments,  such  Sequoia  Fund,  Clipper  Fund 
and  Times  Mirror.  He  als  owns  2,500  acres  of  orange 
groves  and  a  4,000  acre  c  .ttle  ranch  in  the  San  Joaquin 
Valley,  overseen  by  his  daiu  hter  Lauren. 

Like  Buffett,  Booth  was  careful  to  raise  his  six  children 
to  understand  die  value  <  i  mom  v  and  to  work  for  it.  "His 
philosophy  was:  I  bore  you.  I  b  ed  you.  I  educated  you. 
Now  get  out  and  earn  a  living,'  ays  Spike.  Unlike  Buf- 
fett, though,  Booth  plans  to  1-  he  bulk  of  his  estate  to 
his  family.  Says  he:  "I'll  give  ir  •     the  kids."  M 
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The  Berkshire  Bunch 


Stewart  Horejsi  made  big  bucks  from  Berkshire. 
Now  he  wants  to  run  his  own  little  Berkshire. 

Emulating  the  master 


By  Brigid  McMenamin 

Stewart  R  Horejsi,  61,  is  a 
jolly,  6-foot-4  Salina, 
Kans.,  welding  supplier. 
He  is  very  rich,  but  not  from  his 
welding  business.  In  1980  he  dis- 
covered Warren  Buffett,  bought 
40  shares  of  Berkshire  Hathaway 
and  now  holds  a  cool  $360  mil- 
lion dollars'  worth. 

Now  he's  out  to  duplicate  that 
killing,  this  time  by  doing  what 
he  thinks  Warren  does.  "He's 
modeled  himself  after  Warren 
Buffett,"  says  Boulder,  Colo. 
lawyer  Stephen  Miller,  whose 
only  client  is  Horejsi. 

Copying  Buffett  almost  to  a 
"T,"  Horejsi  is  trying  to  take  con- 
trol of  an  existing  business.  It's 
Preferred  Income  Management 
Fund  Inc.,  a  5  !4 -year- old,  $231 
million  (assets)  closed-end  mutual 
fund.  Horejsi  recently  captured 
two  of  Preferred's  six  board  seats 

in  a  hostile  takeover.  Next  spring  he  plans  to  seize  two 
more.  Once  in  control  he  wants  to  gradually  unload  the 
Preferred  portfolio,  at  least  two-thirds  of  which  has  always 
been  invested  in  income-producing  preferred  stocks.  With 
the  cash,  Horejsi  wants  to  invest  in  equities  a  la  Buffett. 

All  this  makes  Robert  T.  Flaherty  of  Pasadena's  Fla- 
herty &  Crumrine  Inc.  very  unhappy.  The  company 
Stands  to  lose  $1.3  million  in  fees  that  it  earns  annually 
by  managing  the  fund.  In  letters  to  shareholders,  Flaher- 
ty's tried  to  paint  Horejsi  as  a  selfish,  flaky  dilettante. 

Horejsi  owns  almost  39%  of  Preferred's  9.4  million 
shares;  he's  gained  proxies  for  2.7%  more — in  all  41.6%. 

High  finance  is  a  bit  of  a  swatch  for  Horejsi,  son  of  Mil- 
dred Brown  Horejsi  and  Ernest  Horejsi.  His  maternal 
grandfather  founded  Brown  Welding  in  1921.  Stewart 
arrived  16  years  later,  in  the  tail  end  of  the  Depression. 
"They  were  not  by  any  means  wealthy  when  he  was 
growing  up,"  notes  Miller. 

Horejsi  took  over  the  family  firm  after  his  1962  grad- 
uation from  the  University  of  Kansas  with  a  degree  in 
industrial  management.  His  father  had  had  enough.  With 
just  $500,000  in  annual  sales,  the  profits  were  sparse. 

Horejsi  worked  hard  and  expanded  the  business;  in 
1970  he  turned  it  over  to  Warren  Schmidt  and  moved  to 
Portland,  Ore.  to  join  Union  Carbide  in  a  joint  venture 


STEWART  HOREJSI:  All  just  ovarian  lottery? 


to  distribute  welding  supplies.  By 
then  Horejsi  was  prosperous 
enough  to  toss  $250,000  into  the 
project.  Less  than  ten  years  later 
he  sold  his  50%  back  to  Union 
Carbide,  clearing  $500,000. 

Just  43,  he  rented  a  little  office 
in  Portland  and  took  a  year  off 
to   think.    Reading   books   like 
Adam  Smith's  The  Money  Game, 
he    decided    that    he 
could    get    a    better 
return  on  his  money 
by  investing   it  else- 
where rather  than  in 
the  welding  business. 

Attracted  to  Buffett 
after  reading  about 
him  in  Smith's  book, 
Horejsi  first  bought 
Berkshire  stock  in 
April  1980:  40  shares 
at  $265  each.  When 
he  returned  to  the 
helm  of  the  family 
business,  he  began 
putting  profits  into 
Berkshire  stock.  In 
1982  Horejsi  attended 
his  first  Berkshire 
shareholders  meeting. 
"We  sat  on  metal  fold- 
ing chairs  in  the  cafete- 
ria," he  recalls,  with  a 
sense  of  wonder. 
On  every  big  dip  in  the  market,  Horejsi  bought  more 
Berkshire,  mostly  through  family  trusts.  Now  he's  ready 
to  use  some  of  his  money  to  emulate  the  master. 

Like  Buffett,  Horejsi  lives  modestly,  noshes  on  See's 
Candy,  swills  Coke.  He  and  his  wife,  Fran,  live  ten  min- 
utes outside  his  hometown  in  a  roomy  but  conventional 
two-story  suburban  house.  Favorite  pastime:  fishing. 

Even  in  his  rare  indulgence  he  apes  Buffett:  After  the 
Oracle  of  Omaha  started  appearing  in  ads  for  a  time -share 
company  called  Executive  Jet — which  Berkshire  later 
bought — Horejsi  bought  time  in  a  Cessna  Citation  X. 

Horejsi  is  using  some  of  his  wealth  to  endow  a  foun- 
dation. Again,  he  took  his  cue  from  Buffett:  At  his  1997 
shareholder  pep  rally,  Buffett  noted  that  so  much  in  life 
hinges  on  your  parents,  the  upbringing  they  give  you  and 
the  genes  they  supply.  "He  called  it  'the  ovarian  lottery,"' 
recalls  Horejsi.  "I  thought  about  that  for  a  long  time." 

That  thought  inspired  him  to  set  up  a  private  founda- 
tion to  pass  out  $1.25  million  worth  of  school  vouchers 
to  needy  kids.  To  fund  it,  he  turned  over  ownership  of  his 
now  prospering  welding-supply  business  to  the  founda- 
tion. Under  IRS  rules  the  foundation  must  sell  the  busi- 
ness in  the  next  few  years:  "Everything  we  have  was  paid 
for  by  this  little  welding-supply  company,"  Horejsi  says 
fondly.  "I  wish  I  could  run  it  forever."  HB 
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Howard  Buffett  does  not  expect  to  inherit  his  dad's  place 
on  The  Forbes  400,  but  he  hardly  seems  bitter. 

A  son's  advice  to  His  father 


By  Dyan  Machan 


Howard  Buffett,  43,  a  son  of  legendary  investor 
Warren  Buffett,  68,  once  ran  for  a  public 
office  in  Omaha.  His  father  had  some  advice: 
change  the  capital  "B"in  Buffett  on  the  cam- 
paign posters  to  a  lower  case  "b."  "I'm  the 
Buffett  with  the  capital,"  Howard  recalls  his  father  saying. 
But  of  course  this  is  no  laughing  matter,  a  relationship 
between  a  very  rich  dad  (or  mom)  and  the  kids.  Just  ask 
Howard  Buffett. 
Though  he's  based  in  Decatur,  111.,  we  meet  Howard 
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for  lunch  at  the  Hilton  hotel  near  Kennedy  airport  in 
New  York  just  hours  before  his  flight  to  South  Africa. 
He's  headed  off  for  a  photo  safari  and  vacation  with  his 
wife,  Devon,  and  son,  Howie. 

We  order  Cokes  and  sandwiches.  After  a  bit  of  warm- 
up  talk,  I  get  to  the  point — Howard,  your  dad  has  let  the 
world  know  that  his  three  children,  Howard,  Susan  and 
Peter,  will  get  only  a  modest  sum  from  his  eventual  estate. 

"I've  never  spoken  about  this,  so  I  have  to  be  careful," 
says  Howard  Buffett,  taking  a  long,  deep  breath.  Devon, 
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who  is  clearly  supportive  of  her  husband,  has  joined  us 
for  the  first  part  of  the  interview.  She  gives  him  an  uneasy 
look  that  says,  Careful,  Howard. 

"All  three  of  us  would  say  there  have  been  times  when 
it's  been  very  frustrating,"  says  Howard  reflectively. 

He  tells  a  story  to  illustrate  his  point: 

"When  I  graduated  from  high  school  in  1973,  all  I 
wanted  in  the  world  was  a  new  Corvette,"  the  young 
Buffett  begins. 

Dad  didn't  just  say  no.  Neither  did  he  reach  for  his 
checkbook.  He  offered  a  deal. 

Warren  would  pay  $5,000  toward 
the  car,  but  it  counted  for  three  years 
of  birthday  presents,  three  years  of 
Christmas  presents,  his  entire  gradu- 
ation gift,  and  Howard  would  have 
to  come  up  with  the  $2,500  balance 
on  his  own. 

Howard  got  the  car. 

Then  somebody  backed  into  it. 
Buffett  overheard  a  bystander 
exclaim:  "No  big  deal!  That's  the 
Buffett  kid,  there's  lots  more  where 
that  came  from." 

Fat  chance.  Howard  paid  for  the 
repairs  himself. 

Howard  is  a  thin-skinned,  less- 
driven  version  of  his  father.  His  vul- 
nerability shows  through  just  about 
every  sentence. 

Still,  does  having  a  father  worth 
$29  billion  or  so  make  a  difference? 
Howard  hesitated. 

"I  don't  know  for  sure,"  he  says  at 
last,"but  I  think  I  would  have  made 
the  same  choices  that  I've  made." 
Howard  stands  up  and  stretches.  He 
had  told  me  earlier  his  back  is  hurt- 
ing, and  he's  had  to  take  some 
painkillers. 

So  what  were  those  choices, 
Howard? 

He  explains  that  like  a  lot  of  chil- 
dren, rich  or  poor,  it  took  time  for  him  to  find  his  own 
identity.  He  bounced  around  several  different  colleges 
before  finally  dropping  out.  He  attended  Augustana  Col- 
lege in  1974,  Chapman  College  in  1975  and  the  Univer- 
sity of  California  at  Irvine  in  1976. 

His  brother  and  sister  dropped  out,  too.  Clearly,  if  the 
withholding  of  inheritance  was  supposed  to  fire  academ- 
ic drive,  it  backfired  in  this  case. 

After  a  few  jobs — operating  a  bulldozer;  working  for 
See's  Candies,  one  of  his  dads  companies;  and  farming — 
Howard  thought  he'd  take  a  stab  at  politics.  It  was  1988, 
and  he  ran  for  commissioner  of  the  Douglas  County 
board  that  oversees  the  Omaha  district. 

Sitting  up  straighter  in  his  chair,  he  raises  his  voice  a 
few  decibels:  "I've  always  been  interested  in  politics.  My 
grandfather,  a  Republican  congressman  from  1942-52 
[and  Howard's  namesake],  is  the  person  my  dad  most 


i  that  rich  guy's 

son,"  a  woman  told 

Howard  when  he  ran  for 

office  in  Omaha,  "Yes," 

he  replied,  "but  I  don't 

have  his  money." 


respected  in  life. 

"I  asked  my  dad  one  question  that,  if  he  had  answered 
differently,  I  might  not.have  run  for  office.  I  asked  him  if 
he  thought  voters  would  think  less  of  you  if  you  ran  for 
political  office  and  lost.  Dad  instantly  responded:  'Not  at 
all.  People  will  respect  you  if  you  are  willing  to  participate 
and  put  yourself  on  the  line.'" 

Not  that  Howard  agrees  with  his  father  on  everything. 
Warren,  repudiating  his  own  father's  politics,  is  a 
Democrat;  Howard,  like  Grandpa  Howard,  is  an  active 
Republican. 

Howard  made  the  run,  and  his 
opponent,  a  woman,  Lynn  Baber, 
ran  on  the  slogan,  "I'm  nobodv's 
son." 

Warren  had  made  another  deal. 
He  would  match  10%  of  whatever 
funds  his  son  could  raise. 

"Howard,  did  you  say  10%  or 
100%? "I  ask.  He  looks  at  his  hands, 
he  looks  at  the  ceiling,  then  back  at 
me:  "10%,"  he  repeats  with  a  sigh. 
"It  was  a  good  solution."  Good  for 
Howard,  because  it  forced  him  to 
work  like  hell  to  raise  money.  Dad 
wrote  that  check,  but  reluctantly, 
Howard  says. 

During  the  campaign  there  was  a 
community  meeting  in  one  of 
Omaha's  poorer  districts.  Howard 
was  nervous.  "They're  all  going  to 
think  I'm  just  some  rich  kid  from 
West  Omaha,"  he  confided  to  his 
dad,  again  asking  for  advice.  "Just  go 
down  there,  shake  hands,  be  friend- 
ly," Warren  responded.  "They're  all 
going  to  think  you're  going  to  be  a 
jerk,  and  so  as  long  as  you're  not  a 
jerk,  you  win.'" 

Sure   enough,   during   the   first 

moments  of  that  meeting,  a  woman 

stood  up  and  pointed  accusingly: 

"'You're  that  rich  guy's  son!'"  recalls 

Buffett.  "I  just  said,  'Yes,  but  I  don't  have  his  money,' 

and  laughed." 

This  anecdote  obviously  held  an  important  lesson  for 
Howard.  It  reminded  him  that  in  interpersonal  relation- 
ships, who  you  are  on  paper  is  just  a  starting  place.  When 
given  a  chance  to  meet  you  in  person,  people  generally 
make  up  their  own  minds. 

From  all  accounts,  Howard  was  a  superb  commission- 
er— willing  to  take  on  tough  issues  and  sensitive  on 
human  matters.  He  met  every  Tuesday  for  lunch  with 
Warren,  and  they'd  hash  over  all  the  goings-on.  Howard 
was  so  popular  there  was  even  talk  of  a  run  for  governor. 
Not  ready  for  so  public  a  role,  Howard  began  to  focus 
on  a  growing  interest  in  agriculture,  which  led  to  his 
involvement  at  Archcr-Daniels-Midland. 

Chief  Executive  Dwayne  Andreas  asked  Howard  to 
join  his  board  in  1991.  In  1992  he  asked  Howard  to 
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become  his  executive  assistant  and  to 
act  as  company  spokesperson. 

"My  background  in  politics  and 
agriculture  gave  me  the  experience  I 
needed,"  says  Buffett.  "I  was  getting 
to  the  big  leagues  on  my  own." 

Then  came  the  allegation  of  price- 
fixing  by  certain  senior  ADM  execu- 
tives. The  news  hit  at  the  end  of  June  1995. 

At  this  point  in  the  conversation,  Buffett  put  his  sand- 
wich down:  "I  remember  as  a  kid  the  strike  against  the 
Buffalo  Evening  News — a  Berkshire  Hathaway  property — 
in  1980.  I  listened  to  my  father  talking  on  the  phone  for 
hours.  Over  principle  my  dad  was  willing  to  shut  down 
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s  you  have 
sacrifice  for  something 

bigger.  You  stand 

your  ground  and  don't 

back  down." 


the  newspaper  and  take  the  loss.  He 
figured  out  the  math.  He  could  go 
six  days  without  publishing  and  still 
start  up  again.  He  told  the  union 
they  could  strike  for  six  days,  and  if 
they  didn't  come  back,  he  would 
shut  it  down  and  no  one  would  have 
a  job.  The  strikers  came  back. 
"I  learned  there  are  times  you  have  to  sacrifice  for 

something  bigger.  You  stand  vour  ground  and  don't  back 

down." 

At  ADM,  Howard  chose  to  stand  his  ground.  He 

quit,  just  weeks  after  the  scandal  erupted,  a  move 

many  interpreted  as  bailing  out.  Howard  saw  it  as  a 
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And  financial  security  from  GE 


Introducing  insurance  and  investments  from  a 
name  you  can  trust.  GE. 

For  every  step  you  take  in  life,  you  can  trust  GE  to  help.  Over  five 

million  people  already  turn  to  the  GE  Financial  Assurance  family 

of  companies  for  mutual  funds,  life  insurance,  annuities,  long  term 

care  insurance,  supplemental  health  insurance  and  auto  insurance. 

So  when  you  think  of  insurance  and  investments,  think  of  GE. 

Visit  us  at  www.ge.com/financial. 


We  bring  good  things  to  life. 


LIFE  INSURANCE  •  MUTUAL  FUNDS  •  ANNUITIES  •  LONG  TERM  CARE  INSURANCE  •  AUTO  INSURANCE  •  SUPPLEMENTAL  HEALTH  INSURANCE 

Insurance  and  investment  products  available  from  the  GE  Financial  Assurance  family  of  companies.  Mutual  funds  and  variable  insurance  products  are  offered  by  Capital  Brokerage 
Corp.,  Member  NASD/SIPC,  and  available  through  select  broker  dealers.  Capital  Brokerage  Corp.  does  business  as  GE  Capital  Brokerage  Corporation  in  IN,  MN,  NM  and  TX. 
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matter  of  principle. 

"I  knew  I'd  be  criticized.  I  knew  I  would  lose  friend- 
ships. I  gave  up  a  significant  amount  of  stock  options  and 
put  my  life  in  turmoil.  But  I  was  spokesperson  and  in 
charge  of  investor  relations.  How  could  I  be  a  mouth- 
piece when  I  didn't  and  couldn't  know  what  was  accurate 
or  inaccurate?" 

There  are  times  in  an  interview  to  just  listen.  This  was 
one.  I  listened,  entranced. 

After  resigning  from  ADM,  Buffett  looked  around  and 
made  a  modest  investment  to  become  chairman  of 
Assumption,  111. -based  GSi  Group,  a 
private  company  making  agricultural 
equipment.  He  also  became  more 
involved  in  one  of  his  other  pas- 
sions— wildlife  photography.  His 
photographic  company,  Bioimages, 
sells  Buffett's  cards  to  museums  and 
bookstores  around  the  country — 
thus  the  photo  shoot  in  South  Africa. 

Even  though  Warren  had  nothing 
to  do  with  GSI,  his  long  shadow  still 
cast  itself  over  Howard's  work.  "I 
understand  my  dad's  in  a  unique 
position  and  has  to  be  careful," 
Howard  begins.  "GSI,  my  company, 
recently  had  a  road  show  to  sell  our 
high-yield  bonds.  It  would  have  been 
appropriate  for  me  to  go.  But  I  called 
my  father  for  advice,  and  we  agreed  I 
should  not  do  it  so  that  there  would 
be  no  confusion  about  which  Buffett 
was  involved." 

Buffett  stops  eating  and  looks 
downcast.  Not  doing  the  GSI  presen- 
tations to  the  investment  communi- 
ty in  1997  was  part  of  what  he  earli- 
er referred  to  as  the  frustrating  part 
of  being  Warren's  son.  "If  we  do  an 
initial  public  offering,  I  can't  keep 
my  head  buried  in  the  sand.  I  have 
that  obligation  to  my  partners  and  to 
myself." 

He  brightens  noticeably  when  talk  turns  to  being  invit- 
ed by  his  dad  to  join  the  Berkshire  Hathaway  board  in 
1992.  That  says  a  lot,  I  tell  Howard. 

"I  never  looked  at  it  that  way,"  Howard  says.  "I  never 
knew  whether  I  would  be  asked  or  not.  I  didn't  ask  why." 

Howard  has  struggled  to  find  his  place  in  the  world, 
but  he's  well  on  his  way.  He  enjoys  his  640-acre  farm:  "I 
wouldn't  take  a  job  where  I  couldn't  farm,"  he  says.  He 
enjoys  his  work  at  GSI  and  still  harbors  a  lust  for  politics. 
His  mother,  Susan  Buffett,  had  no  small  influence  there. 
Howard  is  extremely  close  to  his  mother,  who  also  sits 
on  the  Berkshire  Hathaway  board.  "She  is  simply 
the  most  generous,  kindest  and  most  caring  person  I've 
ever  known,"  Howard  gushes.  "It's  her  interest  in  look- 
ing out  for  other  people  that's  instilled  my  true  interest 
in  politics." 

Then  he  stops  himself.  I  could  see  he  was  concerned 


be  helpful.  He's  a  great 
listener,  and  I  have  had 
great  advice.  Now  we'd 
love  to  have  him  loosen 
up  a  little." 


that  he'd  already  said  too  much.  His  mother  guards  her 
privacy.  Howard  respects  that  but  wants  us  to  know  that 
she  has  been  equally  influential  as  his  father  in  shaping  his 
life.  "Equal  if  not  more,"  he  says. 

On  our  third  Coke,  I  ask:  "How  is  her  philosophy  and 
yours  different  from  your  father's?" 

"Well,  he's  a  little  more  of  a  hard-liner.  He'll  say  you've 
got  to  go  out  and  earn  it.  If  you  give  stuff  to  people  they 
won't  learn  how  to  earn."  Howard  pauses  and  says,  "I 
don't  disagree  with  that,  but  there  are  exceptions  to 
everything." 

Every  healthy  family  crafts  solu- 
tions to  smooth  over  the  little  rough 
spots  of  familial  dissension.  The  Buf- 
fett family  is  no  different.  (When  the 
Buffett  family  dines  at  a  restaurant, 
Howard's  sister  always  takes  the  bill 
and  adds  the  tip — Dad  can't  be  trust- 
ed to  tip  generously  enough.) 

Taking  the  last  bite  of  his  sand- 
wich, Buffett  talks  about  his  own 
son:  "He's  got  to  have  pride  in  what 
he  does  and  excel.  I  won't  give  him 
his  first  car — I  adopt  my  dad's  atti- 
tude in  general." 

You'll  do  everything  as  your 
dad  did? 

Not  quite.  "I  will  always  try  to 
include  him.  Howie  is  interested  in 
politics,  so  when  I  had  lunch  with 
Paul  Simon — the  former  Illinois  sen- 
ator— at  the  Capitol,  Howie  went 
with  me.  Howie  was  6  years  old." 
Warren  just  didn't  do  that  kind  of 
thing. 

"I  always  tell  my  son  the  most 
important  thing  he  can  do  is  find  a 
few  really  good  mentors,  which  I 
have  always  had." 

As  the  waitress  clears  the  plates 
and  only  minutes  remain  before  Buf- 
fett embarks  for  Africa,  I  ask:  Aren't 
you  at  all  bitter  about  being  cut  off 
from  all  those  billions  of  dollars? 

"The  truth  is,  if  Dad  loaded  us  with  money,  he  could 
not  help  but  control  us.  He  let  us  go  our  own  way.  'Find 
something  you  love  to  do,'  he's  always  said,  'and  do  it.'" 
As  he  gets  up  from  the  table  he  looks  at  me  and  says, 
"My  family  is  close.  We  get  together  often."  Then, 
smiling,  he  adds,  "In  our  family  no  one  is  jockeying  for 
position." 

Time  for  the  plane.  Howard  has  already  arranged  to 
have  the  check  paid,  so  there  is  no  argument,  and  I  walk 
the  family  to  the  bus  that  will  carry  them  to  the  airport. 
He  has  some  parting  words: 

"As  I  look  back,  Dad's  done  enough  at  certain  times 
to  be  helpful.  Our  lives  are  better  because  of  his  gen- 
erosity. He's  a  great  listener,  and  I  have  had  great  advice." 
Then  with  a  broad  smile  he  adds:  "Now  we'd  love  to 
have  him  loosen  up  a  little!"  ■■ 
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BUILDING  A  COMMONWEALTH  OF  TECHNOLOGY 


An  ongoing  surge  of  people, 
goods  and  ideas  is  driving  one 
of  the  country's  strongest 
economies.  This  new,  high-energy  pulse 
is  testimony  of  a  synergy  and  magnetism 
that  is  making  Virginia  a  favored  desti- 
nation and  a  hotbed  of  interstate  and 
international  commerce. 

In  the  past  few  years,  a  vibrant  econo- 
my, entrepreneurial  spirit  and  teamwork 
have  combined  to  give  Virginia  an 
impressive  assortment  of  large  and  small 
businesses.  Partnerships  among  business, 
government  and  education  are  attracting 
a  wealth  of  new  investments  that  com- 


plement the  Commonwealth's  tried-and- 
true  industries.  Virginia  is  home  to  his- 
torical traditions  and  cutting-edge  know- 
how,  and  it  stands  at  the  threshold  of  the 
new  millennium  appreciative  of  its  her- 
itage, yet  focused  on  the  frontier  ahead. 

"We  are  dynamic  and  looking  to  the 
future,"  says  Governor  Jim  Gilmore. 
"We  are  working  aggressively  to  ensure 
that  Virginia's  record-setting  pace  for 
business  recruitment  and  expansion  is 
sustained  for  years  to  come." 

A  Successful  Location 

Located  at  the  center  of  the  East  Coast, 


Virginia's  boundaries 
stretch  from  the  shores 
and  bays  of  the  Atlantic 
Ocean  through  wood- 
lands and  valleys  to  the 
peaks  of  the  Appalachian 
Trail.  From  the  pursuit 
of  freedom  and  liberty 
to  the  birth  of  commerce, 
this  terrain  put  Virginia 
at  the  core  of  the  nation's  development. 
In  recent  years,  Virginia  appeared  to  sit 
in  the  shadow  of  the  nation's  capitol,  an 
annex  for  incubating  new  ideas  and  inven- 
tions. But  inside,  the  Commonwealth 
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Virginia's  Capital  City  of  Richmond  offers  the  only  urban  Class-IV 
and  Class-V  Whitewater  rafting  on  the  East  Coast. 


was  developing  a  skilled  labor  force,  moti- 
vated business  environment  and  a  wealtli 
of  educational  opportunities  for  Virgini- 
ans. Armed  with  these  dynamic  resources 
and  a  rich  quality  of  life,  Virginia  is  lead- 
ing the  nation  into  the  next  century. 

"Virginia  is  really  coming  into  its 
own,  "says  Governor  Gilmore.  "We  are 
committed  to  fostering  a  business  envi- 
ronment that  encourages  growth  and 
provides  opportunity  for  every  region 
and  citizen  of  our  state." 

In  the  past  three  years,  particularly, 
Virginia  has  attracted  $12  billion  in 
investments  and  gained  more  than 
76,000  new  jobs.  The  new  energy  is  fuel- 
ing a  high  tide  that  is  taking  Virginia  on 
a  fast-forward  journey.  The  Common- 
wealth has  posted  successes  in  areas  such 
as  employment,  which  reached  a  record 
3.3  million  in  1998,  and  tourism,  which 
generated  a  record  $1 1.2  billion  in  rev- 


enues last  year.  Accolades  also  go  to  key 
industries  such  as  telecommunications, 
biotechnology,  high  technology,  manu- 
facturing, automotive  and  aerospace. 

"Virginia  is  experiencing  great  eco- 
nomic growth,"  says  Secretary  of  Com- 
merce and  Trade  Barry  E.  DuVal.  "The 
numbers  demonstrate  that  the  tide  is 
continuing  to  rise  in  Virginia." 

In  the  first  half  of  the  year,  Virginias 
job-growth  rate  hovered  at  around  3%, 
compared  with  the  national  average  of 
2.3%.  The  unemployment  rate  remained 
around  3%,  the  lowest  it  had  been  in  29 
years.  The  national  average,  in  compar- 
ison, stood  at  4.5%.  "When  we  look  at 
job  growth  and  unemployment,"  says 
DuVal,  "we  see  Virginia  moving  ahead 
and  leading  the  national  levels." 

This  is  in  keeping  with  Virginia's  fine 
track  record  in  this  area.  "Historically, 
Virginias  economy  has  performed  at,  or 


VIRGINIA:     ON     THE     MOVE 


•  $15  billion  in  total  investments  and  105,971  total  jobs  between  1993  and  1997 

•  54  million  annual  visits  by  tourists  and  business  travelers 

•  241  million  tons  of  cargo  a  year  moved  by  air.  land  and  sea 

•  50%  of  information  and  ideas  communicated  on  the  Internet 


above,  levels  that  occur  nationwide," 
says  Raymond  Owens,  an  economist 
with  the  Federal  Reserve  Bank  in  Rich- 
mond, Va.  "Virginia  will  continue  to  be 
one  of  the  bright  lights  on  the  state  level 
across  the  nation." 

The  Commonwealth  has  announced 
196  new  investments  representing  $1.1 
billion  and  30,000  new  jobs  between 
January  and  August  1998.  These 
announcements  follow  a  banner  year  in 
which  Virginia  created  21 ,000  new  jobs 
and  261  businesses  announced  $2.6  bil- 
lion in  capital  investments.  Growth  in 
1997  came  in  all  sectors  and  in  all 
regions  of  the  state. 

Technology  Fuels 
Economic  Engine 

A  diverse  array  of  industries  now  makes 
Virginia  an  attractive  environment  for 
new  and  expanding  businesses,  both 
large  and  small.  But  when  it  comes  to 
supercharging  the  business  community, 
Virginia  is  clearly  making  its  mark  in 
the  field  of  technology.  In  manufactur- 
ing, services,  education,  telecommuni- 
cations and  transportation,  technology- 
related  investments  are  at  the  heart  of 
this  burgeoning  economy.  "The  tech- 
nology industry  is  broad  and  deep,"  says 
Governor  Gilmore. 

Microchip  Champion 

The  rapid  growth  of  the  semiconductor 
industry  is  giving  Virginia  an  identity  as 
a  leader  in  microelectronics.  Located 
within  100  miles  of  each  other  are  three 
companies  that  are  major  international 
players.  The  Greater  Richmond  area  has 
two  semiconductor  fabrication  facilities; 
one  planned  by  Motorola  Inc.  and  a 
joint  venture  by  Motorola  and  Siemens 
AG  called  White  Oak  Semiconductor. 
Motorola's  planned  $3  billion  semi- 
conductor campus  will  sit  outside  of  the 
city  of  Richmond  in  Goochland  County. 
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companies  who  find  us,  find  us 
Very  Attractive. 


sot  every  map  shows  the  name  Hampton 
loads-  the  1  72  million  population  area,  also 
ailed  the  Norfolk- Virginia  Beach-Newport 
slews  region.  But  the  companies  who  have 
bund  us  rind  a  lot  to  talk  about. 

NORFOLK  r.,        ...  , 

southern  The  decision  to  locate 
Worfolk  Southern  in  Hampton  Roads  continues 
o  pa\  dividoids  as  we  look  toward  enhancing  our 
ystou  with  the  acquisition  of  Conrail  lines  in  the 
Northeast.  The  "new*  Norfolk  Southern  will  be 
it  the  core  of  a  vast  Xorth- 
louth  transportation 
ystem.  We  look  forward 
\t  growing  together  with 
Hampton  Roads. " 

-  David  R.  Goode, 

( Iba  irma  n ,  Presiden t 

and  CEO,  Norfolk 

Southern  ( 'orp. 


"The 

Ha) nptou  Roads  region 
allowed  our  company  to  put 
it  all  together  -  plentiful 
skilled  and  productive  labor, 
techn olojjica I  sophistication 
including  exceptional 
telecommunication  infra  - 
structure,  an  attractive 
quality  of  life  with  a  low 
cost-of-living  and  a  pro- 
business  tax  and  regulatory 
environment.  All  of  these 
benefits  made  our  choice 


for  a  new  place  to  grow  an  easy  one." 

-  Tony  Nicely, 
President  ofGEICO 

CJ        "Our  industry  and  the  families  who 
YUPO     relocated  to  Virginia  from  Japan  have 
found  a  prosperous  new  home  from  which  to  conduct 
business  in  the  U.S.  With  the  outstanding  business 
climate,  including  the  Port  of  Virginia,  the  largest 
deep  water  port  on  the  eastern  seaboard,  Vm  certain 
we  will  be  welcoming  many  more  companies  with  inter- 
national ambitions  to 
Hampton  Roads.* 

-  Toshiaki  Hida, 

President,  CEO, 

Tupo  Corporation 

(Oji-Tuka) 

To  learn  more  about 
these  cities  and  what 
makes  this  region 
one  of  America's  best 
places  to  live  and  raise 
a  company,  call  (757) 
627-2315,  fax  (757) 
623-3081,  or  e-mail 
hgant@hrccva.com. 


HAMPTON 
R0ADS2* 

VIRGINIA 


The  Hampton  Roads  Economic  Development  Alliance  is  a  public-private  partnership  funded  in  part  by  the 
cities  of  Chesapeake,  Norfolk,  Portsmouth,  Suffolk,  Virginia  Beach,  and  Isle  of  Wight  County. 
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OUR  NEXT  SITE  IS  NOW  AVAILABLE 
IN  THIS  CONVENIENT  TRIAL  SIZE. 


Call  Larry  Collingwood.  Industrial  Development  at  404-529-1591. 

National  Customer  Service  Center:  l-800-NFLK  SOU  (635  5768).   Annual  report  requests:  1-800-531-6757.   Web  site:  www.nscorp.com. 


Imagine  checking  out  a  potential  industrial 
site  without  leaving  the  comfort  of  an  air- 
conditioned  office.  Norfolk  Southern's  CAD 
system  can  help  you  explore  a  site  using  an 
advanced  computer  representation.  Our  development 
engineers  use  this  model  to  help  you  evaluate  location 
options,  grading,  and  rail  and  highway  access.  All  with- 
out firing  up  a  single  bulldozer.  We  also  can  provide 
comprehensive  information  on  utilities,  demographics 
and  transportation  logistics;  we  can  even  conduct 
preliminary  environmental  and  wetlands  screenings,  as 
well  as  geological  surveys.  Norfolk  Southern  provides 
these  services  free  and  in  complete  confidence.  So  call 
us  and  we'll  break  new  ground  together. 


NORFOLK 
SOUTHERN 


The  Thoroughbred  of  Transportation. 

©  1998  Norfolk  Southern  Corp  Three  Commercial  Place.  Norfolk.  VA  2i5IO 
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Employees  at  the  plant  will  produce 
integrated  microprocessing  chips,  says 
Ken  Phillips,  director  of  strategic  busi- 
ness communications  for  Motorola's 
Semiconductor  Products  Sector. 

"This  is  a  major,  major  investment  for 
the  company,"  says  Phillips.  "It  is  the 
single-largest  investment  Motorola  has 
announced  in  its  history." 

Phillips  says  the  availability  of  a  highly 
educated  and  skilled  workforce,  a  finan- 
cially stable  community  and  the  prag- 
matic attitude  of  state  leaders  in  busi- 
ness, government  and  education 
weighed  heavily  in  the  company's  deci- 
sion. "The  bottom  line  was  that  the 
Greater  Richmond  area  was  clearly  a 
winner  on  all  that,"  he  says. 

Motorola,  in  1995,  was  the  first  com- 
pany to  announce  the  construction  of  a 
major  semiconductor  facility.  The  proj- 
ect helped  draw  $1.5  billion  White  Oak 
Semiconductor  to  Greater  Richmond 
and  $1.7  billion  Dominion  Semicon- 
ductor to  Manassas. 

Employees  of  White  Oak  Semicon- 
ductor make  DRAM  (dynamic  random 
access  memory),  and  soon,  FSRAM  (fast 
static  random  access  memory)  chips. 
Therefore,  utility,  transportation  and 
workforce  issues  were  paramount  in  site 
selection,  explains  Wayne  Nesbit,  presi- 
dent. But  in  the  final  analysis,  it  was  the 
community's  dynamics  that  won  over 
Motorola  and  Siemens.  "We  were  look- 
ing for  a  place  that  was  growing;  one 
that  could  grow  with  us,"  says  Nesbit. 

Leonard  Cake,  an  economic  develop- 
ment advisor  for  Henrico  County,  is  par- 
ticularly thrilled  —  but  not  surprised  — 
by  the  companies'  site  choice.  Cake  says 
the  region  is  a  mecca  for  top-tier  compa- 
nies that  include  Reynolds  Metals,  Owens 
&  Miner,  Inc.,  Pittston  Co.  and  Circuit 
City  Stores,  Inc.  "We  do  well  with  com- 
panies that  look  20  years  down  the  road," 
says  Cake.  "Our  [financial]   stability 


is  very  important  to  these  companies. 
"A  great  location  doesn't  hurt  either," 
adds  Cake.  "We  are  at  the  center  of  the 
East  Coast,  where  all  the  interstates  inter-' 
sect  —  Interstates  64,  95,  295  and  85." 


mond  a  hub  for  the  semiconductor 
industry,  observes  Gregory  H.  Wing- 
field,  president  of  the  Greater  Rich- 
mond Partnership.  The  area  has  drawn 
60  suppliers  for  the  two  local  semicon- 


Location  is  making  Greater  Rich-      ductor  facilities. 
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VIRGINIA    1997     ECONOMIC     HIGHLIGHTS 

1.  Andersen  Consulting 

10.  Jones  Apparel  Group 

Relocation  of  Southeast  regional 

$20  million  distribution  center, 

office  (2,000  jobs),  Fairfax  County 

Mecklenburg  County 

2.  Barber  &  Ross  Millwork  Co. 

11.  Maple  Leaf  Foods  USA,  Inc. 

$4  million  millwork  facility, 

$22  million  bakery  and  distribution 

Richmond  City 

center,  Roanoke  City 

3.  Bell  Atlantic  Plus 

12.  Nexus  Communications 

$26  million  call  center,  Hampton 

$4.3  million  call  center, 

4.  Bering  Truck  Corp. 

Dickenson  County 

$45  million  assembly  operation, 

13.  Ontario  Store  Fixture 

Warren  County 

$5  million  plant,  Nottoway  County 

5.  5B's  Inc. 

14.  Orbital  Sciences  Corp. 

$10  million  new  embroidery  facility, 

$3.5  million  expansion  of  rocket 

Henry  County 

and  satellite  operations, 

6.  Goodyear  Tire  and  Rubber 

Loudoun  County 

$100  million  expansion  of  truck 

15.  Teleflex 

tire  plant,  Danville 

$1  million  expansion  of  auto 

7.  Hershey  Foods 

parts  factory,  Russell  County 

$75  million  expansion  of 

16.  TXI-Chaparral  Steel  Co. 

manufacturing  facility, 

$400  million  steel  manufacturing 

Augusta  County 

plant,  Dinwiddie  County 

8.  Hewlett-Packard 

17.  Vanenberg  Ventures  B.V. 

$45  million  printing  plant, 

(formerly  Baan  Investments 

Chesterfield  County 

Group)  —  $40  million  offices, 

9.  ITT  Electro-Optical 

Loudoun  County 

$20  million  expansion  of  night- 

18.  VFP  Inc. 

vision  goggle  facility, 

$2.1  million  concrete  structures 

Roanoke  County 

manufacturing  plant,  Scott  County 

Source:  Virginia  Economic  Development  Partnership 

W  THE  SEMI'CIRCL 


Where  is  the  world  of  high  tech- 
nology going?  Where  is  your  compa- 
ny going?  How  will  you  get  there? 

The  answer  to  all  three  questions 
could  be  a  22-mile  stretch  of  Interstate 
295  in  Henrico  County,  Virginia. 

The  Semi«Circle,  we  call  it.  A 
superhighway  arcing  from  the  James 
River  southeast  of  the  City  of 
Richmond  to  a  terminus  on  1-64  in 
the  western  part  of  this  vigorous  and 
growing  metropolitan  area  of  nearly 
one  million  people. 

Semiconductor 
manufacturing  has 
pavea  the  way  for  an 
extraordinary  flour- 
ishing of  technology- 
based  industries. 


White  Oak 

Semiconductor,  a 

venture  of  Siemens 

Semiconductor 

Group 

and  Motor 

Motorola 

Semiconductor 

Products 

Sector,  is  now 

producing 

advanced  chips  at 

its  new  plant  just  off 

the  Semi«Circle  in 

eastern  Henrico. 

Motorola's 

Semiconductor 

Products  Sector  has  begun  construc- 
tion of  its  fabrication  facility  near  the 

Semi»Circle's  intersection  with  1-64  in 

western  Henrico.  These  high-tech 

magnets  have  drawn  more  than  three 
dozen  related  companies  to 
their  new  neighborhood.  In 
fact,  they  all  practically  live  on 
the  same  street. 

The  Greater  Richmond  area's 
newest  companies  have  found 
that  locations  near  the 
Semi-Circle's  10  interchanges 
in  Henrico  offer  distinct  advan- 
tages from  a  business  stand- 
point and  from  the  perspective 
of  employees  and  their  families. 

Locating  here  puts  compa- 
nies at  the  center  of  Virginia's 
technology  crescent  running 
from  northern  Virginia  to  the 
Atlantic  coastline.  It  also  puts 
companies  in  the  middle  of  an 
ideal  business  and  living  envi- 
ronment, that  is  already  home  to 


five  Fortune  500 
corporate  headquarters  and 
numerous  international  companl 

The  next 
Silicon  Valley? 
The  next  Research 
Triangle?  The  ne:w 
Route  128?  Signs  I 
pointing  that  wa% 


1-295,  1-95  and  1-64.  You  rr 
well  call  this  the  crossroads  of  tr 
East  Coast — the  convergence  of 
major  interstate  highways,  conn 
by  the  Semi«Circle. 

But  this  is  also  a  crossroads 
future.  The  area  is  the  home  of 
nation's  newest  engineering  schc 
offering  degree  programs  in  mic 
electronics.  It  is  home  to  the  m< 
productive  workforce  in  the  Sou 
4th  in  the  nation.  Henrico  has  1 


Hon; 
(mil 


IN  HENRICO  COUNTY 


one  of  the  best-run  counties  in  J  fa  ^^  fa 

|rica  and  one  of  the  most  helpful  i                  _C              1            _C 

^mpanies  that  are  relocating.  the  perfect  pldCe  JOT 

•mployees  and  their  families  find  J  OUT  COTHpUTiy  tO 

break  new  ground. 


Henrico  a  place  of  easy 
commutes,  affordable 
housing,  attractive 
neighborhoods, 
excellent 


designated  "prime  economic  develop- 
ment" areas.  They  range  in  size  from 
a  few  acres  to  hundreds  of  acres. 
These  are  sites  you  will  not  want  to 
overlook  as  you  consider  new  loca- 
tions for  your  company. 

Call  or  write  for  more  informa- 
tion about  business  locations 
along  the  Semi«Circle. 


I  idant 

Rational 
cultural 

Jortunities. 
In  short,  Henrico 

l  all  the  elements  a  technology 
pany  needs  to  conduct  business 
essfully. 

As  well-developed  as  Henrico  is, 
e  are  still  many  prime  business 
tions  available.  More  than  40 
:e  and  industrial  sites  have  been 


The  connection  with  the  future  of  high 
technology  will  be  very  easy  to  see. 


1-295  and  1-64  East,  one  often  cloverleafi 
on  Henrico's  Semi'Circle. 


The  Semi-Circle 

Henrico  County s  1-295 

Contact  Frederick  T.  Agostino,  Executive  Director 

or  B.  Anthony  Hall,  Director  of  Marketing 

Henrico  County  Industrial  Development  Authority 

8011  Villa  Park  Drive,  Suite  160B 

Richmond,  VA  23228-6501 

(804)264-1500  •  FAX  (804)264-3600 

E-mail:  execdirl@erols.com 
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The  Greater  Richmond  Partnership,  a 
public-private  economic  development 
arm  formed  in  1995,  represents  the  city 
of  Richmond  and  the  counties  of  Hen- 
rico, Chesterfield  and  Hanover  —  a 
region  of  more  than  900,000  people.  In 
three  years,  the  region  has  lured  $5 
billion  in  investments  and  26,000 
jobs.  "We've  been  able  to  demon- 
strate that  we  are  a  force  to  be 
reckoned  with,"  says  Wingfield. 

Central  Virginia  isn't  the  only 
hot  spot  for  making  semiconduc- 
tor chips.  The  Northern  Virginia 
area  won  Dominion  Semiconduc- 
tor, a  joint  venture  of  IBM  Corp. 
and  Toshiba  America  Electronic 
Components,    a    subsidiary   of 
Toshiba  Corp.  Opened  in  Decem- 
ber, Dominion  has  shipped  two 
million  64-megabit  DRAM  chips 
(a  chip  represents  the  equivalent  of 
6,000  typed  pages)  for  use  in  computers 
and  other  advanced  electronic  products. 
The  company's  labor  force  of  800  is 
expected  to  reach  1 ,200  by  late  next  year. 

Mark  Holcomb,  Dominion's  public 
relations  director,  says,  "Virginia  has  its 
act  together  in  terms  of  attracting  busi- 
ness." Holcomb  cites  performance- 
based,  tax-incentive  packages  and  part- 
nerships in  workforce  training  as  key 
factors.  In  the  future,  he  notes,  Virginia 
will  be  judged  on  its  long-term  commit- 
ment to  business,  rather  than  its  ability 
to  draw  the  big  projects.  "It's  important 
to  help  businesses  grow,"  Holcomb  says. 

Information  Technology  State 

When  it  comes  to  communicating 
information  and  ideas,  Virginia  is  a 
leader.  The  Internet,  a  federal  initiative 
launched  by  the  Pentagon  20  years  ago, 
was  birthed  in  Northern  Virginia.  Fifty 
percent  of  the  world's  Internet  traffic 
now  passes  through  the  Commonwealth 
each  day.  Overall,  Virginia  has  one  of 


the  nation's  largest  and  most  advanced 
information  technology  infrastructures 
—  more  than  650,000  miles  of  fiber- 
optic lines  crisscross  its  terrain. 

Virginia's  4,600  information  technol- 
ogy companies  provide  131,000  IT  jobs 


Governor  Gilmore  announces  The  Virginia  Strategy 

the  Commonwealth's  strategic  plan  for  economic 

development  into  the  21st  century. 

statewide,  although  50%  of  these  com- 
panies are  located  just  outside  Washing- 
ton, D.C.  This  includes  America 
Online,  Inc.,  UUNet,  PSI  Net,  Elec- 
tronic Data  Systems  Corp.  and  Oracle 
Corp.,  all  of  which  continue  to  expand. 
AOL  plans  to  add  1,000  employees  to 
handle  customer  service.  Oracle  is 
investing  $50  million  to  expand  its  soft- 
ware campus  and  increase  its  workforce 
by  1,500  to  3,100  employees.  A  $63 
million  expansion  by  LCI  International 
will  add  2,000  new  jobs. 

The  depth  and  breadth  of  the  entre- 
preneurial and  corporate  activity  has 
come  as  a  surprise  to  leaders  who  sought 
to  ride  the  IT  wave.  The  information 
technology  sector  was  an  important  ele- 
ment in  developing  Loudoun  County's 
strategic  plan  in  1994,  when  companies 
like  Orbital  Sciences  Corp.  were  search- 
ing for  a  dynamic  home. 

For  the  past  five  years,  the  $600  mil- 
lion space  and  information  systems  com- 
pany has  experienced  growth.  With  more 
than  4,000  employees,  the  company 


recently  announced  plans  to  invest  $50 
million  to  expand  its  Loudoun  County 
complex.  Virginia's  commitment  to  busi- 
ness is  at  the  root  of  Orbital  s  continued 
commitment  to  the  Commonwealth, 
says  Public  Relations  Director  Barron 
Beneski.  "Virginia  has  taken 
great  strides  to  provide  a  busi- 
ness-friendly environment  for 
companies  to  grow  in,"  says 
Beneski. 

Beneski  adds  that  the  area's 
growing  high-tech  reputation  is 
turning  Northern  Virginia  into 
the  top  high-tech  corridor  in  the 
country.  And  that  is  where  the 
company  wants  to  be. 

"This  area  provides  a  very 
1  educated     and     technology- 

friendly  workforce,"  says  Bene- 
ski. "When  you  reach  the  criti- 
cal mass  we  are  approaching  now,  you 
attract  quality  professionals  and  the  best 
talent  from  around  the  country." 

The  Baan  Company,  one  of  the  newest 
high-tech  players,  has  broken  ground  on 
a  $40  million  facility  that  soon  will  house 
more  than  400  employees,  and  up  to 
1 ,000  within  the  next  four  years. 

The  company  also  cites  the  talent  pool 
and  the  enthusiasm  of  government  offi- 
cials as  reasons  for  locating  in  the  area. 
"The  positive  responses  from  local  and 
state  officials  to  our  proposal  to  consoli- 
date major  Baan  Co.  interests  in  an  envi- 
ronmentally sensitive  office  and  educa- 
tional campus  in  Loudoun  County  was  a 
definite  factor  in  our  decision  to  locate  in 
the  Commonwealth  of  Virginia,"  says 
Jan  Baan,  founder  and  CEO. 

Virginia's  global  image  as  an  informa- 
tion technology  leader  was  revealed  in 
June,  when  George  Mason  University  in 
Fairfax  County  hosted  the  1998  World 
Congress  on  Information  Technology. 
The  11th  high-tech  summit  drew  1,700 
business,   government  and   industry 


VIRGINIA'S      EMERGING      SOUTHWEST 


Looking  for  a  location  that  is 
unique?   If  so,  now's  a  good  time 
to  get  acquainted  with  Virginia's 
Southwest  Promise.  Hear  what 
top  business  executives  are 
saying  about  the  Promise  region: 

"Cooperative  local  government  and  proximity  to  markets.' 
Randolph  Reynolds,  Vice  Chairman  and 
Executive  Officer,  Reynolds  Metals  Company 


"Low  cost  energy  and  available 
resources." 

Bill  Mullican,  Jr.,  President, 

6.  A  Mullican  Lumber  &  Manufacturing 


"An  excellent  work  force.  " 

Hugh  Stallard,  President,  Bell  Atlantic-Virginia  Inc. 

You're  invited  to  join  these  and  other  successful 
companies  with  your  next  business  location. 
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1GINIA  BEGINS 
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Lumber  and 

Manufacturing  Co. 


VIRGINIA  SOUTHWEST  PROMISE 

P.O.  Box  1060  •  Lebanon,  Virginia  24266  •  Phone:  1-800-735-9999  •  Fax:  (540)  889- 
http://www.  vanvpromise.  com 
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,  OU  MIGHT  FORGET 

OUR  STATE  SONG, 

OUR  STATE  MOTTO 


AND  OUR  STATE 


FLAG,  BUT  YOU'LL 

NEVER  FORGET 

OUR  STATE    WW. 
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S/nce  1 766,  The  Homestead 

has  offered  visitors  an  incredibly 

grand  escape  amidst  the  beauty 

of  Virginia's  Allegheny  Mountains. 


Or  J 

HOMESTEAD 

1766 


Gold.  Sienna.  Orange.  Rust.  Burnt  umber.  These  are  the  <  \ 
Ridge  Mountains  and  all  places  in  between,  they  are  the  le  ■ 
in  Hot  Springs  on  15,000  acres,  this  500  room  resort  m  ;< 
fishing,  shooting  sports,  horseback  and  carriage  rides,  Ife^ 
leave,  Virginia  will  still  be  with  you.  Call  1-800 -248 -4833,  ext  p-" 
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s  o/"  l//rg/n/a  /n  autumn.  From  the  rolling  hills  of  the  Shenandoah  Valley,  to  the  majesty  of  the  Blue 
i  e  fall.  One  of  the  best  places  to  experience  this  breathtaking  beauty  is  The  Homestead.  Located 
'alth  of  amenities  such  as:  3  nationally  acclaimed  golf  courses,  tennis,  hiking,  mountain  biking,  fly 
pean-style  spa.  It's  the  perfect  backdrop  to  hold  your  next  meeting  or  convention.  So  long  after  you 
for  more  information  on  The  Homestead,  and  our  free,  208-page  travel  guide  or  visit  our  website. 


www.virginia.org/ss28 
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leaders  from  93  countries  —  and  almost 
200  international  media  representatives. 
The  event  provides  a  forum  for  sharing 
information  technology,  networking  and 
discussing  issues  affecting  the  industry. 
Margaret  Thatcher,  Mikhail  Gorbachev, 
Michael  Dell,  Lawrence  Ellison,  Don 
Tapscott  and  Steve  Forbes  were  among 
the  speakers. 

Governor  Gilmore  has  appointed 
Donald  W.  Upson  as  Virginia's  first  secre- 
tary of  technology.  This  is  the  first 
appointment  of  its  kind  in  the  country.  In 
this  cabinet-level  post,  Upson  is  expected 
to  promote  technology  and  ensure  that 
Virginia  government  and  business  are  on 
the  cutting  edge  on  all  fronts. 

The  IT  wave  is  rippling  throughout 
the  state.  The  Greater  Richmond  area 
and  Hampton  Roads  each  boast  5,000 
IT  jobs.  Hampton  Roads  is  home  to 
Gateway,  the  nation's  leading  global 
direct  marketer  of  personal  computers. 
Another  2,000  IT  jobs  are  located  in 
Charlottesville,  about  an  hour  from 
Richmond.  The  Lynchburg-Roanoke 
region  has  4,000  IT  jobs. 


Four  of  the  world's  leading  high-tech  firms  are  investing  more  than  $6  billion  in  Virginia, 
establishing  it  as  the  new  East  Coast  Center  for  semiconductor  manufacturing. 


lage.  The  state's  only  fully  wired  Inter- 
net village,  BEV  is  the  result  of  a  coop- 
erative effort  between  the  university,  the 
town  and  Bell  Atlantic  Corp. 

Bell  Atlantic- Virginia,  Inc.,  head- 
quartered in  Richmond,  provides 
telecommunications  services  to  2.1  mil- 
lion customers  statewide.  Its  major  ser- 
vice   area    is    Richmond,    Hampton 


When  it  comes  to  linking  businesses, 
the  telecommunications  industry  is 
wired.  Southwest  Virginia  is  fast  becom- 
ing a  call-center  hub.  Nexus  Communi- 
cations and  Boise  Cascade  call  it  home, 
and  Sprint  is  moving  its  customer  ser- 
vice and  sales  operations  from  Tennessee 
to  Bristol.  The  S2  million  telecommu- 
nications center  will  employ  500  people. 

This  region  is  also  home  to  a  major 
technology  education  leader,  Virginia 
Tech  and  the  Blacksburg  Electronic  Vil- 


Roads,  Roanoke,  Lynchburg  and  North- 
ern Virginia,  where  technology  and 
telecommunications  industries  are 
booming.  "Virginia  is  the  fastest  grow- 
ing of  the  Bell  Atlantic  states,"  says 
Hugh  Stallard,  CEO  and  president. 

Bell  Atlantic-Virginia,  Inc.,  which 
employs  9,000  people,  spends  $400  mil- 
lion each  year  to  modernize  its  network. 
This  year  it  will  spend  S500  million. 
The  advanced  nerwork,  says  Stallard,  is 
critical  in  Virginias  efforts  to  attract  — 


and  keep  —  high-tech  employers.  Bell 
Atlantic  Corp.  recently  announced  a 
merger  with  telephone  giant  GTE 
Corp.,  creating  one  of  the  industry's 
largest  local  and  long-distance  telephone 
service  providers.  "The  future  couldn't 
be  brighter  in  Virginia,"  says  Stallard. 

Global  Transportation 
Connection 

Technology  moves  Virginia  piece  by  piece 
and  inch  by  inch.  Paving  the  way  for  the 
future  is  Roanoke  Valley's  $108  million 
"Smart  Road."  Now  under  construction, 
this  5.7-mile  test  road  will  use  sensors  and 
other  high-tech  devices  to  control  a  vehi- 
cle's speed  and  steering.  Virginia  Tech's 
Center  for  Transportation  Research  — 
one  of  the  nation's  three  Intelligence 
Transportation  Systems  Centers  of  Excel- 
lence —  already  has  signed  up  the  first 
major  testers.  The  list  includes  Reynolds 
Metals,  Ford  Motor  Company,  Volvo- 
GM,  Delco  and  Lockheed-Martin.  The 
project  is  expected  to  draw  more  than 
S 1 00  million  in  future  research  funding. 
"The  Smart  Road  is  just  one  of  many  Vir- 
ginia 'Smart  Travel'  initiatives  aimed  at 
making  travel  safer,  more  reliable  and  less 


WHAT    WE'RE    LEARN  I NQ    AROUND    THE 

WORLD    IS    HAVINCj    A    PROFOUND    EFFECT    ON 

RUSINESSES    RIQHT    HERE    AT  /HOME. 


THC1  <,V\(    MEDALS  fOB  LOW-COST 
ii  E<  ilium,  WE'D  win  \  GOLD. 
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mil  Surry  nuclear  power  stations  have 
finished  1st  mill  .till  nm  the  last 
siirnil  \nits.   Our  fossil  fiiel  and 

In  ill i a  In  l/tr  n/ >•  rutins  ulsn  jitiuliti  r 

ilniir  uiilnstn   efficiency   averages,    ill 
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inisiiiiiii  \  and  businesses  IS% 
1992, 


.4^^^^^^^   Think  of  Virginia.  The  Blue  Ridge  Mountains,  the  Shenandoah 
■Mj^  ^^  Valley,  the  Atlantic  coastline,  and  the  Chesapeake  Bay. 

^  y?B  Reminders  of  the  historical  impact  of  the  Old  Dominion 
^^^^^^^i^^  are  everywhere.  The  tits  and  starts  of  a  new  nation. 
The  very  birthplace  of  who  we  are  as  Americans.  Quite  clearly,  the 
reasons  people  choose  to  live  here  are  abundant.  Now, 
perhaps  more  than  at  any  time  before,  there  are  almost 
as  manv  reasons  to  choose  to  do  business  here. 
And  at  Dominion  Resources,  we  like  to  think 
we  \e  contributed 
a  number  of 
them 


htitiiiiiiii  growth  In  11  is  nil  the  chart.  Urgirtia  Powei  added  nearh  51,000  new  customers  lust  year,    \tttl  our  attractive  rates  hclpftl  convince  giants  like 
Motorola,  Siemens   I'..  //>'!/  and  Toshiba  in  invest  orei  $6  billion  m  major  semiconductor  facilities  in  the  region  being  tltthhrtl  the  "Silicon  Dominion? 
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From  a  bottom-line  standpoint,  our  greatest  immediate 
asset  to  businesses  located  here  is  our  ability  to  produce 
electric  power  efficientlv  and  at  low  cost  through  Virginia 

Power,  our  principal 
subsidiary.  Overall,  our 
commercial  and  industrial 
business  rates  are  21%  below 
the  national  average.  But  as 
you  may  know,  deregulation 
is  coming.  Which  means 
competition  for  U.S.  utility 
companies  for  the  first  time 
ever.  Or  does  it?  The  simple 
fact  is,  Dominion  Resources 
has  been  preparing  for, 
and  actually  conducting 
operations  in,  competitive 
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markets  for  years  now.  Dominion  Energy,  our  nonutility 
company,  has  gained  vast  experience  in  the  fast-growing 
South  American  region,  providing  power  generation 
in  the  open-market  countries  of  Argentina,  Bolivia, 
and  Peru.  Another  subsidiary,  Dominion  Capital,  provides 
a  full  range  of  financial  services  in  competitive  markets. 
The  expertise  we  bring  from  around  the  world  will 
help  us  assist  business  here  in  Virginia  through  a 
huge  advantage  we  call  intellectual  capital.  This 
knowledge  positions  us  to  be  your  low-cost  provider 
for  years  to  come  as  our  competitors  play  post- 
deregulation  catch-up.  Lower  rates,  more  reliable 
service  and  a  powerful  business  partner.  All  in  all, 
it  makes  Virginia  a  terrific  place  to  live,  work  and  prosper. 
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The  success  of  a 
business  depends  on  its 

communications. 

That's  why  Bell  Atlantic 

invests  more  than  $400 

million  annually  in  Virginia 

to  provide  customers 

with  state-of-the-art 

communications 

technology.  And  why  we 

offer  products,  services 

and  seminars  specifically 

designed  to  help  businesses 

grow.  It  all  adds  up  to  a 

state  we're  proud  to  work 

with  and  to  call  home. 

Wild  things  are  happening. 

Bell  Atlantic. 

We'll  see  you  there. 


©Bell  Atlantic 


www.BcllAtlaiitic.com 
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A  radar  tower  at  NASA's  Wallops  Island  Facility 

on  Virginia's  Eastern  Shore  tracks  rocket 
launches.  Virginia  is  one  of  only  three  states  in 
the  country  licensed  to  launch  space  vehicles. 


costly  using  state-of-the-art  technology," 
says  David  R.  Gehr,  Virginia's  transporta- 
tion commissioner. 

Clutch  plates,  ceramic  chips  and  other 
automotive  parts  keep  the  western 
region's  manufacturers  humming.  Auto- 
motive manufacturers  such  as  Tower 
Automotive,  Vitramon,  Dynax  Corp., 
Yokohama  Tire  Corp.,  Virginia  Forge, 
Graham-White  Manufacturing  Co.  and 
American  Commercial  Assembly  dot  this 
haven.  This  region's  auto  parts  help  move 
cars,  trucks  and  locomotives  worldwide. 

Innovative  transportation  technology 
also  puts  Virginias  airports,  seaports,  rail- 
ways and  highways  center  stage.  Virginia 
is  home  to  68  airports  ranging  from 
numerous  regional,  general-aviation 
facilities  and  midsize  commercial  airports 
to  global  movers  like  the  Washington 
Dulles  International  Airport.  Washing- 
ton Dulles  is  located  on  10,000  acres 
that  straddle  Loudoun  and  Fairfax  coun- 
des,  iust  26  miles  west  of  downtown 
Washington,  D.C.  The  airport  is  the 


second  busiest  airport  in  the  country  for 
international  travelers.  The  airport's  19 
carriers  moved  13.8  million  passengers 
—  up  by  almost  one  million  —  and  772 
million  pounds  of  cargo  last  year. 

Richmond  International  Airport  is  the 
air  transportation  hub  in  the  center  of  the 
state.  Seven  miles  from  Richmond,  the 
Henrico  County  airport  moves  travelers 
to  and  from  the  Greater  Richmond  area, 
Charlottesville,  Petersburg  and  Freder- 
icksburg. "Dramatic  growth  is  occurring 
here,"  says  Patricia  Ryan,  director  of  mar- 
keting and  business  development  for  the 
Capital  Region  Airport  Commission. 

Richmond  International's  14  carriers 
logged  2.5  million  arrivals  and  depar- 
tures in  1997,  up  9.5%  from  the  previ- 
ous year.  About  1 50  million  pounds  of 
freight  passed  through  its  terminals. 
There  are  1 60  daily  flights  to  and  from 
major  cities  —  11  more  flights  than 
were  possible  last  year,  adds  Ryan.  "We 
have  a  lot  going  for  us  that  hasn't  been 
tapped  into  yet,"  Ryan  says. 

Expansion  of  the  airport  is  vital  to  the 
development  of  the  region.  As  a  result, 
several  major  renovations  are  planned. 
This  includes  an  upgrade  of  the  main 
runway  and  construction  of  a  second 
SI 60  million,  9,500-foot  runway.  Also 
on  the  wish  list  are  the  construction  of 
additional  cargo  warehouses,  office  space 
and  a  new  control  tower. 

Norfolk  International  Airport  is  the 
center  of  activity  in  Hampton  Roads. 
This  airport  serves  Norfolk,  Virginia 
Beach,  Portsmouth,  Williamsburg, 
Hampton,  Newport  News,  Chesapeake 
and  Suffolk,  as  well  as  the  Eastern  Shore 
and  upper  North  Carolina.  "Next  to 
Dulles  we  are  the  largest  service  area  in 
the  state,"  says  Kenneth  R.  Scott,  exec- 
utive director  of  the  Norfolk  Airport 
Authority,  which  oversees  the  airport. 
"We've  had  steady  growth." 

Airport  activity  generates  $795.3  mil- 
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lion  annually  —  payroll  is  more 
than  S300  million.  The  airport 
supports  16,800  airport  employ- 
ees, as  well  as  local  jobs  related  to 
visitor  activities,  up  28%  in  five 
years.  Nearly  three  million  vaca- 
tioners and  business  travelers  flew 
the  airport's  16  airlines  last  year, 
while  18%  more  cargo  passed 
through  its  terminals  —  about  63 
million  pounds.  Scott  attributes 
the  increase  in  volume  to  addi- 
tional shipments  by  the  military, 
U.S.  Postal  Service,  Federal 
Express,  United  Parcel  Service  and 
catalog  shopping. 

When  it  comes  to  shipping 
cargo,  Virginia  ports  are  the  ports 
of  choice.  The  Virginia  Port  Authority 
(VPA)  in  Norfolk-Hampton  Roads  is 
one  of  the  nation's  largest  ports  and  the 
busiest  container-cargo  port  on  the  East 
Coast,  second  only  to  the  Port  Authori- 


At  Reynolds  Metals's  new  Southwest  Virginia  manufacturing 
plant,  people  and  machines  work  side  by  side  to  produce 
the  world's  first  net-forged  aluminum  automotive  wheels. 


ty  of  New  Jersey  and  New  York.  VPA 
moved  a  record  10.7  million  tons  of 
cargo  in  1997,  an  increase  of  11.5% 
from  1996. 
Vessels  made  more  than  1 ,800  calls  at 


the  VPA's  marine  terminals  in  Nor- 
folk and  Newport  News,  which  are 
located  1 8  miles  from  sea.  The  50- 
foot  channels  are  in  one  of  the 
world's  largest  natural  harbors.  The 
economic  impact  is  huge.  VPA's 
activities  support  a  workforce  of 
more  than  130,000  and  represent 
an  annual  payroll  of  $4  billion. 
Another  integral  part  of  the  VPA  is 
the  Front  Royal  Virginia  Inland 
Port  in  Warren  County,  which 
offers  an  intermodal  link  between 
sea  and  truck/rail  transportation. 

Just  as  large  as  Virginia's  port 
system  is  the  extensive  cargo- 
moving  network  that  includes  more 
than  100  trucking  companies  and 
rail  service  by  two  of  the  nations  largest 
railroad  companies,  CSX  Corp.  and  Nor- 
folk Southern  Corp.  Both  rail  companies 
are  headquartered  in  Virginia.  Norfolk 
Southern  owns  and  operates  14,400  miles 


Mobil  is  proud 
to  call  Virginia  home 

Fairfax,  Virginia  has  served  as  the  home  of  world- 
wide headquarters  for  Mobil  since  1 990.  To  learn  more 
about  the  company,  visit  our  web  site  at  www.mobil.com. 


In  Southern  Virginia,  we've  got  wonderful  ways  to  work— and  play.  Our  capable  labor  force, 
colleges  and  high-tech  training  centers,  state-of-the-art  telecommunications  infrastructure 
and  regional  technology  council  ensure  that  we  do  the  very  best  job  possible  to  help  area 
businesses— from  computer  programmers  to  manufacturers  of  circuit  boards  for  the 
automotive  industry— get  their  work  done.  And  when  it's  time  to  play,  we  enjoy  the  local 
sports  facilities,  cultural  centers,  and  beautiful 
lakes,  rivers  and  mountains. 

Call  the  Southern  Virginia  Economic 
Development  Partnership  toll  free  at 
1-888-327-2496  for  information  on  how  your 
business  can  work  in  Southern  Virginia. 


li 


SguthernVirginia 

Economic  Development  fttrtaership 

Cities  of  Danville  &  Martinsville 

Counties  of  Halifax,  Henry,  Patrick  &  Pittsylvania 

www.svedp  org 


DuPont,  Merck,  Hershey  and  Burlington... 

all  said  YES  to  our  dynamic  business  climate. 


You  should  at  least  ask  why! 


man 


doan  ^  valle 


CISAT-Modular-Suite  110  •  JMU-MSC  4003  •  Harrisonburg,  Virginia  22807 
Phone:  540-568-3100  •  Fax:  540-568-3170  •  email:  svp@jmu.edu  •  www.svp-va.org 
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of  road  and  rail  in  20  states.  Soon  it  will 
own  50%  of  the  Philadelphia-based  Con- 
rail  operation  —  CSX  Corp.  will  own  the 
other  half  —  to  command  more  than 
21,000  miles  of  rail. 

"The  Conrail  acquisition  is  going  to 
be  a  boon  for  the  Commonwealth  of 
Virginia  because  of  its  location,"  says 
Dan  Motley,  industrial  development 
manager  for  Norfolk  Southerns  region- 
al operations  in  Roanoke.  The  western 
and  southwestern  sections  of  the  state, 
particularly  along  1-81,  will  be  able  to 
attract  new  industries  and  investments 
such  as  distribution  centers  that  will 
enhance  an  established  transportation- 
related  industrial  base.  "We're  expecting 
a  lot  of  new  companies  to  locate  in  the 
Valley,"  predicts  Motley. 

Highways  are  important  to  the  trans- 
portation link  for  businesses  throughout 
Virginia.  The  state  has  six  interstate 
highways  —  four  that  run  north-south 
and  two  that  run  east-west.  Virginia 
provides  55,000  miles  of  interstate,  pri- 
mary and  secondary  roads.  And  the 
Commonwealth  is  within  one  day's 
drive  of  two-thirds  of  the  U.S.  popula- 
tion —  which  accounts  for  more  than 
16%  of  the  world  GNP,  according  to 
the  International  Air  Cargo  Association. 

Numerous  transportation  improve- 
ment projects  are  under  way  to  keep  up 
with  the  state's  population  growth  and 
increased  business  activity. 


VIRGINIA 

VITALS 

Population: .... 

6.7  million 

Land  Area: .... 

42,769  sq.  mi. 

Location: 

East  Coast 

Capital: 

Richmond 

Households: .  .  . 

2.3  million 

Labor  Force: .  .  . 

3.5  million 

Per  Capita  Income: $22,493 

Source:  Virginia  Economic  Development  Partnership 
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Virginia  will  receive  a  major  62% 
increase  in  federal  Transportation  funds 
under  the  federal  governments  recently 
reauthorized  Transportation  Equity  Act 
for  the  21st  Century  (TEA-21).  This  is 
an  average  of  S670  million  per  year  from 
1998  to  2003.  At  least  a  dozen  major 
projects  are  planned  throughout  the 
state,  including  two  long-term,  mass- 
transit  projects  aimed  at  improving 
access  to  rapidly  growing  job  markets. 

The  first  project  is  a  two-phase  express 
bus  and  passenger  rail  service  that  will 
connect  Washington,  D.C.,  with  Wash- 
ington Dulles  Airport.  A  second  project 
involves  a  new  commuter  rail  system 
between  Virginia  Beach  and  Norfolk. 
"Highway,  rail,  sea  and  air  travel  —  all 
of  these  modes  keep  Virginia  competi- 
tive and  well  connected  to  the  outside 
world,"  says  Virginia's  Secretary  ol  Com- 
merce and  Trade  DuVal. 

Quality  of  Life 

Virginia  is  a  finely  tuned  machine  for 
moving  goods,  accessing  services,  grow- 
ing businesses  —  and  much  more.  The 
Commonwealth  provides  a  host  of 
recreational  sites:  beaches,  bays,  moun- 
tains, theme  parks,  historical  battlefields, 
museums,  golf  courses  and  NASCAR 
events.  As  a  result,  tourism  is  the 
second-largest  industry  in  Virginia. 

Visitors  spent  a  record  $11.2  billion  last 
year,  which  was  an  increase  of  6.7%,  or 
$700  million  more  than  the  previous  year. 
Since  1995,  the  number  of  visitors  has 
climbed  from  50  million  to  54  million. 

"One  of  the  things  that  has  added  to 
the  state's  tourism  attractions  in  the  last 
couple  of  years  has  been  the  growth  of 
motor  sports,"  says  Patrick  McMahon, 
CEO  and  president  of  the  Virginia 
Tourism  Corp.  Hundreds  of  thousands 
of  racing  fans  travel  to  Virginia's  multi- 
ple motorsports  venues  to  enjoy 
NASCAR  Winston  Cup,  Busch  Grand 


The  Chips  Are  Falling  Into  Place 
In  Greater  Richmond,  Virginia 


Today,  history  is  being  made  as  this 
great  part  of  the  world  becomes  a  leading 
location  (or  both  semiconductor  chip  ^ 

technology  and  blue  chip  corporate  j^ 

commerce. 

First,  with  the  world  to  choose  from, 
Motorola  selected  Greater  Richmond  to  locate 
its  $3  billion  semiconductor  production  facility. 
Six  months  later,  Motorola  and  Siemens  AG 
jointly  announced  a  commitment  to  invest  an 
additional  $1 .5  billion  here  to  produce  the 
revolutionary  64-megabit  DRAM  chip  at 
WhiteOak  Semiconductor.  At  the  same  time, 
the  $3  billion  blue  chip  corporation  Pittston 
Company  chose  this  region  as  the  location  for 
its  corporate  headquarters,  joining  seven  other 
Fortune  500  companies. 


Pivotal  factors  attracting  these  (and  other) 
business  leaders  were  our  highly  skilled 
work  force,  leading  educational 
■  v ,vv "/""  institutions,  renowned  quality  of  life  and 
our  ranking  as  the  second  most  cost-effective 
location  fordoing  business  out  of  the  top  100 
U.S.  metro  areas. 

Call  for  your  free  "Facts  at  a  Glance" 
brochure  or  take  a  virtual  tour  on  our  web  site, 
http://www.grpva.com,  (or  an  introduction  to: 
Greater  Richmond  ■     Greater  MtjUf 
The  New  World       Rich  \i<>\ ii^jgfo 

LOCATIOS  FOR        PARTNERSHIP  I  m 


901  East  Byrd  Street  •  Suite  801 
Richmond,  Virginia  23219-4070 
804-643-3227- 1-800-229-6332 
r  contact  us  via  E-mail:  grpinc@grpva.com 


HEwaPAm  The'C 


h  Tin  Cr.\m  Of  The  Em  Co tsr.  At  Tm.  Crossroads  Of  1-9), 
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International, 

Nothing* 
Succeeds  E7 
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direct,  and  connecting  fligl, 

to  hundreds  of  cities  worldwV 

One  busy  airport.      Not  just 

for  travel.  But  air  cargo,  air  courier, 

express  package  delivery,  general 

I  ■.  ■' 
aviation  -  anything  we  can  do  to 

support  the  region's  booming  business 

community.      If  you're  considering 

relocating  to  Virginia's  biggest  and  fastest 

growing  metropolitan  area,  Norfolk 

International  has  success  written  all  over  it. 


NORFOLK  INTERNATIONAL  AIRPORT 

http://www.norfolkairport.com 
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National  and  NHRA  events  every  year. 
Tickets  average  $75  a  person. 

Civil  War  battlefields,  state  and  nation- 
al parks  and  other  historical  sites  provide 
inexpensive  recreation.  In  October,  for 
instance,  one  million  people  come  to  the 


was  named  best  medium-sized  city  in  says  Virginia  Tourism  Corp.  s  McMahon. 

the  South.  And  Charlottesville,  with  just  "The  synergy  between  the  economic 

under  150,000  residents,  was  named  development  team  and  tourism  teams 

best  small  city  in  the  South.  Lynchburg,  has  been  very  important.  We're  both  in 


and  Roanoke  followed  as  the  second- 
and  third-best  small  cities.  The  quality 


Eastern  Shore  to  watch  the  migration  of     of  life  in  Northern  Virginia  even  helped 


the  birds,  says  McMahon. 

Virginia  isn't  just  for  bird 
lovers.  The  state  is  a  popular 
choice  for  high-tech  film  and 
video-production  companies. 
The  film  industry  is  experienc- 
ing explosive  growth.  Revenues 
soared  90%,  from  $32.1  mil- 
lion in  1996  to  almost  $61  mil- 
lion last  year.  The  state's  $11 
million,  full-service  film  studio 
opened  in  Petersburg  last 
summer. 

Diversity  and  quality  of  life 
are  also  luring  new  residents  — 
the  population  grew  from  6.2  million  in 
1990  to  6.7  million  in  1997  —  and 
receiving  acclaim. 

Money  magazine  named  five  Virginia 
metropolitan  regions  in  its  1998  survey 
of  Best  Places  to  Live.  The  Norfolk- Vir- 
ginia Beach-Newport  News  metropoli- 
tan statistical  area  (known  as  Hampton 
Roads),  with  a  population  approaching 
1 .6  million,  was  named  best  large  city  in 
the  South.  The  Greater  Richmond 
MSA,  with  a  population  of  900,000, 


boost  Washington,  D.C,  to  the  number 


Virginians  enjoy  great  year-round  recreational  activities 
like  golf  at  Wintergreen  Resort  in  the  Shenandoah  Valley. 


one  city  in  the  Northeast. 

"Our  success  has  benefited  all  regions 
of  Virginia,  as  this  year's  Money  maga- 
zine ranking  shows,"  states  Governor 
Gilmore.  "With  so  many  areas  of 
Virginia  on  this  year's  list,  the  hardest 
part  will  be  choosing  where  in  Virginia 
to  live." 

Quality  of  life  is  fast  becoming  a  major 
factor  in  business  location  and  expansion. 
"The  quality  of  life  is  extremely  impor- 
tant in  the  decision  to  locate  a  plant," 


RICHMOND 
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Serving  the  of  Virginia! 


NEWPORT  NEWS -WILLIAMSBURG 
INTERNATIONAL  AIRPORT 
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the  business  of  increasing  the  economic 
vitality  of  the  state.  They  service  one 
audience  and  we  service  another.  But  we 
share  the  same  commitment  to  a  reward- 
ing quality  of  life." 

Corporate  Culture 

Like  any  business,  Virginia  has 
its  own  dynamics.  Loyalty  and 
pride  are  at  the  heart  of  its  work- 
force. A  pro-business  attitude  is 
at  the  root  of  government. 

Virginia  prides  itself  on  being 
the  northernmost  state  with 
right-to-work  laws.  In  other 
words,  employees  aren't  required 
to  belong  to  a  union  in  order  to 
secure  employment.  On  the 
issue  of  business  taxes,  Virginia  is  hold- 
ing the  line.  The  corporate  income  tax 
rate  —  6%  of  taxable  corporate  income 
—  has  not  changed  since  1972,  says 
Virginia's  Secretary  DuVal. 

The  state's  economic  development 
team  has  a  host  of  incentives  that  include 
tax  credits  to  a  company  when  it: 

•  Creates  new  full-time  jobs 

•  Provides  workforce  training  and 
retraining 

•  Purchases  equipment  for  recycling 
materials 

•  Constructs    on-site 
day-care  facilities 

•  Locates  in  an  enter- 
prise zone. 

The  state  also  uses 
performance-based 
incentives,  tax  breaks  and 
grants  for  transportation 
and  site  development. 
These  tools  are  helping 
the  state  navigate  the 
fiercely        competitive 
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waters  of  economic  development  to 
attract  businesses  from  far  and  wide. 

Recently,  Virginia  won  big  when  it 
attracted  TXl-Chaparral  Steel.  The  com- 
pany* new  mini-mill  is  one  of  its  largest 
investments  in  recent  years.  The  Com- 
monwealths commitment  to  business 
was  an  important  element  of  the  com- 
pany's decision,  says  Robert  Rodgers, 
president  and  CEO  of  TXI-Chaparral. 
"A  steel  plant  is  for  a  lifetime,"  Rodgers 
says.  "We  look  forward  to  being  an 
important  pan  or  Virginia's  future." 

With  steelmakers  and  semiconductors 
using  up  to  S20  million  in  electricity 
each  year,  energy  costs  can  make  or 
break  the  deal.  Enter  Virginia  Power,  a 
subsidiary  of  Dominion  Resources  Inc., 
which  serves  almost  two  million  cus- 
tomers yearly.  "We  do  what  we  can  to 
close  the  deal,"  says  Kent  Hill,  Virginia 
Power's  economic  development  consul- 
tant. '  We  work  in  partnership  with  the 
state  economic  development  team." 

The  state  is  continually  evaluating  its 
ability  to  respond  to  the  changing 
dynamics  of  business,  says  Wayne  Ster- 
ling, executive  director  of  the  Virginia 

cconomic  Development  Partnership 
EIVE  , 

VEDP),  the  state's  economic  develop- 

H  nent  arm.  "We  think  that  Virginia  is 
.. , the  most  responsive  state  in  the  market- 
er place  today,"  Sterling  asserts.  "We're 
^trying  to  make  Virginia  even  more 
. ,  responsive  to  the  needs  of  the  business 
n  marketplace,  so  that  other  industries 
coming  into  the  Commonwealth  can  be 
served    more    effectively    than    ever 
before." 
VEDP  is  instrumental  in  setting  the 
.     tone  for  the  business-government  part- 
l    nerships  that  have  formed  throughout 
the  state,  says  Nancy  Price,  executive 
director  of  the  Shenandoah  Valley  Part- 
nership. "There  is  pro-business  leader- 
ship at  the  helm,"  explains  Price.  "The 
[Shenandoah]  regional  partnership  is 


playing  off  of  that  energy.  This  is  par- 
ticularly true  with  the  types  of  business- 
es that  are  locating  in  that  area.  We  are 
seeing  more  development  by  technolo- 
gy-based businesses  up  and  down  the  I- 
81  corridor." 

Mobil  Corp.  considered  all  of  these 
factors  in  its  decision  to  locate  in 
Virginia  in  1990,  according  to  Lucio  A. 
Noto,  Mobil's  chairman  and  CEO.  "We 
found  Virginia  to  be  an  excellent  busi- 
ness environment,"  he  says.  "The  gov- 
ernor and  the  Commonwealth  are  com- 
mitted to  a  strong  economy  where  the 
free-enterprise  system  can  flourish. 

"Virginia's  quality  of  life,  excellent 
school  systems,  diverse  communities 
and  many  recreational  and  cultural 
activities  were  key  in  the  company's 
decision,"  adds  Noto.  "Virginia's  well- 
educated  workforce  also  provides  Mobil 
with  a  highly  qualified  candidate  pool." 

Harvesting  Natural  Resources 

Virginia  is  rich  in  natural  resources.  Its 
oceans,  lakes  and  streams  are  at  the  heart 
of  Virginia's  seafood  and  trade  indus- 
tries. Its  valleys  still  boast  agricultural 
activities  that  fuel  domestic  and  inter- 
national trade.  And  its  mountains  pro- 
vide a  wealth  of  raw  materials  and 
energy  resources  that  transcend  time. 
Southwest  Virginia  is  particularly  rich  in 
timber,  coal  and  natural  gas.  Making  the 
region  home  are  companies  like  B.A. 
Mullican  Lumber  &  Manufacturing 
Co.,  which  employs  high-tech  process- 
es to  harvest  the  region's  hardwoods. 
Norfolk  Southern/Gilbert  Lumber  is  a 
forest  products  company  that  recently 
located  in  the  region  and  is  expanding 
its  lumber  manufacturing  facilities. 

In  addition,  Pittston  Coal,  one  of  the 
region's  oldest  employers,  and  United 
Companies  are  among  the  leaders  in  har- 
vesting natural  resources  for  energy. 
American  Electric  Power  continually 


invests  in  its  energy  production  and 
delivery  system.  The  area  has  also  attract- 
ed companies  such  as  Reynolds  Wheels 
International,  a  subsidiary  of  Richmond- 
based  Reynolds  Metals  Co.  Major  con- 
tractors, such  as  J.A.  Street  &  Associates, 
are  helping  in  the  construction  of  state- 
of-the-art  call  centers  and  manufactur- 
ing facilities,  while  leading  financial 
institutions  such  as  First  Virginia  Bank 
are  helping  to  make  such  large-scale 
projects  possible. 

Prosperity  Into  the  New  Century 

When  it  comes  to  Virginias  future  pros- 
perity, the  Commonwealth  is  dedicated 
to  education  and  workforce  training. 

The  state  is  as  rich  in  intellectual 
capacity  as  it  is  in  natural  resources.  One 
out  of  every  four  adults  holds  a  college 
degree.  More  than  350,000  students  are 
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National  and  NHRA  events  every  year. 
Tickets  average  $75  a  person. 

Civil  War  battlefields,  state  and  nation- 
al parks  and  other  historical  sites  provide 
inexpensive  recreation.  In  October,  for 
instance,  one  million  people  come  to  the 


was  named  best  medium-sized  city  in 
the  South.  And  Charlottesville,  with  just 
under  150,000  residents,  was  named 
best  small  city  in  the  South.  Lynchburg  - 
and  Roanoke  followed  as  the  second- 
and  third-best  small  cities.  The  quality 


Eastern  Shore  to  watch  the  migration  of     of  life  in  Northern  Virginia  even  helped 


the  birds,  says  McMahon. 

Virginia  isn't  just  for  bird 
lovers.  The  state  is  a  popular 
choice  for  high-tech  film  and 
video-production  companies. 
The  film  industry  is  experienc- 
ing explosive  growth.  Revenues 
soared  90%,  from  $32.1  mil- 
lion in  1996  to  almost  $61  mil- 
lion last  year.  The  state's  $11 
million,  full-service  film  studio 
opened  in  Petersburg  last 
summer. 

Diversity  and  quality  of  life 
are  also  luring  new  residents  — 
the  population  grew  from  6.2  million  in 
1990  to  6.7  million  in  1997  —  and 
receiving  acclaim. 

Money  magazine  named  five  Virginia 
metropolitan  regions  in  its  1998  survey 
of  Best  Places  to  Live.  The  Norfolk- Vir- 
ginia Beach-Newport  News  metropoli- 
tan statistical  area  (known  as  Hampton 
Roads),  with  a  population  approaching 
1.6  million,  was  named  best  large  city  in 
the  South.  The  Greater  Richmond 
MSA,  with  a  population  of  900,000, 


boost  Washington,  D.C.,  to  the  number 


Virginians  enjoy  great  year-round  recreational  activities 
like  golf  at  Wintergreen  Resort  in  the  Shenandoah  Valley 


one  city  in  the  Northeast. 

"Our  success  has  benefited  all  regions 
of  Virginia,  as  this  year's  Money  maga- 
zine ranking  shows,"  states  Governor 
Gilmore.  "With  so  many  areas  of 
Virginia  on  this  year's  list,  the  hardest 
part  will  be  choosing  where  in  Virginia 
to  live." 

Quality  of  life  is  fast  becoming  a  major 
factor  in  business  location  and  expansion. 
"The  quality  of  life  is  extremely  impor- 
tant in  the  decision  to  locate  a  plant," 
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says  Virginia  Tourism  Corp.'s  McMahon. 
"The  synergy  between  the  economic 
development  team  and  tourism  teams 
has  been  very  important.  We're  both  in 
the  business  of  increasing  the  economic 
vitality  of  the  state.  They  service  one 
audience  and  we  service  another.  But  we 
share  the  same  commitment  to  a  reward- 
ing quality  of  life." 

Corporate  Culture 

Like  any  business,  Virginia  has 
its  own  dynamics.  Loyalty  and 
pride  are  at  the  heart  of  its  work- 
force. A  pro-business  attitude  is 
at  the  root  of  government. 

Virginia  prides  itself  on  being 
the  northernmost  state  with 
right-to-work  laws.  In  other 
words,  employees  aren't  required 
to  belong  to  a  union  in  order  to 
secure  employment.  On  the 
issue  of  business  taxes,  Virginia  is  hold- 
ing the  line.  The  corporate  income  tax 
rate  —  6%  of  taxable  corporate  income 
—  has  not  changed  since  1972,  says 
Virginia's  Secretary  DuVal. 

The  state's  economic  development 
team  has  a  host  of  incentives  that  inclu  J 
tax  credits  to  a  company  when  it: 

•  Creates  new  full-time  jobs  W 

•  Provides  workforce  training  am  _ 
retraining  AD, 

•  Purchases  equipment  for  recyclings  J 
materials 

•  Constructs    on-site  *c 
day-care  facilities         a 

•  Locates  in  an  enter-    ; 
prise  zone.  t 

The  state  also   uses  | 
performance-based* 
incentives,  tax  breaks  and  a 
grants  for  transportation 
and  site  development. 
These  tools  are  helping 
the  state   navigate   the 
fiercely        competitive 
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waters  of  economic  development  to 
attract  businesses  from  far  and  wide. 

Recently,  Virginia  won  big  when  it 
attracted  TXI-Chaparral  Steel.  The  com- 
pany s  new  mini-mill  is  one  of  its  largest 
investments  in  recent  years.  The  Com- 
monwealths commitment  to  business 
was  an  important  element  of  the  com- 
panvs  decision,  says  Robert  Rodgers, 
president  and  CEO  of  TXI-Chaparral. 
A  steel  plant  is  for  a  lifetime,"  Rodgers 
We  look  rorward  to  being  an 
important  part  of  Virginia's  future." 

With  steelmakers  and  semiconductors 
using  up  to  S20  million  in  electricity 
each  year,  energy  costs  can  make  or 
break  the  deal.  Enter  Virginia  Power,  a 
subsidiary  of  Dominion  Resources  Inc., 
which  serves  almost  two  million  cus- 
tomers yearly.  "We  do  what  we  can  to 
close  the  deal,"  says  Kent  Hill,  Virginia 
Power's  economic  development  consul- 
tant. "We  work  in  partnership  with  the 
state  economic  development  team." 

The  state  is  continually  evaluating  its 
ability  to  respond  to  the  changing 
dynamics  of  business,  says  Wayne  Ster- 
ling, executive  director  of  the  Virginia 
Economic  Development  Partnership 
(VEDP),  the  state's  economic  develop- 
ment arm.  "We  think  that  Virginia  is 
the  most  responsive  state  in  the  market- 
place today,"  Sterling  asserts.  "We're 
trying  to  make  Virginia  even  more 
responsive  to  the  needs  of  the  business 
marketplace,  so  that  other  industries 
coming  into  the  Commonwealth  can  be 
served  more  effectively  than  ever 
before." 

VEDP  is  instrumental  in  setting  the 
tone  for  the  business-government  part- 
nerships that  have  formed  throughout 
the  state,  says  Nancy  Price,  executive 
director  of  the  Shenandoah  Valley  Part- 
nership. "There  is  pro-business  leader- 
ship at  the  helm,"  explains  Price.  "The 
[Shenandoah]  regional  partnership  is 


playing  off  of  that  energy.  This  is  par- 
ticularly true  with  the  types  of  business- 
es that  are  locating  in  that  area.  We  are 
seeing  more  development  by  technolo- 
gy-based businesses  up  and  down  the  I- 
81  corridor." 

Mobil  Corp.  considered  all  of  these 
factors  in  its  decision  to  locate  in 
Virginia  in  1990,  according  to  Lucio  A. 
Noto,  Mobil's  chairman  and  CEO.  "We 
found  Virginia  to  be  an  excellent  busi- 
ness environment,"  he  says.  "The  gov- 
ernor and  the  Commonwealth  are  com- 
mitted to  a  strong  economy  where  the 
free-enterprise  system  can  flourish. 

"Virginia's  quality  of  life,  excellent 
school  systems,  diverse  communities 
and  many  recreational  and  cultural 
activities  were  key  in  the  company's 
decision,"  adds  Noto.  "Virginia's  well- 
educated  workforce  also  provides  Mobil 
with  a  highly  qualified  candidate  pool." 

Harvesting  Natural  Resources 

Virginia  is  rich  in  natural  resources.  Its 
oceans,  lakes  and  streams  are  at  the  heart 
of  Virginia's  seafood  and  trade  indus- 
tries. Its  valleys  still  boast  agricultural 
activities  that  fuel  domestic  and  inter- 
national trade.  And  its  mountains  pro- 
vide a  wealth  of  raw  materials  and 
energy  resources  that  transcend  time. 
Southwest  Virginia  is  particularly  rich  in 
timber,  coal  and  natural  gas.  Making  the 
region  home  are  companies  like  B.A. 
Mullican  Lumber  &  Manufacturing 
Co.,  which  employs  high-tech  process- 
es to  harvest  the  region's  hardwoods. 
Norfolk  Southern/Gilbert  Lumber  is  a 
forest  products  company  that  recently 
located  in  the  region  and  is  expanding 
its  lumber  manufacturing  facilities. 
'  In  addition,  Pittston  Coal,  one  of  the 
region's  oldest  employers,  and  United 
Companies  are  among  the  leaders  in  har- 
vesting natural  resources  for  energy. 
American  Electric  Power  continually 


invests  in  its  energy  production  and 
delivery  system.  The  area  has  also  attract- 
ed companies  such  as  Reynolds  Wheels 
International,  a  subsidiary  of  Richmond- 
based  Reynolds  Metals  Co.  Major  con- 
tractors, such  as  J.A.  Street  &  Associates, 
are  helping  in  the  construction  of  state- 
of-the-art  call  centers  and  manufactur- 
ing facilities,  while  leading  financial 
institutions  such  as  First  Virginia  Bank 
are  helping  to  make  such  large-scale 
projects  possible. 

Prosperity  Into  the  New  Century 

When  it  comes  to  Virginia's  future  pros- 
perity, the  Commonwealth  is  dedicated 
to  education  and  workforce  training. 

The  state  is  as  rich  in  intellectual 
capacity  as  it  is  in  natural  resources.  One 
out  of  every  four  adults  holds  a  college 
degree.  More  than  350,000  students  are 
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enrolled  in  Virginia's  85  insti- 
tutions of  higher  education. 
Private  and  public  institutions, 
both  large  and  small,  offer  var- 
ious programs  in  business, 
medicine,  law,  literature,  sci- 
ence, computers  and  engineer- 
ing. On  the  front  line,  com- 
munity colleges  are  teaching 
practical  technology  skills, 
which  are  vital  in  today's  fast- 
paced  business  environment. 

"Connectedness,  the  com- 
petency of  our  workforce  and 
the  intellectual  capacity  of  our  work- 
force keep  Virginia  competitive  —  and 
moving  forward,"  says  DuVal. 

Training  and  retraining  the  workforce 
is  a  major  priority  for  Southern  Virginia, 


commitment  of  $11  million 
toward  development  of  a  micro- 
electronics clean-room  facility  at 
Virginia  Commonwealth  Uni- 
versity's new  engineering  school 
in  Richmond.  "Business  needs 
a  trainable  workforce,"  says 
VEDP's  Sterling.  "The  responsi- 
bility for  preparing  the  labor 
force  with  education  and  basic 
training  belongs  to  the  state." 

Leadership  may  be  in  the 
hands  of  the  state,  but  the  road 
belongs  to  Virginians.  "I  bring 
20,000  military  personnel  exit  the  to  the  governorship  a  firm  and  intense 
armed  forces  each  year.  They  are  well  belief  in  the  liberty  of  people,  a  place 
trained,  well  educated  and  well  disci-  where  people  can  have  jobs,  self-suffi- 
plined.  And  our  region  has  the  first  ciency  and  determine  for  themselves 
crack  at  them."  There  are  also  30,000      how  they  want  to  live  their  lives,"  says 


Governor  Jim  Gilmore  discusses  economic  development  initiatives 
with  Secretary  of  Commerce  and  Trade  Barry  DuVal. 


says  Kathy  Hurt,  marketing  director  and      spouses  and  adult  family  members  of     Governor  Gilmore. 


acting  director  of  the  Southern  Virginia      the  military  who  seek  full-  and  part- 


"VIRGINIA'S  WELL-EDUCATED  WORKFORCE 
PROVIDES  MOBIL  WITH  A  HIGHLY  QUALIFIED 
CANDIDATE    POOL." 


Economic  Development  Partnership.  time  jobs.  "Because  of  the  presence  of 

The  area  is  known  for  its  long-standing  the  U.S.  armed  forces  installations,  this 

manufacturing  base,  which  includes  area  has  developed  a  physical  infrastruc- 
Dan  River,  a  leader  in  the  textile  indus 


In  office  since  January,  Gilmore  has 
set  several  ambitious  goals.  Confident 
that  the  Commonwealth  can  continue 
to  attract  new  investments,  he  plans  to 
add  250,000  jobs  during  his  four-year 
term.  The  Governor  is  rallying  fellow 
Virginians  to  walk  together  on  the  road 
to  prosperity.  "Everybody  has  a  role  in 
the  future  of  this  state,"  Governor 
Gilmore  says. 


Journalist  Laura  Fortunato  has  worked 
ture  capable  of  handling  large  business-     for  print  and  broadcast  agencies   in 


try,  and  Owens  Brockway,  a  subsidiary  es  that  require  extensive  high-tech  infra- 

of  Owens-Illinois,  a  large  glass-packag-  structures,"  says  Gant. 

ing  products  manufacturer.  Both,  says  With  the  influx  of  high-tech  invest- 

Hurt,  are  high-tech  manufacturers.  ments,  Virginia's  public  universities  and 

"Our  manufacturing  employees  have  community  colleges  are  partnering  with 

long  been  technology-literate,"  says  Hurt.  business  and  government  to  prepare  stu- 

Some  workers  receive  more  than  just  dents   for   the   high-tech   workplace. 

"training"    in    the    Commonwealth.  Examples  include  Virginia's  commit- 

"Hampton  Roads  has  unique,  abundant  ment  of  $9  million  toward  engineering 

uid  quality  pools  of  labor,"  says  Hans  research  and  endowments  at  public  uni- 

icsident  of  the  Hampton  Roads  versities    to    support    the    Motorola, 

mic  Development  Alliance.  "In  Dominion  Semiconductor  and  White 

to  the  70,000-plus  area  college  Oak  Semiconductor  projects.  Motorola's 

i  si ty  students,    15,000   to  $3  billion  mega-deal  involved  a  state 


Virginia,  Pennsylvania  and  New  Jersey. 
She  is  currently  a  staff  writer  for  a  business 
magazine  published  in  Virginia. 


For  more  information  on  business 
opportunities  in  the  Commonwealth, 
contact: 

Wayne  Sterling,  CED 
Executive  Director 

VIRGINIA  ECONOMIC 
DEVELOPMENT  PARTNERSHIP 
P.O.  Box  798 
Richmond,  VA  23218 

804-371-8202 
www.YesVirginia.org 


When  Moneylalks, 
It  Says  Virginia. 


In  Money  magazine's  1998  "Best  Places  To  Live"  issue.no  other  state  in  the  South  came  close 
to  Virginia.  Our  unmatched  quality  of  life  makes  Virginia  a  great  place  to  work,  too.  A  skilled 
workforce,  superior  transportation  network  and  overall  affordability  are  just  a  few  more 
reasons  why  our  state  ranks  so  high  with  business.  You  might 
even  say  we're  number  one.  Over  and  over  and  over  again. 


VIRGINIA 


Contact  Wayne  Sterling,  CED,  Executive  Director, Virginia  Economic  Development  Partnership, 
P.O.  Box  798,  Richmond,  VA  232 1 8-0798,  804-37 1-8202,  fax  804-786-1 121,  www.YesVirginia.org 
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he  bar  keeps  getting  higher.  A  net 

worth  of  half  a  billion  dollars  just 

qualifies  you  for  the  bottom  end  of 

The  Forbes  400  in  its  1 7th  year. 

The  stock  market  is  down  1%  since 

we  ran  our  numbers  last  year,  but 

the  price  of  admission  to  the  400 

still  rose  more  than  5%.  In  short,  the  creation  of 

wealth  continues  apace  in  America  even 

■  

without  m\  ebullient  stock  market.  > 

Consider  this:  Todav  nearlv  half    /  ' 


the  members  ot  the  400  are  bil-  / 
lionaires.  On  top  of  our  list  for  i 
the  5th  straight  year  is  Bill  Gates, 
whose  estimated  S58  billion  for-  I 
tune  jumped  S18  billion  in  the  \; 
past  year.  Remarkably  that  doesn't 
stand  as  the  biggest  single  year  gain. 
That  belongs  to  .  .  .  well,  Bill  Gates, 
whose  net  worth  increased  S21  billion  in  last 
year's  compilation.  Even  in  a  flat  market, 
Microsoft  stock  continued  to  climb.  This  com- 
pany, barely  23  years  old,  this  fall  became  the 
nation's  biggest  company  by  market  value. 

In  all,  10  people  on  the  list  sport  11 -figure 


e  now 
iilionaires  on  . 
)es  400.  You 
.  to  have  $5^' 
1  to  mak 
list.     / 


Walton.  If  Sam  were  alive  today,  he  would  have 
a  net  worth  of  S55  billion,  in  spitting  distance 
of  Gates'  fortune. 

This  year  37  new  members  join  the  ranks.  Yes, 
there  are  highfliers  like  Amazon. corn's  Jeffrey 
Bezos  ^iu\  Yahoo! 's  Jerry  Yang  and  David  Filo. 
But  not  all  of  the  new  members  are  here  because 
of  Internet  fortunes.  Tops  among  the  newcomers 
is  telecommunications  investor  Donald 
v  Sturm,  estimated  at  SI. 7  billion. 
■^v  Pleasant  Rowland  made  the  cut 
\  after  she  sold  her  doll  company  to 
i  Mattel  for  $700  million.  The  tele- 
JU.  YOU  vision  production  team  of  Marcy 

k    /    Carsey  and  Tom  Werner,  creators 
f    of  Cosby  and  Roscanne,  join,  as  do 

John  and  Peter  Sperline,  who  sell 

St      Wr 

'  v/       degrees  to  working  adults. 

Wendy  McCaw  nearly  made  the  grade 
after  her  divorce  from  telecommunications  bil- 
lionaire Craig  McCaw.  On  die  flip  side,  divorce 
cost  David  Price  his  membership.  Such  is  life  in  a 
community  property  state  like  California. 
Netscape's  James  Clark  dropped  out  as  the 
market  value  for  his  Web  browser  company  dwin- 


net  worths;  that  is,  over  S10  billion.  Half  of      died.  We  suspect  other  Internet  founders  will  have 
*:-s  of  Wal-Mart  founder  Sam      similarlv  short  stavs  in  the  club. 


Edited  by  Peter  Newcomb  and  Dolores  Lataniotis.  Reported  by  John  Gorham,  Peter  Kafka, 
Shailaja  Neelakantan  with  In  Kyung  Kim  and  Jean  Saunders.  Art  direction:  David  Herbick 
and  Robert  Mansfield.  Photo  editor:  Patricia  Cadley.  Photo  research:  Lorna  Bieber. 


Designates  new 
members  to  this 
year's  Forbes  400 
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"Technology  will 
gradually  strengthen 
democracies  in 
every  country  and 
at  every  level." 


Bill  Gates 

$58   BILLION 

Microsoft.  Bellevue,  Wash. 
42.  Married,  1  daughter 

Year  begins  inauspiciously  with  Belgian 
cream  pie  in  face.  Next,  Janet  Reno  and 
20  state  attorneys  sue  to  block  Microsoft 
from  stuffing  browser  into  Windows. 
Federal  appeals  court  seems  sympathetic 
to  Microsoft  claim  that  government 
should  not  be  designing  operating 
system.  But  battle  getting  ugly;  Justice 
digs  up  memos  it  says  show  Microsoft 
flexed  muscles  in  discussions  with  other 
computer  companies. 
Trial  date  delayed  2 
weeks  so  Gates'  deposi- 
tion can  take  place  be- 
hind closed  doors. 

Despite  distractions, 
Gates  runs  world's 
most  valuable  company 
and  is  constantly  on  the 
move.  Recently  freed 
himself  to  focus  on 
strategy  by  promoting  buddy  Steven 
Ballmer  to  president.  Setting  up  new 
Microsoft  Silicon  Valley  campus,  spread 
over  32  acres,  to  house  800-plus  em- 
ployees. Expanding  Microsoft's  reach 
beyond  operating  systems  and  browsers: 
investments  in  Apple,  Comcast  and 
WebTV  Networks  (Internet  via  televi- 
sion). Recently  invested  $212.5  million 
for  10%  of  cable  access  venture  Road 
Runner;  will  push  Windows  software  for 
cable  TV  boxes.  Investing  extra 
terrestrially  via  satellite  communications 
venture  Tcledesic.  Member  since  1986. 
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"We  will  occasion- 
ally make  an  unconventional 
move  when  we  believe 
the  odds  favor  it.  Try  to  think 
kindly  of  us  when  we  blow  one." 


Warren 
Buffett 


$29   BILLION 

Stock  market.  Omaha. 
68.  Married,  3  children 

"We  don't  attempt  to  predict  the  move- 
ments of  the  stock  market,"  Buffett  insist- 
ed last  February — while  making  it  pretty 
clear  he  thought  it  no  screaming  bargain. 
Tide  of  Buffett-penned  1979  FORBES  ar- 
ticle: "You  pay  a  very  high  price  in  the 
stock  market  for  a  cheery  consensus." 
Meaning:  It's  better  to  buy  stocks  when 
no  one  wants  them  than  when  everyone 
wants  them.  His  Berkshire  Hathaway  is 
fast  becoming  a  major  player  in  the  insur- 
ance business.  Merger  with  reinsurer 
General  Re,  proposed  in  June,  among 
other  things  reduces  Berkshire  Hath- 
away's  exposure  to  stocks  since  Gen  Re  is 
big  holder  of  bonds.  Timing's  not  always 
perfect:  unloaded  highly  profitable  $4.6 
billion  zero  coupon  U.S.  Treasury  posi- 
tion this  year,  but  the  Treasury  zeroes 
kept  climbing  in  price.  "I  got  in  early,  and 
I  got  out  early,"  he  shrugs.  Says  Berkshire 
investors  should  "rejoice"  when  markets 
drop,  creating  buying  opportunities.  Still 
big  holdings  in  Gillette,  American  Ex- 
press, Coca-Cola;  bought  International 
Dairy  Queen,  Executive  Jet.  Disciple  of 
The  Intelligent  Investor  author,  Benjamin 
Graham;  studied  at  Columbia  Business 
School  and  Graham's  Manhattan  invest- 
ment firm.  Started  investment  partner- 
ship age  25  with  $100,000;  dissolved 
1969  at  market  peak,  age  39.  Picked  up 
textile  firm  Berkshire  Hathaway  1965, 
built  into  investment  powerhouse  that 
has  created  at  least  5  other  billionaires; 
dozens  of  centimillionaires  (set  story, 
p.  110).  Pals  with  Bill  Gates  despite  being 
a  self-described  technophobe.  Member 
since  1982. 
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"We  will  occasion- 
ally make  an  unconventional 
move  when  we  believe 
the  odds  favor  it.  Try  to  think 
kindly  of  us  when  we  blow  one. 


Warren 
Buffett 


$29  BILLION 

Stock  market.  Omaha. 
68.  Married,  3  children 

"We  don't  attempt  to  predict  the  move- 
ments of  the  stock  market,"  Buffett  insist- 
ed last  February — while  making  it  pretty 
clear  he  thought  it  no  screaming  bargain. 
Tide  of  Buffett-penned  1979  Forbes  ar- 
ticle: "You  pay  a  very  high  price  in  the 
stock  market  for  a  cheery  consensus." 
Meaning:  It's  better  to  buy  stocks  when 
no  one  wants  them  than  when  everyone 
wants  them.  Flis  Berkshire  Hathaway  is 
fast  becoming  a  major  player  in  the  insur- 
ance business.  Merger  with  reinsurer 
General  Re,  proposed  in  June,  among 
other  things  reduces  Berkshire  Hath- 
away's  exposure  to  stocks  since  Gen  Re  is 
big  holder  of  bonds.  Timing's  not  always 
perfect:  unloaded  highly  profitable  $4.6 
billion  zero  coupon  U.S.  Treasury  posi- 
tion this  year,  but  the  Treasury  zeroes 
kept  climbing  in  price.  "I  got  in  early,  and 
I  got  out  early,"  he  shrugs.  Says  Berkshire 
investors  should  "rejoice"  when  markets 
drop,  creating  buying  opporumities.  Still 
big  holdings  in  Gillette,  American  Ex- 
press, Coca-Cola;  bought  International 
Dairy  Queen,  Executive  Jet.  Disciple  of 
77;c  Intelligent  Investor  author,  Benjamin 
Graham;  studied  at  Columbia  Business 
School  and  Graham's  Manhattan  invest- 
ment firm.  Started  investment  partner 
ship  age  25  with  $100,000;  dissolved 
1969  at  market  peak,  age  39.  Picked  up 
textile  lirm  Berkshire  Hathaway  L965, 
built  into  investment  powerhouse  that 
has  created  at  least  5  other  billionaires; 
dozens  of  ccntimillionaircs  (see  story, 
p.  110).  Pals  widt  Bill  Gates  despite  being 
a  self-described  technophobc.  Member 
since  1982. 
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Berkshire  Hathaway's  chief  executive  paid  himself 

lOOpOO 

*  HOI  I  APIS  in  calarv  lact  voar 


DOLLARS  in  salary  last  year. 
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The  Giant  Monocoque  Composite 
MCR  racing  bicycle  weighs  only  19 
pounds,  yet  its  aerodynamic  frame 
has  the  rigidity  of  a  mountain  bike. 


i 


Giant  bicycles  are  built  to 
stay  ahead  of  the  herd.  Often 
with  experimental  materials, 
like  carbon  fiber  which, 
through  Innovalue.  can  be 
fabricated  for  less. 


Today,  Innovalue  -  inno 
design  that  creates  z 
value  -  is  accelerating  Ta 
reputation  for  higher  techi 
products,  from  comput 
molding  machines. 


be 
la 


^^ 


In  Taiwan,  we  awarded  a  Symbol  of  Excellence 
so  you'd  never  be  caught  by  wild  horses. 


best  carry  the  Symbol  of 
:llence,  your  guarantee  of 
I  class  quality.  To  learn  more 
it  our  expertise  in  design, 
nng,  and  manufacture,  reach 
/  fax,  email  or  the  Internet. 


I  WAN.   Your  Source  for 


L  II  ,E 


Fax:  886-2-2723-5497  E-Mail:  mitnews@cetra.org.tw  http://innovalue.cetra.org.tw 
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Paul  Allen 

$22   BILLION 

Microsoft.  Mercer  Island,  Wash. 
45.  Single 

Cofounder  of  Microsoft,  left  1983;  beat 
Hodgkin's  disease.  Now  deploying  can't- 
take-it-with-you  attitude  in  pursuit  of  his 
eclectic  interests  and  "wired  world"  phi- 
losophy. Recently  acquired  private  cable 
company  Charter  Communications  for 
S4.5  billion;  follows  earlier  $2.8  billion 
acquisition  of  Marcus  Cable.  Combined 
companies  will  be  7th -largest  cable  opera- 
tor in  U.S.,  his  biggest  investment  outside 
Microsoft.  Also  stakes  in  more  than  50 
new-media  companies,  including  Metri- 
com Inc.,  Cnet,  U.S.  Satellite  Broadcast 
Co.  Paid  $500  million  for  18%  stake  in 
DreamWorks  SKG;  bought  another  6% 
this  year  for  $160  million,  now  studio's 
largest  shareholder.  College  dropout;  to 
Boston  to  work  for  Honeywell.  Hooked 
up  with  Bill  dates  to  create  Microsoft;  still 
owns  8%.  Supports  Search  for  Extra- 
terrestrial Intelligence  Institute  (SKTI), 
Mountain  View,  Calif.  Avid  scuba  diver, 
musician;  funding  rock  'n'  roll  museum. 
Owner  Portland  (basketball)  Trail  Blaz- 
ers, Seattle  (football)  Seahawks.  Member 
since  1986. 


"We  used  to  imagine  how 

the  people  on  The 

Forbes  400  got  there." 
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GPS  III  Pilot  from 
offers  two  way  display  a 
complete  mapping  details,  \ 
■"  in  the  palm  of  your  hand. 


e«>e 


Garmin's  mission  is  to  stop 
you  getting  lost.  Since  1990 
they  have  sold  over  a  million 
Global  Positioning  Systems 
to  pilots  at  sea,  in  the  air,  or 
on  the  ground. 


By  innovative  desigil 
manufacturing  techn  I 
they  have  also  found  <1 
to  provide  these  navi^lj 
at  a  cost  you  can  aii 
Innovalue,  we  call  it. 


3K 


wSI 


In  Taiwan,  we  awarded  a  Symbol  of  Excellence 
so  you  wouldn't  be  all  at  sea. 


£\H 


>A^ 


■#/ 


nd  the  best  Taiwan  has 
fer,  always  look  for  the 
bol  of  Excellence.  Or,  if 
-vant  to  source,  design  or 
ufacture  here,  reach  us 
ix.  email  or  the  Internet. 


0 


TAIWAN.   Your  Source   for 


Fax:  886-2-2723-5497  E-Mail:  mitnews@cetra.org.tw  http://innovalue.cetra.org.tw 


Dell  Computer  sells 


MILLION  DOLLARS  of  computer  gear  a  day  over  the  Internet 
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"Compaq  and  IBM  are 

assuming  that  price  is  the 

problem.  The  problem 

is  that  the  dealer 

channel  has  fundamentally 

failed  customers." 


Michael 
Dell 

$13   BILLION 

Dell  Computer.  Austin,  Tex. 
33.  Married,  4  children 

Racing  ahead  despite  attempts  by  com- 
petitors Compaq,  Gateway  to  emulate 
the  33-year-old's  business  model.  Stock 
up  1 57%  in  last  year,  profits  consistently 
beating  Wall  Street  predictions  despite 
slump  in  PC  market.  "I  still  think  of  us 
as  the  hunter,  not  the  hunted."  Dell's 
efficiency  at  direct  selling  custom-built 
computers  insulated  it  from  lower  aver- 
age selling  prices.  Rewarded  himself 
with  $36  million  compensation  pack- 
age. A  trifle,  considering  young  Dell's 
net  worth.  Born  entrepreneur:  says  he 
sold  enough  papers  last  year  of  high 
school  to  pay  cash  for  a  BMW.  Began 
selling  PC  upgrades  out  of  freshman 
dorm  room  1983.  Dropped  out  to  start 
Dell  Computer.  Now  richer  than  Bill 
Gates  was  at  the  same  age.  Member 
since  1991. 
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By  The  N  U  M  B  E  R  S 


His  stake  in  Microsoft  would  buy  him 


PERCENT  of  Procter  &  Gamble,  his  former  employer 
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Helen  Robson  Walton 

Bentonville.  Ark. 

79.  Widowed.  4  children 

Jim  C.  Walton 

Bentonville.  Ark. 

50.  Married.  4  children 

John  T.  Walton 

Durango.  Colo. 
52.  Married.  1  child 

Alice  Louise  Walton 

Rogers.  Ark. 

49.  Divorced  twice,  no  children 

S.  Robson  Walton 

Bentonville.  Ark. 

54.  Divorced,  remarried;  5  children 

Wal-Mart  Stores 

$55    BILLION    FAMILY    FORTUNE 

Widow  and  children  of  Wal-Mart 
founder  Sam  Walton  (d.  1992).  Sam 
opened  first  Wal-Mart  store  Rogers, 
Ark  1962.  Small  town  discount  stores 
thrived  in  rural  America.  Today  one  of 
world's  largest  retailers:  2,800  stores  m 
the  U.S.,  more  than  600  stores  interna 
tionallv.  Sales  S120  billion.  Mother 
Helen:  high  school  valedictorian,  U.  of 
Oklahoma  graduate.  S  Robson:  Colum- 
bia law  grad,  iron  man  triathlcte.  WaJ 
Mart  chairman  since  1992.  John  T.: 
Vietnam  veteran,  former  head  of  sailboat 
manufacturer  Cosair  Marine.  \T  family 
investment  partnership,  Walton  Enter- 
prises Pledged  $50  million  for  Chil- 
dren's Scholarship  Fund.  Jim  C:  Walton 
Enterprises  president.  Alice  L.:  Trinity 
U.  grad.  Founded  Llama  Co.  1989, 
small  investment  firm.  Family  plans  to 
gi\e  millions  of  shares  to  charity.  Mem 
bers  since  1989. 


John  Kluge 


$9.8  BILLION 

Investments.  Charlottesville,  Va. 
84.  Thrice  divorced,  3  children 

America's  onetime  richest  man  built  for- 
tune on  broadcasting,  telephony,  now 
betting  on  technology  via  Metromedia 
Fiber  Network,  owner  of  fiber-optic 
backbone  for  eastern  seaboard,  Chicago 
area.  Still  loves  low  tech:  Ponderosa 
steak  house,  coin-operated  laundries. 
Philosophy:  buy  cheap  properties  in 
need  of  management.  "I'm  an  operator, 


not  an  investor."  Born  in  Germany,  im- 
migrated to  Detroit  1922.  Studied  eco- 
nomics, nearly  lost  scholarship  after  get- 
ting caught  gambling.  Formed 
Metromedia  Co.  1960.  Amassed  large 
collection  of  radio  and  TV  stations,  cel- 
lular network.  Sold  broadcast  properties, 
others  for  S3. 3  billion  profit,  cellular  as- 
sets for  S3.4  billion  by  1992.  Merged  his 
long  distance  company  with  WorldCom 
1993;  sold  stake  two  years  later  for  SI  .2 
billion.  Now  putting  money  in  a  handful 
of  technology  startups.  Also  restaurants: 
Bennigan's,  Steak  &  Ale.  Gave  $110 
million  to  Columbia  for  minority  schol- 
arships. At  84,  still  very  much  forward- 
looking:  "What  you  see  is  now,  what  you 
don't  is  what  the  future  will  bring." 
Member  since  1982. 

Barbara  Cox  Anthony 

$7.1   BILLION 

Media.  Honolulu. 

75.  Married,  2  children 

Anne  Cox  Chambers 

$7.1   BILLION 

Media.  Atlanta. 

78.  Twice  divorced,  3  children 

Sisters.  Daughters  of  James  M.  Cox, 
newspaper  reporter  who  bought  Dayton 


Daily  News  1898.  Ohio  governor  three 
times,  Democratic  presidential  nominee 
1920  (FDR  his  running  mate).  Bought 
Atlanta  Constitution  1950;  now  flag- 
ship paper  of  Cox  Newspapers.  Sisters 
control  98%  of  Cox  Enterprises:  newspa- 
pers (16  dailies),  cable  systems  (3.3  mil- 
lion subscribers),  radio,  TV  stations; 
stakes  in  cable  programming,  satellite 
television.  Manheim  Auctions,  world's 
largest  car  auction,  now  on-line.  Sisters 
share  fortune  worth  over  $14  billion. 
Members  since  1982. 

Gordon  Moore 

$7   BILLION 

Intel  Corp.  Woodside,  Calif. 
69.  Married,  2  children 

Reluctant  entrepreneur,  he  of  Moore's 
Law:  the  power  of  microchips  doubles 
every  year  (later  amended  to  18 
months).  First  job  at  Johns  Hopkins  re- 
searching weapons  propulsion,  got 
bored  with  abstract  projects.  Joined 
Shockley  Semiconductor  1956,  left  a 
year  later — one  of  "the  traitorous 
eight" — to  form  Fairchild  Semiconduc- 
tor. Moore  and  seven  cofounders 
ponied  up  $500  apiece  for  seed  money. 
Produced  first  integrated  circuit,  incor- 
porating several  electronic  components 
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on  a  single  chip.  Started  Intel 
in  1968  with  Robert  Noyce  (d.  1990). 
Used  $2.5  million  startup  investment 
raised  by  legendary  venture  capitalist 
Arthur  Rock.  First-year  sales:  $3,000. 
Intel  market  cap  now  $129  billion, 
1997  sales  $25  billion.  Introduced  first 
microprocessor  1971.  Still  owns  5.5%, 
chairman  emeritus.  PC  industry's  recent 
move  toward  sub-$  1,000  computers 
runs  counter  to  Moore's  vision  for  Intel: 
"We  want  to  run  ahead  and  make  large 
complicated  chips  and  leave  the  compe- 
tition behind.  The  one  thing  I've 
learned  in  diis  business  is  that  you  never 
get  well  on  the  old  products."  Member 
since  1982. 


Sumner  Redstone 

$6.4  BILLION 

Viacom.  Newton  Centre,  Mass. 
75.  Married,  2  children 

After  enduring  more  than  a  year  of  criti- 
cism, Redstone's  back  on  center  stage  as 
Viacom  surges  to  new  highs.  Reason: 
new  revenue-sharing  agreements  be- 
tween Hollywood  studios  and  his  Block- 
buster video  rental  unit.  Also  house- 
cleaning:  Sold  Madison  Square  Garden 
for  $1.1  billion,  half  of  USA  Networks 


for  $1.7  billion,  and  most  of 
Simon  &  Schuster  for  $4.6  billion.  Got 
start  at  dad's  drive-in  dieater  business 
1954,  built  into  Nadonal  Amusements; 
today  operates  more  than  1,200  movie, 
theaters  worldwide.  Acquired  Viacom 
(MTV,  Nickelodeon)  in  $3.2  billion 
leveraged  buyout  1987.  Bought  Para- 
mount Pictures  for  $10  billion,  Block- 
buster Entertainment  Corp.  for  $8.4  bil- 
lion. Emphasizing  cost  control  with 
joint  distribudon  deals  with  Dream- 
Works (Deep  Impact,  Saving  Private 
Ryan),  Fox  (Titanic).  "Stupid  is  over." 
Member  since  1982. 

Philip  Anschutz 

$6.2   BILLION 

Fiber  optics,  oil,  railroads.  Denver. 
58.  Married,  3  children 

Old  rail  and  oil  fortune  now  flying  on 
the  back  of  fiber  optic  network  Qwest 
Communications.  After  buying  long  dis- 
tance provider  LCI  International  for 
$4.4  billion,  Qwest  now  nation's  fourth- 
largest  long  distance  company.  Tele- 
communications empire  grew  out  of 
simple  deal  to  lay  fiber  alongside  his  old 
Southern  Pacific  Railroad  track.  Initial 
$55  million  investment  recently  worth 


about  $4.4  billion.  Native  Kansan  favors 
big  contrarian  bets:  "I  get  very  nervous 
when  everyone  agrees  on  something." 
Started  career  buying  Circle  A  Drilling 
Co.  for  $1  million  1964;  pushed  oil  and 
gas  exploration.  With  father  bought 
ranch,  struck  oil  early  1970s.  Sold  half- 
interest  to  Amoco  for  $500  million 
1982.  Recently  into  sports:  broke 
ground  earlier  this  year  on  new  $300 
million  arena  for  basketball's  Los  Ange- 
les Lakers,  hockey's  Los  Angeles  Kings; 
owns  soccer  teams  Colorado  Rapids, 
Chicago  Fire.  Member  since  1982. 

Ronald  Perelman 

$6   BILLION 

Investments.  New  York  City. 

55.  Twice  divorced,  separated;  6  children 

Makeup  can't  cover  up  Revlon  owner's 
recent  mishaps.  Bankrupted  Marvel  En- 
tertainment last  year;  holdings  in  Revlon 
and  Consolidated  Cigar  linger  near  52- 
week  lows.  Worse:  in  March  sold  equip- 
ment maker  Coleman  Co.  to  Sunbeam 
for  stock,  cash.  Sunbeam  now  trading  at 
one -fifth  the  price.  Good  news:  his  old 
Cal  Fed  holdings  merging  with  Golden 
State  Bancorp.  Also  got  to  play  drums 
with  Rod  Stewart's  band  in  the  Hamp- 


Rules  of  the  count 


There  are  only  two  prerequisites  to  make  it 
onto  The  Forbes  400.  You  have  to  be  a  U.S. 
citizen.  And  you  must  have  a  demonstrable 
net  worth  of  at  least  $500  million,  up  from 
$475  million  last  year.  Estimating  the  wealth 
of  the  extremely  rich  occasionally  can  be  a 
tricky  task.  If  most  of 
your  wealth  is  tied  up  in  blocks  of 
publicly  traded  companies,  our  esti- 
mates are  pretty  straightforward. 
This  year  stock  prices  arc  based  at  the 
market  close  of  Sept.  1,  the  day  after 
Black  Monday.  Stock  options  are  also 
counted,  but  ordinarily  only  those 
that  are  in  the  money  and  exercis- 
able. The  implied  value  of  these  options  is  then  taxed  as 
compensation.  Privately  held  companies  arc  conservatively 
valued  by  applying  multiples  to  estimated  earnings  or, 
preferably,  cash  flow.  When  such  numbers  can't  be  ascer- 
rained,  we  resort  to  rule-of- thumb  conventions.  Most  ca- 
le  systems,  for  instance,  might  he  valued  at  $2,000  per 
bscriber  before  debt.  On  occasions  where  we  feel  our 
nbers  arc  somewhat  tenuous,  we  rely  on  experts  and  an 


Audited  statements? 

Not  quite.  But  we  like 

to  think  they're  pretty 

good  guesses. 


thorities  who  track  particular  industries.  Some  of  the  400 
members  are  extremely  cooperative  in  determining  their 
evaluations.  Most,  however,  would  rather  we  go  it  alone. 
That  makes  it  particularly  sticky  when  it  comes  to  trusts 
and  other  intrafamily  arrangements.  While  most  trusts  ex- 
ist to  execute  a  normal  pattern  of  inheritance,  many  of 
them  obscure  issues  of  ownership 
and  control.  Using  legal  opinion  and 
common  sense,  we  approach  each  on 
a  case-by-case  basis.  Our  concern: 
Who  controls  the  wealth?  We  at- 
tribute the  wealdi  to  the  person  who 
created  die  fortune,  provided  he  or 
she  is  still  alive  and  in  control,  or  to 
the  principal  controlling  family 
member.  Lawycrly  assertions  that  ownership  has  already 
passed  down  to  the  next  generation  are  hard  to  take  seri- 
ously when  the  inheritors  are  not  yet  out  of  diapers.  On  the 
flip  side,  boastful  claims  of  vast  but  hidden  real  estate  hold- 
ings or  large  equity  portfolios  are  usually  ignored  until  real 
proof  is  offered  or  discovered  dirough  reporting.  All  of  this 
is  to  say  that  our  estimates  are  not  down-to-the-last-penny 
audits  but  rather  very  educated  guesses. 
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I  tons  this  summer. 
Wharton  grad  got  start 

I  with  SI. 9  million  lever- 
aged deal  for  minority 
stake  in  jewelry  distrib- 
utor 1978.  Built 
MacAndrews  &  Forbes 
conglomerate  with  big 
help  from  Drexel  Burn- 
ham.  Trying  to  fix  Sun- 
beam, but  will  have  to 
sta\  c  off  shareholder 
suits  Will  be  hard  for 
Perelman  to  do  any 
worse  than  Al  Dunlap. 
Member  since  1987. 

Rupert 
Murdoch 

$5.6    BILLION 
News  Corp. 
Los  Angeles:  London; 
NYC. 

67.  Divorced, 
separated:  4  children 
Old  fashioned  press 
lord  now  operating  on 
bandwidth  and  TV 
Krecns.  Strategy:  de- 
termine what  the  public 
wants,  deliver  it  over 
every  medium.  News 
Corp.  now  entrenched 
in  satellite  ( BSkyB,  Star 
TV),  television  (Fox  network),  movies 
(Twentieth  Century  Fox),  newspapers 
(U.K.'s  Sun,  New  York  Post),  sports  (Fox 
Sports  Net,  Los  Angeles  Dodgers  [base- 
ball]). Recently  swapped  half  of  TV 
Guide  for  40%  stake  in  United  Video 
Satellite  Group.  Expected  this  fall:  20% 
spinoff  of  Fox  Group.  New  unit  will  sep- 
arate company's  U.S.  TV,  film  and  sports 
interests  from  its  publishing  arm.  Antici- 
pated S3  billion  windfall  will  be  used  to 
pay  off  debt,  buy  back  stock.  Also 
preparing  News  Corp.  for  succession  of 
children — Lachlan,  Elisabeth,  James — 
who  hold  executive  positions  at  Dad's 
company.  But  nepotism  has  its  price:  "If 
Lachlan  becomes  a  playboy  or  a  drunk, 
he  will  no  longer  be  a  candidate  for  the 
job."  Despite  succession  plans,  Mur- 
doch's not  slowing  down:  now  looking 
to  partner  with  satellite  service  Prime- 
star;  building  regional  sports  channels  to 
take  on  Disney's  ESPN.  Australian- born 
son  of  respected  editor  of  Melbourne 


Herald.  Ran  Adelaide  Herald  at  age  23. 
Expanded  itito  U.K.;  took  over  Twenti- 
eth Century  Fox  1985.  Became  natural- 
ized American  citizen,  built  Fox  Net- 
work into  unlikely  fourth  network. 
Nearly  sank  company  1990-91  after  $3 
billion  purchase  of  Triangle  Publica- 
tions. Regrouped,  but  still  likes  huge 
bets.  Wife  of  31  years,  Anna,  recently 
filed  for  divorce.  Member  since  1985. 


Jay  Pritzker 


$5   BILLION 

Finance,  hotels.  Chicago. 

76.  Married,  5  children  (1  deceased) 

Robert  Pritzker 

$5   BILLION 

Manufacturing,  service.  Chicago. 

72.  Twice  divorced,  remarried;  5  children 

Brothers  still  expanding:  Jay's  Hyatt 
Hotels  adding  properties,  new  manage- 
ment    contracts;     Robert's     Marmon 


Group  spent  $250  mil- 
lion on  1 5  recent  acqui- 
sitions. Grandfather 
Nicholas  emigrated 
from  Russia  1881; 
started  law  firm.  Son 
Abram  diversified  into 
real  estate,  light  manu- 
facturing late  1930s; 
sons  increased  hold- 
ings. Jay:  lawyer  by 
training,  used  father's 
credit  to  finance  early 
deals.  Started  Hyatt 
1957.  Suffered  stroke 
last  year;  hotel  chain 
now  run  by  son  Tom. 
Robert:  engineer,  runs 
manufacturing,  service 
companies  through 
Marmon  conglomer- 
ate. Other  family  hold- 
ings include  Royal 
Caribbean  Cruiselines, 
chewing  tobacco  firm 
Conwood,  corporate 
jet  maker  Galaxy  Aero- 
space. Members  since 
1982. 

Ted  Turner 

$5   BILLION 

Cable  television. 

Atlanta,  Ga. 
59.  Twice  divorced,  remarried; 
5  children 

"If  anybody  has  a  whip  here,  I'll  just 
take  my  shirt  off  and  beat  myself  until 
I'm  bloody.  .  .  .  If  committing  mass  sui- 
cide would  help,  I've  even  given  that 
some  consideration."  So  said  Time 
Warner's  largest  shareholder  after 
CNN's  erroneous  Vietnam  War  broad- 
cast. But  ego  likely  lifted  by  61%  rise  of 
long-dormant  Time  Warner  stock.  Still 
has  time  for  fly-fishing,  also  pets:  roams 
with  buffalo  on  1 1 3,000-acre  Montana 
ranch.  After  making  a  $1  billion  pledge 
to  the  U.N.,  Turner  ridiculed  other  bil- 
lionaires for  not  increasing  their  bene- 
factions. Attended  Brown  U.;  kicked 
out  for  girl  in  frat  room,  graduated 
years  later.  Having  turned  his  father's 
ailing  billboard  business  into  cable  gi- 
ant Turner  Broadcasting  Systems,  sold 
1996  to  Time  Warner  for  $9  billion. 
Now  trying  to  start  new  pro  football 
league  with  NBC.  Member  since  1982. 
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Kirk  Kerkorian 

$5   BILLION 

Investments.  Las  Vegas. 

81.  Twice  divorced,  3  children 

The  octogenarian  raider,  who  became 
a  father  again  this  year,  hit  the  jackpot 
with  Daimler-Benz's  agreement  in 
May  to  buy  Chrysler  for  $43  billion. 
His  $1. 5  billion  investment  yielded  $5 
billion.  Rekindled  his  on-again,  off- 
again  affair  with  MGM  movie  studio 


Founder  of  Oracle,  world's 
largest  database  software  company. 
The  ranking  bon  vivant  of  tech;  Elli- 
son's yacht  and  jets  gathering  dust 
lately  as  he  burns  midnight  oil  at  office 
again  after  string  of  disappointing 
quarters,  sagging  stock  price.  Looking 
for  new  tricks  following  fizzle  of 
"NC,"  Ellison's  PC-killer.  With  de- 
mand slowing  for  its  core  database 
software,  Oracle  will  have  to  cut  it  in 


(James  Bond,  Pink  Panther,  Rock)') 
Bought  company  (for  third  time )  from 
Credit  Lyonnais  for  $1.3  billion  in 
1996.  Took  public  last  year  in  $180 
million  offering.  High  school  dropout, 
amateur  boxer,  WWII  civilian  pilot. 
Started  charter  airline  after  war  with 
surplus  aircraft.  Sold  for  a  $104  million 
profit.  Diversified  into  Las  Vegas  casi- 
nos; built  MGM  Grand,  world's 
biggest  hotel  with  over  5,000  rooms. 
Member  since  1982. 


Larry  Ellison 

$4.9   BILLION 

Oracle  Corp.  Atherton,  Calif. 

54.  Thrice  divorced,  2  children 


other  application  software,  where  it 
faces  rough  competition  from  People  - 
Soft  and  SAP.  With  nemesis  Bill  Gates 
busy  fighting  Janet  Reno,  Ellison 
should  have  breathing  room  to  stay 
ahead  of  Microsoft's  database  push. 
Member  since  1986. 

Martha  Ingram 

$4.7   BILLION 

Inheritance,  distribution.  Nashville. 
63.  Widow,  3  sons,  1  daughter 
America's  wealthiest  acme  business 
woman  has  slowed  down  since  inherit 
ing distribution  giant  built  by  late  hus- 
band    Bronson     (d.     L995).      look 
computet  distributor   Ingram   Micro 


public,  replaced  CEO  shortly  before 
IPO  road  show.  Family's  stake  recendy 
worth  $3.9  billion.  Rest  of  privately 
held  "empire  split  among  three  sons: 
David  runs  video  wholesaler  Ingram 
Entertainment;  John,  book  business; 
Orrin,  barges.  Martha  born 
Charleston,  S.C.;  Vassar  student,  met 
Princeton  grad  Bronson  on  blind  date 
in  NYC.  Bronson  inherited  father's 
business  1963:  oil  refining,  market- 
ing, barges.  With  brother  Fritz 
brought  in  textbook  supplier  1964, 
started  distribution.  Brothers  built 
company  into  $1  billion  powerhouse, 
split  up  firm  after  Fritz  convicted  of 
bribery  1978.  Fritz  did  time,  kept  oil 
operations,  sustained  losses.  Bronson 
built  up  his  book  distribution  busi- 
ness, added  videotapes,  computers, 
software.  Martha  first  woman  member 
of  the  board  of  Nashville  Chamber  of 
Commerce  1975.  Member  since 
1995. 

Si  Newhouse  Jr. 

$4.5   BILLION 

Media.  NYC. 

70.  Divorced,  remarried;  3  children 

Donald  Newhouse 

$4.5   BILLION 

Media.  NYC. 

68.  Married,  3  children 

Newhouse  brothers  normally  avoid 
publicity,  got  plenty  of  it  this  year: 
high-profile  exit  of  New  Yorker  editor 
Tina  Brown,  contretemps  with 
prospective  successor  Michael  Kinsley. 
Year  topped  off  by  falling  elevator 
tower  at  construction  site  of  new  com- 
pany headquarters;  one  person  killed; 
NYC's  Times  Square  crippled.  Bought 
Wired  magazine  for  $80  million, 
unloaded  book  division  Random 
House  to  Bertelsmann  A.G.  for  $1.4 
billion.  Brothers  took  over  Advance 
Publications,  newspaper  and  magazine 
company  from  father  Sam  Sr.  (d. 
1979);  beat  IRS  in  huge  estate  tax 
case.  Don  runs  profitable  newspapers 
(Cleveland  Plant  Dealer,  Newark  Star- 
Lcdjjer);  Si  oversees  occasionally 
profitable  Condi  Nast  division  (Vogue, 
Glamour,  Vanity  Fair,  Details).  With 
extensive  investments  in  cable,  broth- 
ers share  $9  billion  fortune.  Members 
since  1982. 
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love. 


Someday  she  will:  Be  the  star  of  her  school  play.  Go  to  a  good  college. 
Have  an  idea  that  will  change  the  world.  Be  happy. 


DREYFUS  DISCIPLINED  STOCK  FUND 


31.57"    22.6CT   19.20 


SVG   ANNUAL  TOTAL  RETURNS  AS  I 


*****   MORNINGSTAR  RATING 


NOW  IS  THE  TIME  TO  INVEST.  The  Dreyfus 
Disciplined  Stock  Fund  is  invested 
primarily  in  large,  high-quality 
companies  and  employs  a 
overall  rating  among  2.672  MMfSTic  eouity  funds  as  oft  .31.98  three-step  investment  process 
designed  to  provide  high  total  returns  and  manage  risk  in  all 
market  conditions.  What's  more,  its  risk-adjusted  returns 
outranked  QO%  of  all  domestic  equity  funds  by  earning  an 
impressive  five-star  Overall  Rating  from  Morningstar.  So 
what  arejou  investing  for?  DREYFUS.  RULE  YOUR  KINGDOM. 


TO  FIND  OUT  MORE,  CALL  YOUR  FINANCIAL 
ADVISOR  OR  CALL  US  AT  1-800-443-9793x4542 


©reyfus 


Call  for  a  Prospectus  containing  complete  information  including  charges  and  expenses.  Please  read  it  carefully  before 
you  invest.  Past  performance  is  no  guarantee  of  future  results.  Share  price  and  investment  return  fluctuate  so  redemption  value  may  be  more 
or  less  than  origmai  cost.  Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance.  They  are  subiect  to  change  every  month. 
Ratings  are  calculated  from  the  funds'  3-,  5-  and  10-year  (as  applicable)  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with 
appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  Fund's  3-,  5-  and  10-year 
Morningstar  ratings  as  of  7-31  -98  each  were  five  stars  out  of  2,672,  1 ,494  and  709  domestic  equity  funds,  respectively  The  top  1 0%  of  the 
|  from  vcimi  [  funds  in  a  ratings  universe  receive  five  stars.  ©1 998  Dreyfus  Service  Corporation,  Broker-Dealer.  Premier  Mutual  Fund  Services,  Inc.,  Distributor. 

i  onr\  c  xt/~»  in*n    Charles  Schwab  &  Co.,  Inc.,  member  SIPC/NYSE,  provides  recordkeeping  and  shareholder  services  for  shares  purchased  through  its 
I-oUU-D-rsU-LUAIJ    Mutual  Fund  OneSource'  service. 


Walter 
Annenberg 


$4.2   BILLION 
Publishing.  Wynnewood,  Pa. 
90.  Divorced,  remarried; 
1  daughter  (1  son  deceased) 

At  90,  the  Ambassador  slowly  winding 
down:  unloaded  big  stakes  in  GM, 
Wells  Fargo;  moving  money  into 
bonds.  America's  greatest  living  phil- 
anthropist: more  than  SI  billion  since 
1989.  Father,  Moses,  (d.  1942) 
founded  what  became  Triangle  Publi- 
cations (Philadelphia  Inquirer,  Daily 
Racing  Form).  Walter  took  over  debt- 
laden  company  age  32.  Launched  first 
teenage  fashion  magazine,  Seventeen, 
1944;  TV  Guide,  1953.  Sold  to  Ru- 
pert Murdoch  1988  for  more  than  S3 
billion.  Nixon's  ambassador  to  Great 
Britain;  Sunnylands  estate  in  Palm 
Springs  known  as  the  "Western  Wiite 
House."  Huge  art  collector,  benefac- 
tor: $1 -billion-plus  collection,  mostly 
Impressionist,  willed  to  Metropolitan 
Museum  of  Art  in  New  York  City. 
Member  since  1982. 


Abigail 
Johnson 

$4.2   BILLION 

Fidelity  Investments. 

Boston. 

36.  Married,  2  children 

Ned  Johnson 

$2.2   BILLION 

Fidelity  Investments. 

Boston. 

68.  Married,  3  children 

Father-daughter  team 
run  mutual  fund  indus- 
try's 800-pound  gorilla: 
$691  billion  (assets)  Fi- 
delity. An  industry  lag- 
gard last  year,  Fidelity's 
flagship  Magellan  Fund 
this  year  keeping  pace 
with  the  S&P500.  Ed- 
ward's father,  Edward  II, 
founded  Fidelity  Man- 
agement Corp.  1946. 
"Ned"  became  portfolio 
manager,  took  over  pres- 
ident's spot  1972. 
Skilled  marketer,  pushed 


Magellan,  and  other  funds 
into  prominence.  Gave  bulk  of  owner- 
ship to  daughter  1995,  but  still  owns 
12%  of  voting  stock.  Avid  art  collector. 
Led  Fidelity  into  nonfund  businesses. 
Abigail:  helps  run  equity  funds  group; 
likely  heir  to  father.  Ned  a  member 
since  1985;  Abigail,  since  1995. 

Forrest  Mars  Sr. 


Candy.  Miami. 

94.  Widowed,  3  children 

Forrest  Mars  Jr. 

$4   BILLION 

Candy.  McLean,  Va. 

67.  Married,  4  daughters 

John  Mars 

$4   BILLION 

Candy.  Arlington,  Va. 
62.  Married,  2  children 

Jacqueline  Mars  Vogel 


Candy.  Bedminster,  N.J. 

59.  Twice  divorced,  3  children 


Father,  2  sons  and  daughter  of  secre- 
tive candymaker  Mars,  Inc.  Forrest 
Sr.'s.  parents,  Frank  and  Ethel,  started 
making  candy  1911.  Struck  pay  dirt 
1923  with  Milky  Way,  candy  bar 
named  after  malted  milkshake  flavor. 
Malt- flavored  nougat  became  corner- 
stone of  subsequent  Mars  bars,  includ- 
ing Snickers  and  3  Musketeers.  Diver- 
sified into  pet  food  (Whiskas, 
Kal-Kan),  prepared  food  (Uncle  Ben's 
Rice).  Brothers  run  day-to-day  opera- 
tions together,  pushing  for  growth 
overseas  with  new  plants  in  Russia, 
South  America. 

George  Soros 

$4   BILLION 

Money  manager.  London,  NYC. 
68.  Divorced,  remarried;  5  children 

Famous  for  "breaking"  the  British 
pound  in  1992,  the  speculator  was  un- 
duly fingered  for  collapse  of  Asian  cur- 
rencies in  fall  1997.  Weeks  later  his 
funds  lost  $2  billion  in  worldwide 
market  crash;  by  August  of  this  year 
had  lost  another  $2  billion  in  Russian 
investments.  Hasn't  curtailed  curren- 
cy bets:  shorted  the  yen 
g  this  year,  thought  to  be 
|  doing  same  with  the 
>  British  pound .  Hungari  - 
\  an-born,  hid  from  Nazis 
o  in  family  attic.  London 
2  School  of  Economics, 
5  then  Wall  Street  analyst 
1956.  Founded  Quan- 
tum Fund  1969.  Bril- 
liant long-term  record, 
but  recent  dips:  losses 
1996,  beaten  by  the 
S&P  1997.  Since  1989 
Quantum  managed  by 
Stanley  Druckenmiller 
(see):  "I  became  the 
coach,  he  became  the 
competitor."  Time  now 
spent  distributing  chari- 
ty to  pet  causes;  claims 
to  have  donated  nearly 
$2  billion,  mostly  in 
Eastern  European  coun- 
tries. Also  pro  bono 
legal  work,  marijuana 
legalization  proponent 
for  medical  purposes  in 
U.S.  Member  since 
1986. 


184 


Forbes  400  ■  October  12,  1998 


"  Cancel  the  warm  milk. 
I  dont  think  I'll  need  it!? 


The  advantages  or  a  Four  Seasons  Hotel  are  obvious  even  in  the  dark.  There  s  the  sensation  or  slipping 
between  rine  cotton  sheets,  thoughtruily  French-roided  ror  dreamlike  comrort.  The  luxury  or  curling  up  under 
our  goose-down  duvets.  The  hack-soothing  tirmness  or  our  mattresses,  each  custom-made  Af, 

to  Four  Seasons  specifications.  Awakening  hours  later,  you'll  reel  as  ir  you  haven't  slept  ESS? 

so  soundly  in  years.  So  we  apologize,  in  advance,  tor  the  promptness  or  our 

wake-up  call.  The  demands  or  business  demand  nothing  less.  Telephone  your  -TUUK  orLAoUlNa 

travel  counselor  or  in  the  U.S.,  1-800-332-3442.  web  site:  www.rourseasons.com      JTO^»«Wlyo«fevs6 

Defining  the  art  of  service  at  40  hotels  in  1Q  countries. 


"a,  Inc.  Insurance  contracts  are  issu,^. 
es  of  Fortis,  Inc.  Fortis^'is  a  registered 
tndmark  is  a  servicemark  of  Fortis  AMEV 


Bath.  Maine:    


Schoolkids  take  initiative  and 
push  their  stalled  school  bus 
(and  a  few  of  their  schoolmates) 
towards  a  gas  station. 


Group  Disability.  Lite  and  Dental  •  Variable  Universal  Life  and  Annuities  •  Long  Term  Care  •  Mutual  Funds 
Individual  and  Small  Group  Health  •  Preneed  •  Provider  Excess  •  Credit  Related  Insurance  Services 


A  community  that  isn't  afraid  to  get  out  and  push 
teaches  us  something  about  effort  and  commitment. 


•  V 

•  IV 


FORTIS 


Solid  partners,  flexible  solutions8 


Fortis: 

Along  the  road,  we've  learned  what  it  means  to  serve  the  community  and 
when  you  need  a  hand,  we  can  pitch  in  with  insurance  and  investment 
solutions  for  businesses  and  individuals.  Call  your  insurance  professional 
or  Fortis  at  1-800-377-7282,  or  log  on  to  www.us.fortis.com. 


H.  Ross  Perot 


Computer  services,  real  estate. 

Dallas. 

68.  Married;  4  daughters,  1  son 

"I'd  like  to  have  a  little  privacy," 
pleads  the  two-time  presidential  can- 
didate, Larry  King  fixture.  Go  figure: 
in  the  limelight  again  with  forthcom- 
ing IPO  of  computer  services  firm 
Perot  Systems.  Last  year  he  took  over 


firm's  president,  CEO 
slots,  set  about  improving  margins. 
Father  a  Texas  horse  trader,  cotton 
broker.  Left  Navy  after  4  years  for 
IBM  sales  job.  Founded  own  data 
processing  company.  Electronic  Data 
Systems,  1962.  Sold  to  GM  for  $1  bil- 
lion cash  and  stock  1984;  GM  bought 
out  gadfly  director  for  $700  million 
1986.  Founded  Perot  Systems  1988 
day  after  GM  noncompete  expired. 
Sat  out  1990s  bull  market  holding 


huge  bond  positions.  With  son  Ross 
Jr.,  38,  owns  22,000-acre  real  estate 
complex.  Now  thought  to  be  looking 
to  unload  one-third  of  the  portfolio 
after  real  estate  run-up.  Member  since 
•1982. 

Samuel  Johnson 

$3.6  BILLION 

S.C.  Johnson  &  Son. 

Racine,  Wis. 

70.  Married,  4  children 

Still  growing  a  fourth-generation  fam- 
ily business.  Last  year  paid  $1.1  billion 
for  Dow  Brands,  then  sold  Spray  'N 
Wash  to  assuage  FTC  monopoly  wor- 
ries. Estimated  sales:  $5  billion.  Great- 
grandfather parquet  flooring  sales- 
man, founded  floor-wax  firm  1886. 
Sam  encouraged  nonwax  items  (Raid, 
Glade,  Edge)  now  among  company's 
most  profitable  lines.  Later  added 
Windex,  Vanish,  Drano;  banks.  Side- 
line company  Johnson  Worldwide  As- 
sociates (outdoor  recreation  equip- 
ment) went  public  1987.  Member 
since  1982. 


Micky  Arison 


$3.5   BILLION 
Carnival  Cruise  Lines. 
Bal  Harbour,  Fla. 
49.  Married,  2  children 

Son  of  Carnival  Cruise  Lines  founder 
Ted  Arison.  Ted's  first  ship,  Mardi 
Gras,  ran  aground  on  company's  first 
voyage  1972.  Micky  helped  Dad  run 
bingo  games,  lead  shore  excursions. 
Ted  gave  Micky  reins  1979.  Grew  into 
industry  titan:  35  ships,  S2.5  billion 
sales.  Marketing  strategy:  appeal  to 
middle-class  wallets  and  tastes.  In 
1996  introduced  Carnival  Destiny, 
world's  largest  cruise  liner  at  the  time. 
Recently  bought  QE2 -owner  Cunard 
Line  for  $500  million.  Carnival's  stock 
up  twofold  in  last  year,  but  his  $65  mil- 
lion investment  in  Pan  Am  isn't  worth 
a  dime  after  the  troubled  carrier  filed 
for  bankruptcy  in  February.  Owner 
basketball's  Miami  Heat.  Member 
since  1995. 


Philip  Knight 

$3.5   BILLION 
See  page  227. 
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'here  is  simply  no  telling  what  you'll  end  up  with  when  various  people  provide  different 
arts  of  a  project  and  when  it  comes  to  corporate  facilities,  that  can  be  especially  fright- 
ning.  now  there's  a  much  better  way.  haskell's  total  facility  solutions  gives  you  one  source  for 
aciltty  development  management  -  from  initial  analysis  to  design  and  construction  through 
)Euvery  Haskell  can  even  provide  financing  up  front  and  facility  management  at  the  end.  One 
ompany.  One  team.  One  contract  Just  what  you  want.  Call  Lamar  Nash  at  1-888-742-7535  or 

1SIT  US  AT  www.thehaskellco.com. 


The  Haskell  Company 

America's  Design-Build  Leader™ 


Ronald  Lauder 

$3.5   BILLION 

Estee  Lauder  Co.  New  York  City. 
54.  Married,  2  children 

Leonard  Lauder 

$2.9   BILLION 

Estee  Lauder  Co.  New  York  City. 
65.  Married,  2  children 

Sons  who  inherited  top-selling  U.S. 
cosmetics  company  founded  by 
mother  Estee.  CEO  Leonard  now  tar- 
geting younger  women  with  recent  ac- 
quisitions: mass-market  with  makeup 
line  jane  by  Sassaby;  p.c.  lifestyle  via 
Aveda.  Committed  to  tony  market,  but 
isn't  averse  to  borrowing  ideas  from  the 
mass  market:  "When  a  product  reaches 
its  peak,  give  it  another  bump.  It's  still 
Tide.  But  now  it  has  lemon."  Brother 
Ronald  controls  telecom  venture  RSL 
Communications;  also  Central  Euro- 
pean Media  Enterprises,  television  sta- 
tion group  in  eastern  and  central  Eu- 
rope. Chairman  of  the  Museum  of 
Modern  Art.  Members  since  1982. 

Lee  Bass 

$3.3   BILLION 

Oil,  investments,  inheritance. 
Fort  Worth. 
42.  Married 


Sid  Bass 


$2.9   BILLION 

Oil,  investments,  inheritance. 

Fort  Worth. 

55.  Divorced,  remarried;  2  children 

Perry  Bass 

Oil,  investments,  inheritance. 

Fort  Worth. 

83.  Married;  4  sons 

Edward  Bass 

$1.1   BILLION 
Oil,  investments,  inheritance. 
Fort  Worth. 
53.  Married,  3  sons 

Perry  inherited  part  of  uncle  Sid 
Richardson's  (d.  1951 )  oil  empire,  ex- 
panded then  ceded  control  to  son  Sid, 
1968.  Third  son,  Robert  (see)  felt  jilt- 
ed, broke  with  clan  1983.  Sid  and  Lee 
partnered  with  Richard  Rainwater 
(see)  1970,  took  out  large  stakes  in  blue 
chips:  Texaco,  Disney,  RJR  Nabisco. 
Bass  Management  Trust  (BMT)  still 
believed  to  hold  huge  Disney  stake. 
Rainwater  succeeded  by  secretive  Dal- 
las money  manager  Thomas  Taylor, 
runs  family's  Trinity  I  Fund.  New 
holdings  include:  Kirby  Corp.,  Med- 
iTrust,  Wolverine  Tube.  Family  at- 
tempted S 1  billion  takeover  of  Fisher 


Scientific  last  year,  lost  to  Tom  Lee 
(see).  Sold  Sotheby's  interest  this  year 
for- an  estimated  SI  10  million.  Edward 
and  Lee  bought,  flipped  California  wa- 
ter rights,  suspected  of  snatching  up 
Texas  reserves  on  the  sly.  Family  has 
big  investment  in  Fort  Worth  refur- 
bishment Sundance  Square;  perfor- 
mance hall  named  for  Perry  and  wife 
Nancy  opened  this  year.  Now  em- 
broiled in  lawsuit  with  actor  Robert 
Redford  (Sundance  Entertainment) 
over  rights  to  trademark  name.  Ed- 
ward member  since  1983;  Sid,  Lee, 
Perry  since  1982. 

William  Hewlett 

$3.2   BILLION 

Hewlett-Packard.  Portola  Valley,  Calif. 
85.  Widowed,  remarried; 
5  children,  5  stepchildren 

After  late  start  in  the  PC  business,  HP 
making  inroads,  now  2nd-largest  sup- 
plier worldwide.  Current  CEO,  Lewis 
Piatt,  scrambling  to  develop  new  mar- 
kets, continue  founders'  legacy  of  inno- 
vation. For  now,  however,  primarily 
known  for  its  printers.  William  founded 
Silicon  Valley  giant  1939  with  Stanford 
classmate  David  Packard  (d.  1996)  and 
$538  in  Palo  Alto  garage.  As  CEO 
(1969-78)  pioneered  decentralized 
corporate  culture.  Retired  1987;  re- 
turned with  Packard  1990  to  trim  inef- 
ficient bureaucracy.  With  Packard, 
renowned  philanthropist:  over  S300 
million  to  Stanford;  recent  donations 
to  central  California  communities. 
Member  since  1982. 

Jon  Huntsman 

$3.2   BILLION 

Petrochemicals.  Salt  Lake  City. 

61.  Married; 

9  children,  37  grandchildren 

Huntsman  Corp.  lately  moving  out  of 
commodity  chemical  businesses  like 
styrene  and  polystyrene  to  focus  on 
specialty  chemicals,  packaging  opera- 
tions. Last  year  bought  plasticsmaker 
Rexcne  for  S600  million.  He  sold  the 
entire  styrene  business  for  S920  mil- 
lion. Grew  up  poor  mopping  floors, 
washing  dishes  after  work  for  extra 
money.  To  Wharton  on  scholarship; 
M.B.A.  at  USC.  Got  start  making 
polystyrene    egg    containers.    Nearly 
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This  Is  Either  A  Portrait  Of 
A  Fannie  Mae  Homeowner 
Or  A  Fannie  Mae  Investor. 


hen  families  have  needed 
help  in  becoming  homeowners,  we've 
left  them  smiling.  And  when  investors 
have  come  to  us  lor  outstanding  returns. 
we've  done  the  same. 

Al  Fannie  Mae,  we've  helped  over 
30  million  families  atlord  homes.  We've 
also  achieved  more  than  a  decade  ol 
Steady  earnings  growth  in  a  wide  variety 
ot  interest  rate  environments.  Over  the 
last  ten  years,  our  stock's  total  rate 
ot  return  to  investors  stands  at  an 
impressive  59.5  percent  per  year  You'll 
find  Fannie  Mae  common  stock  actively 
traded  on  the  New  York  Stock  F.xchanee 
under  the  ticker  symbol  FNM. 

Call  us  at  1-800-368-7092  for  a 
copy  ot  our  annual  report.  Or  visit  our 
\\  eb  site  at  www.fanniemae.com  for  more 
information.  Either  way.  what  you'll  see 
will  leave  you  smiling. 


FannieMae 


went  bust;  recovered,  sold  out.  Started 
over  in  1982  with  Huntsman  Chemical. 
Built  into  nation's  largest  closely  held 
chemical  concern  using  lots  of  leverage. 
Devout  Mormon,  big  philanthropist. 
Recently  gave  $40  million  to  Wharton. 
Funding  $100  million  cancer  research 
project  at  Utah's  Huntsman  Cancer  In- 
stitute. Also  gives  to  Armenia,  Catholic 
charities.  Member  since  1989. 

Theodore  Waitt 

$3.2   BILLION 

Gateway.  North  Sioux  City,  S.D. 
35.  Married,  4  children 

Norman  Waitt 

$1.1   BILLION 

Gateway.  North  Sioux  City,  S.D. 
44.  Married 

Brothers  who  cofounded  mail-order  PC 
business  out  of  barn  in  Sioux  City. 

Gateway  known  for  its  distinctive 
bovine-themcd  boxes,  high-end  PCs. 
Became  nation's  4th-largest  seller  of 
PCs.  Now  under  pressure  from  Dell 
Computer,  sluggish  sales  in  the  high- 
end     market.     Rebooted     operations: 


dropped  2000  from  the  company 
name,  expanded  offices  to  San  Diego, 
introduced  new  logo.  Attacking  server 
market  for  small  to  midsize  businesses. 
Opening  Gateway  Country  Stores — 
showrooms  that  carry  no  inventory  but 
let  browsers  try  out  machines,  place  or- 
ders. Ted:  left  college  one  semester 
short  of  degree  to  start  Gateway.  Still 
CEO.  Norman:  joined  with  $5,000  in- 
vestment, handled  finances.  Left  1991 
over  differences  with  Ted.  Started  An- 
tipreneur  production  company  1995; 
changed  name  to  Gold  Circle  Enter- 
tainment. In  August  Gold  Circle's  affil- 
iate Waitt  Broadcasting  acquired  Sioux 
City  TV  station.  Members  since  1994. 

Mary  Alice  Malone 

$3   BILLION 

Inheritance.  Coatesville,  Pa. 

48.  Married,  2  children,  2  stepchildren 

Bennett  Dorrance 

$2.7   BILLION 
Inheritance 
Paradise  Valley,  Ariz. 
51.  Married,  2  children 


Dorrance  Hill 
.Hamilton 

$2   BILLION 

Inheritance.Wayne,  Pa.;  Newport,  R.I. 
70.  Married,  3  children 

Hope  Hill  van  Beuren 

$1.7   BILLION 
Inheritance.  Middletown,  R.I. 
64.  Married,  3  children 

Charlotte  Colket 
Weber 

$1.6   BILLION 

Inheritance.  Ocala,  Fla.:  New  York  City. 
55.  Divorced,  4  children 

George  Strawbridge  Jr. 

$920   MILLION 
Inheritance.  Cochranville,  Pa. 
60.  Married,  3  children 

Diana  Strawbridge 
Wister 

$900   MILLION 

Inheritance.  Palm  Beach,  Fla. 

59.  Divorced,  remarried;  3  children 

Tristram  Colket 

$725   MILLION 

Inheritance.  Paoli,  Pa. 

60.  Married,  3  children 

Grandchildren  and  cousins  of  Campbell 
Soup  founder  John  T  Dorrance, 
chemist  who  invented  process  for  mak- 
ing condensed  soup  in  can,  bought  out 
uncle's  Campbell  Preserve  Soup  Co. 
1914.  Son  John  Jr.  inherited  half  ol 
Campbell  fortune;  his  sisters  got  the 
other  half.  After  his  death  1989,  intra- 
family  fight  over  whether  or  not  to  sell 
shares.  John  Jr.'s  kids  prevailed.  Family 
thought  to  own  49%  of  soup  empire. 
Mary  Alice:  horse  breeder.  Her  brother 
Bennett:  real  estate  developer.  Their  old- 
er brother  John  III  gave  up  U.S.  citizen- 
ship for  Irish  1994  to  protest  taxes.  Sold 
9  million  shares  1996.  Dorrance:  oldest 
of  9  cousins,  "Dodo"  leads  dissident 
shareholders.  Hope:  son  Archibald  only 
family  member  actively  involved  in  com- 
pany. Charlotte:  art  patron,  studied  at 
Sorbonne,  donated  $20  million  in  art  tc 
New  York  City's  Metropolitan  Museurr 
of  Art.  Tristram:  founded  Altair  Airline: 
1966,  filed  bankruptcy  1982.  George 
thought  to  own  large  stake  in  Firsi 
Union  Corp.,  selling  minority  interest 
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Where  you  meet  Your  Other  Face 


NEW  rCK.PA^  BEACH- BAlHA«BOU«.  COSTA 
SHOP-AT-HOME:  l-800-34fl-m« 


MESA  •  HOUSTON 


BE  DAT  &   CQ 

GEN  EVE 


[BEDAT  &   C- 
SWISS    AOSC 


A.O.S.C.®  CERTIFICATE  BEDAT  &  C° 
(CERTIFICATE  OF  SWISS  ORIGIN)* 


i 


i      A      1    * 


rt  r  r  * 

i      I      i      »  "x 


Bracelet  Watch  Set  with  594  Diamonds 
(4.64  CTS)  ON  STEEL.  $  22'495.- 

•BEDAT  ft   C      HAS  CREATED  THE   A.O.S.C.* 
QUALITY   STANDARD   IN   ORDER  TO  GUARANTEE  THE   SWISS  QUALITY 
OF   ITS  COMPONENTS  ANO  THE   MANUFACTURE  OF   ITS  TIMEPIECES. 

INFORMATIONS  OR    CATALOGS   AT    1 -877  -  BEDATCO 

WWW.BEDAT.COM 


MW 


:&' 


Y 


>lAYO 

PREMIER  JEWELERS  SINCE  191(f 
For  more  information,  please  call  1-800-462-9677. 
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this  year  in  Buffalo  (hockey) 
Sabres  professional  team.  Man 


and 

Bennett  members  since  1989;  cousins 
since  1982. 


Charles  Koch 

$3   BILLION 

Koch  Industries.  Wichita,  Kans. 
62.  Married,  2  children 

David  Koch 

$3   BILLION 

Koch  Industries.  New  York  City. 
58.  Married,  1  child 


Two  of  4  brothers  who  in- 
herited Kansas-based  oil  conglomerate 
founded  by  father  Fred  Koch.  Bought 
out  estranged  brothers  William  and 
Frederick  (see)  for  $1.1  billion  in  1983. 
They  later  claimed  they  were  duped. 
Thirteen -year  lawsuit  closed  a  chapter 
when  1 1  -week  trial  ended  in  June  in  fa- 
vor of  Charles,  David.  The  saga's  not 
over  (Bill  plans  to  appeal),  but  business 
at  Koch  Industries,  country's  second- 
largest  privately  held  U.S.  company,  still 
booming:  sales  reached  nearly  $30  bil- 
lion. Big  Republican  donors.  Members 
since  1982. 


Lucky  sixes 


Henry  Hillman 

$3   BILLION 

Industrialist,  venture  capitalist. 

Pittsburgh. 

79.  Married,  4  children 

.Son  of  coal/steel/gas  tycoon  John 
Hartwell  Hillman  Jr.,  who  built  Pitts- 
burgh Coke  &  Chemical,  Texas  Gas 
Transmission,  etc.  Henry  joined  busi- 
ness after  Princeton  1945,  took  over  at 
father's  death  1959.  Shifted  into  real 
estate,  light  industry.  Invested  with  Sil- 
icon Valley  venture  firm  Kleiner, 
Perkins.  Now  investing  in  massive 
Florida  residential  golf  complex.  Wife, 


$660  million  in  6lA  hours  (a  stock  market  day):  that's 
what  Kirk  Kerkorian  made  on  May  6,  the  day 
Chrysler  announced  its  plans  to  merge  with  Daim- 
ler-Benz. That  ranks  as  one  of  the  biggest  single  paydays 
for  a  Forbes  400  member  in  the  past  year. 

The  press-shy  billionaire  had  been  working  toward  that 
windfall  ever  since  he  began  buying  Chrysler  shares  back  in 
1990.  In  Chrysler  he  saw  value  where  others  saw  a  scrap 
heap:  $4  billion  of  debt,  $3.6  billion  in  unfunded  pensions, 
sinking  sales.  In  1994  Kerkorian  forced  Chrysler's  board  to 
raise  the  dividend  and  buv  back  stock.  When  that  failed  to 


goose  the  automaker's  stock,  he  teamed  with  former 
Chrysler  chairman  Lee  Iacocca  to  attempt  a  $20  billion 
buyout. 

His  plan  failed,  but  Kerkorian  still  got  the  last  laugh. 
An  also-ran  when  Kerkorian  started  buying  shares, 
Chrysler  now  generates  more  profit  per  vehicle  than  Ford 
and  GM,  thanks  to  strong  sellers  like  the  Dakota  truck  line 
and  the  Town  &  Country  luxury  minivan.  The  result: 
Kerkorian's  $1.5  billion  investment  returned  more  than 
$5  billion.  Put  that  in  your  tank. 

-John  Gorham 


Kirk  Kerkorian  moved 
into  the  fast  lane  with  his 
Chrysler  investment.  ^ 
But  can  he  turn  MGM 
into  a  blockbuster? 
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HOW  DO  YOU  PREPARE  NATURAL  GAS 


or  a  long  journey  to  some  cold,  remote  location? 

Chill  it,  of  course. 


Delivering  vast  quantities  of  natural  gas  over  great 
distances  gets  to  be  not  only  logistically  difficult, 
but  expensive.  So  Phillips  Petroleum  developed  a 
proprietary  means  of  producing  liquefied  natural 
gas,  a  process  that  chills  the  gas,  shrinking  it  over 
600  times,  turning  it  into  a  liquid  form  that  is 


economically  feasible  to  transport.  Phillips  licenses 
this  unique  process  to  develop  remote  sources  of 
natural  gas  around  the  world.  It's  a  valuable  tech- 
nology and  another  prime  example  of  what  it 
means  to  be  The  Performance  Company  <p§E» 

PHILLIPS  PETROLEUM  COMPANY  f££) 


For  a  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  B-41,  Adams  Bldg.,  Bartlesville,  OK  /4004, 

or  visit  us  at  www.phillips66.com. 


Elsie,  a  leading  Republican.  Henry 
owns  80%  Hillman  empire;  stepbroth- 
ers, Howard  and  Tatnall,  own  rest. 
Member  since  1982. 

James  Goodnight 

$3   BILLION 

Software.  Cary,  N.C. 
55.  Married,  3  children 

John  Sail 

$1.5   BILLION 

Software.  Cary,  N.C. 
50.  Married,  4  children 

Partners  who  founded  SAS  Institute, 
maker  of  data- warehousing  and  deci- 
sion-support software.  Largest  private 
software  company  in  the  U.S.  Sales: 
S750  million.  Company  offers  extraor- 
dinary benefits:  full-time  d<  rs, 
cheap  land  for  housing,  day  care  v   li- 


ter. Now  testing  out  educational  titles. 
Goodnight:  spends  most  mornings 
writing  code.  Invested  in  struggling 
Midway  Airlines.  Sail  runs  a  software 
division.  Members  since  1996. 

Craig  McCaw 

$2.9   BILLION 

Telephony.  Bellevue.  Wash. 
49.  Divorced,  remarried 

Bruce  McCaw 

$1.1   BILLION 

Telephony. 
Bellevue,  Wash. 
51.  Married,  1  child 

Keith  McCaw 

$1.1    BILLION 

Telephony.  Seattle. 
45.  Married,  2  children 


John  McCaw  Jr. 

$1   BILLION 

Telephony.  Seattle. 
47.  Divorced,  3  children 

Sons  of  John  Elroy  Mc- 
Caw, radio  and  cable  TV 
pioneer  who  died  1969 
at  age  58.  Craig  sorted 
out  messed-up  family  fi- 
nances, sold  off  cable 
systems  for  $790  million 
1987;  reinvested  pro- 
ceeds in  cellular  telepho- 
ny. Sold  McCaw  Cellular 
to  AT&T  for  $11.5  bil- 
lion 1994.  Still  entan- 
gled in  wireless  commu- 
nications with  big  stakes 
in  Nextel  Communica- 
tions, Nextlink.  Also 
large  shareholder  in 
Teledesic  "Internet  in 
the  sky."  Partners  in- 
clude Bill  Gates,  Saudi 
Arabia's  Prince  Al- 
waleed,  Boeing,  Mo- 
torola. Recently  agreed 
to  invest  S700  million  in 
national  fiber-optic  net- 
work run  by  Level  3 
Communications  (see 
Sturm).  Bruce:  buys, 
races  cars.  Keith:  retired. 
John:  sports  enthusiast, 
owns  part  of  Seattle 
Mariners  (baseball), 

Vancouver  Grizzlies  (basketball), 
Canucks  (hockey).  Craig:  yachtsman, 
aviator.  Settled  lengthy  divorce  with 
ex-wife,  Wendy,  who  got  stock  in 
Nextel,  NextLink.  Remarried  in 
March  to  Bay  Area  investment 
banker.  Spent  S20  million  on  two 
properties  in  Atherton,  Calif,  to  be 
used  as  a  "part-time  residence." 
Members  since  1987. 

Donald  Bren 

$2.9   BILLION 

Real  estate.  Newport  Beach,  Calif. 
66.  Married,  4  children 
With  high-flying  California  real  estate 
values,  the  secretive  developer  is  ex- 
panding beyond  his  Irvine  Ranch.  Re- 
cent projects:  apartment  and  industrial 
developments  in  Silicon  Valley  and 
north  San  Diego.  But  Irvine  remains 
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Lots    of    companies    have 


a    mission    statement. 


Ho 


w    many    nave    a    mission  r 


v 


Our  mission?  Create  better  ways  to  reach  oul  and  help  make  sure  people 
gel  the  health  care  ili«'\  need.  We  are  not  newcomers  to  this  goal.   ■   In  fact,  we've 

already  committed  more  than  1o()  million 
dollars  towards  initiatives  specifically  designed 
to  build  access,  nol  walls.  One  example  is  USQA* 


the  national  database  we  use  to  identify  people 

who  need  access  to  special  care.  And  to  remind 
members  to  see  their  physicians  for  critical  check- 
ups and  screenings.  We've  also  teamed  with  Johns 
Hopkins  to  create  InteliHealth.  the  most  comprehensive  online  consumer  health 
information  network.  Another  investment  yielded  the  Academic  Medicine  and  Managed 
Care  Forum.  Through  it  we've  funded  research  to  improve  access  to  care.  ■  And  we've  joined 
with  the  American  I  lean  Association  in  warning  women  about  the  number  one  threat  to 
their  health  —  heart  disease.  Simply  said,  we're  putting  our  money  firmly  where  our 
mission  is.  That's  the  price  of  entry  for  having  one  to  hegin  with.  ■  For  our  brochure 
mi  how  we  arc  raising  the  qualit\  of  health  care,  contad  us  at  ^  *L'f||'l 


1-800-AETNA-42  or  our  Quality  Center  at  www.aetnaushc.com. 


US  Healthcare 

Raising  die  quality  of 
health  care"  in  America. 


©1998  Vetna  I  ,S.  Healthcare  Inc. 


core  holding:  90  square 
miles,  the  largest  planned  land  devel- 
opment in  the  U.S.  Former  marine; 
son  of  movie  producer,  developer  Mil- 
ton Bren,  stepson  of  actress  Claire 
Trevor.  Started  out  as  homebuilder: 
built  first  house  with  $10,000  loan  in 
1958.  In  1977,  with  partners  Al  Taub- 
man,  Max  Fisher,  Herb  Allen  (see  all) 
bought  Irvine  Ranch  for  $337  million. 
Bren  bought  out  most  partners  for 
$518  million  in  1983.  Recendy  took 
third  trip  down  the  aisle,  with  enter- 
tainment lawyer  Brigitte  Muller.  Mem- 
ber since  1982. 

Lester  Crown 
and  family 

$2.8   BILLION 
Conglomerateur.  Wilmette,  III. 
73.  Married,  7  children 

Son  of  Henry  Crown  (d.  1990),  Chica- 
go financier  who  created  Material  Ser- 
vice Corp.,  building  supply  firm,  with  2 
brothers  and  father  1919.  Merged  with 
General  Dynamics  1959.  Sold  stock  af- 
ter dispute  with  management  1966. 
When  GD  stock  dropped  in  1970,  he 
bought  back,  booted  management, 
turned  company  around.  Family  still 
owns  16.5  million  shares.  Also  stakes  in 
New  York  Yankees,  Chicago  Bulls,  as 
well  as  Maytag,  First  Chicago  NBD 
Bank.  Lester  oversees  family  fortune, 
spread  among  dozens  of  beneficiaries. 
Member  since  1982. 

Alfred  Lerner 

$2.8   BILLION 

Credit  cards,  real  estate. 
Shaker  Heights,  Ohio. 
65.  Married,  2  children 

Former  5%  owner  of  pro  football's 
Cleveland  Browns  took  heat  for  letting 
team  escape  to  Baltimore  in  1996,  now 
ambivalent  owner  of  new  Cleveland 
NFL  franchise.  "This  may  not  be  the 
most  intelligent  diing  I've  ever  done, 
but  I'm  just  trying  to  be  helpful." 
Raised  behind  candy  store  in  Queens, 
Columbia  grad.  After  Marine  Corps, 
sold  furniture  for  $75  a  week.  Parlayed 
earnings  into  apartment  buildings,  later 
REITs.  Landed  director's  seat  on  Banc 
Ohio  board  (now  National  City  Bank). 
Now  Chairman  MBNA,  one  of  nation's 
largest  creditors.  Major  philanthropist, 


Republican  Party  donor,  re- 
cipient of  this  year's  Horatio  Alger 
Award.  Member  since  1988. 


Edgar  Bronfman  Sr. 


The  Seagram  Co.  Ltd.  NYC. 

69.  Married  (4  marriages,  3  wives); 

7  children 

As  elder  Edgar  tries  to  exact  repara- 
tions from  Swiss  for  money  lost  during 
Holocaust,  son  Edgar  Jr.  radically 
changes  the  face  of  Seagram:  plans  to 
buy  Dutch  music  company  PolyGram 
for  $10.4  billion,  sold  Tropicana  juice 
line  to  Pepsi  for  $3.3  billion.  Now 
looking  to  unload  PolyGram's  movie 
unit.  Sr.'s  father,  Sam,  left  Russia  1899, 
founded  Distillers  Corp.  in  Montreal 
1924.  Acquired  Joseph  E.  Seagram  & 
Sons,  made  millions  in  whiskey  along 
the    U.S. /Canadian    border    during 


Prohibition.  Sam  died  in  1971,  left 
Fdgar  with  American  side  of  business. 
Added  marquee  names  to  Seagram 
lineup:  Chivas  Regal,  Absolut  vodka. 
Passed  reins  to  son  Edgar  Jr.,  43,  who 
.bought  into  Hollywood  with  80%  pur- 
chase of  MCA.  Financed  by  selling  lu- 
crative DuPont  stake.  Investors  still 
smarting:  speculation  now  of  Seagram 
splitting  into  separate  spirits  and  enter- 
tainment units.  Edgar  Sr.  still  Seagram 
chairman;  president  of  World  Jewish 
Congress.  Member  since  1983. 

William  Wrigley 
and  family 

$2.7   BILLION 

Chewing  gum. 
Chicago;  Lake  Geneva,  Wis. 
65.  Twice  divorced,  remarried; 
3  children 

Not  content  with  50%  of  U.S.  market. 


DONALD  BREN  sat  in  the  catbird  seat 
while  California  real  estate  boomed. 
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EVERYTHING  IN  BUSINESS  BEGINS  HERE. 


isiness  is  not  driven  by  new  technology,  new  products,  new  techniques 
r  new  systems.  Business  is  driven  by  new  ideas.  They  are  the  source  of 
ything.  At  AEP,  we  use  ideas  to  help  improve  business.  Ideas  with  power. 

To    find   out    more,    visit    us   at   www.aep.com. 


AEP  AMERICAN 
ELECTRIC 


AEP:  America's  Energy  Partner- 


Anyone   can   dream   of   accomplishing   great 
things.   But  turning  dreams  into  reality  takes 


daring  -  a  willingness  to  go  where  no  one  has 
gone  before.  When  Fairchild  acquired  Dornier 
from   Daimler-Benz  in   1996,   industry  experts 


were   astonished   we   had 


the  courage  to  take  on  the 
challenge.  Given  Dornier's  high  cost  structure, 
they  thought  no  one  could  turn  things  around. 
But  we  did.  Cutting  $100  million  in  unnecessary 
overhead.  Restructuring  the  management  team. 
The  result?  In  fiscal  year  1997,  we  had  sales 


of  more  than  half  a  billion  dollars.  Net  income 


exceeding  $70  million.  And  a  very  healthy 
balance  sheet.  Any  questions?  Call  1-888-328-JETS. 


ixZ- 


Outside  the  U.S.,  call  +49/8153-30-0. 

Fairchild  Aerospace  is  a  leading  manufacturer  of  jet 

and  turboprop  aircraft  for  the  commercial  aviation, 
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corporate  and  government  markets,  and  provides 
a  wide  range  of  services  for  the  aviation  industry. 
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CARL  ICAHN  struck  out  with 
Pan  Am  and  Marvel;  gambling 
again  on  RJR  Nabisco. 


David  Geffen 

$2.5   BILLION 

Entertainment.  Malibu,  Calif. 
55.  Single 

Is  Geffen's  DreamWorks  SKG  finally  in 
the  money?  Not  yet.  But  after  more 
than  a  year  of  criticism  for  not  making 
the  company  he  cofounded  with 
Steven  Spielberg  and  Jeffrey  Katzen- 
berg  an  overnight  sensation,  the  up- 
start studio  is  beginning  to  click:  9  of 
the  studio's  10  movies  are  in  the  black. 
Recent  hits:  Saving  Private  Ryan  and 
Deep  Impact.  Showed  wile  early  on  by 
hustling  way  into  William  Morris 
agency  after  forging  university  sta- 
tionery. Managed  music  acts;  founded 
Asylum  Records  1970  (Eagles,  Joni 
Mitchell)  then  Geffen  Records  1980 
(Guns  N'  Roses,  Peter  Gabriel).  Also 
movies  (Beetlejuice,  Risky  Business), 
Broadway  (Cats,  M.  Butterfly).  Sold 
Geffen  Records  to  MCA  for  stock 
1990;  netted  $710  million  when  MCA 
sold  to  Matsushita  year  later.  Pes- 
simistic about  the  stock  market:  said  to 
have  moved  most  of  his  nearly  $2  bil- 
lion nest  egg  into  bonds.  Show  busi- 
ness' premier  meddler  a  loyal  friend, 
terrible  enemy.  "I  live  a  quiet  life." 
Member  since  1988. 


Amos  Hostetter  Jr. 

$2.5   BILLION 

Cable  TV.  Boston. 
61.  Married,  3  children 

Is  Hostetter  eyeing  his  old  company, 
Continental  Cablevision,  for  a  hostile 
takeover?  Probably  not,  but  the  hostili- 
ty runs  deep.  After  selling  his  company 
two  years  ago  for  nearly  $11  billion, 
Hostetter  abruptly  resigned  when  new 
parent  US  West  announced  plans  to 
move  his  operation  to  Denver.  With 
a  one-year  noncompete  agreement 
recently  expired,  the  industry  waits 
for  his  next  move.  For  now  the  cable 
pioneer  is  holed  up  in  the  Pilot  House 
on  Boston's  Lewis  Wharf.  Member 
since  1986. 

Robert  Bass 

$2.5   BILLION 

Oil,  investments,  inheritance. 

Fort  Worth. 

50.  Married,  2  children 

Third  son  of  oilman  Perry  Bass  (see). 
Broke  with  father,  three  brothers 
L983,  investing  alone  ever  since.  Too 
bad:  missed  out  on  family's  huge  gains 
in  Disney.  Invests  in  real  estate  banks 
through  Keystone  Inc.,  Acadia  Part- 


ners and  Alpine  Capital.  Largest  share- 
holder Washington  Mutual,  stake 
worth  more  than  $800  million.  This 
year  bidding  for  French  property 
lender  Credit  Foncier  de  France  with 
GMAC.  Recently  acquired  the  Helms- 
ley  Building  on  Park  Avenue,  New 
York  through  investment  arm  230 
Park  Investors.  Yale  grad  is  also  historic 
preservationist;  only  investment  with 
kin  is  Fort  Worth  development  Sun- 
dance Square.  Member  since  1983. 

John  Malone 

$2.5   BILLION 

Tele-Communications  Inc. 

Parker,  Colo. 

57.  Married,  2  children 

Tasted  glory  during  proposed  merger 
with  Bell  Atlantic  in  1993,  but  saw  for- 
tune  fade  after  deal  collapsed  and  cable 
companies  fell  out  of  favor.  Tri- 
umphant again  as  country's  biggest  ca- 
ble tele\ision  company,  now  set  to 
merge  with  long  distance  giant  AT&T 
in  $40  billion  deal.  Combined  compa- 
ny to  offer  long  distance,  Internet  and 
cable  TV  service  within  a  few  years. 
Malone  will  continue  running  pro- 
gramming company  Liberty  Media. 
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kes  more  than  a  401(k)  to  keep  your  retirement  plans  on  track. 


It  takes  The  BEST  of  AMERICA",  from  Nationwide 
Financial  Services.  We'll  help  you  augment  your  401(k) 
plan  with  a  wide  variety  of  tax-deferred  variable 
annuity  and  life  insurance  products,  with  investment 
options  managed  by  some  of  the  most  trusted  fund 
managers  in  the  industry.  Whichever  product  you  choose, 
The  BEST  of  AMERICA  can  help  you  stay  on  track  toward 
a  more  secure  financial  future.  For  more  information 
on  The  BEST  of  AMERICA  retirement  products,  call 
1-800-BEST-481,  contact  your  investment  professional 
or  visit   our   web    site   at    www.bestofamerica.com 


American  Century"  Investments 

Dreyfus 

Federated  Investors 

Fidelity  Investments" 

J.  P.  Morgan 

Morgan  Stanley  Asset  Management  Inc. 

Nationwide  Advisory  Services,  Inc. 

Neuberger&Berman  Management  Inc. 

OppenheimerFunds,  Inc. 

Salomon  Brothers  Asset  Management 

Strong  Funds 

United  Asset  Management* 

Van  Eck  Global 

Warburg  Pincus 
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FROM  NATIONWIDE  FINANCIAL  SERVICES.  INC 

The  BESTof  AMERICA  variable  annuity  and  life  insurance  products  are  underwritten  by  Nationwide  Life  Insurance 
Company  or  Nationwide  Life  and  Annuity  Insurance  Company.  For  more  information,  including  charges  and  expenses,  you  may 
obtain  a  prospectus  from  a  registered  representative  or  write  Nationwide  Life  Insurance  Company,  P.O.Box  16609,  Columbus,  OH 
43216.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  Withdrawals  made  prior  to  age  59  1/2  may  be  subject  toa 
10%  federal  tax  penalty.  The  general  distributor  for  The  BESTof  AMERICA  products  is  Nationwide  Advisory  Services,  Inc.  (NAS), 
Member  NASD,  Columbus,  OH,  a  subsidiary  of  Nationwide  Life  Insurance  Company.  Nationwide  Life  is  a  subsidiary  of  Nationwide 
Financial  Services,  Inc.  Nationwide  and  Nationwide  Insurance  Enterprise  are  federally  registered  service  marks  of  Nationwide  Mutual 
Insurance  Company. The  BEST  of  AMERICA  is  a  federally  registered  service  mark  of  Nationwide  Life  Insurance  Company. The  underlying 
fund  options  described  above  are  only  available  as  investment  options  in  variable  life  insurance  policies  or  variable  annuity  contracts  by 
life  insurance  companies.  They  are  NOT  offered,  or  made  available,  to  the  general  public  directly.  ©1998.  G-9249A  (8/98) 


Joined  TCI  1973  after  stint 
at  Bell  Labs;  developed  reputation  as 
ruthless  negotiator.  Built  TCI  into  ca- 
ble juggernaut  with  13  million  cable 
customers.  Member  since  1993. 


Joan  Kroc 

$2.5  BILLION 

Inheritance.  Rancho  Santa  Fe,  Calif. 
70.  Divorced,  widowed;  1  child 

Third  wife  of  Ray  Kroc  (d.  1984), 
Chicago  milkshake -machine  salesman 
who  built  McDonald's  Corp.  into 
world's  largest  fast-food  service  com- 
pany. Met  Ray  in  St.  Paul,  Minn.  1956; 
married  13  years  later.  Former  political 
junkie,  now  dedicated  philanthropist: 
over  $100  million  to  various  Ronald 
McDonald  charities;  said  $15  million 
to  North  Dakota  flood  victims;  mil- 
lions more  to  various  hospitals,  univer- 
sities, humanitarian  causes.  Member 
since  1984. 

Peter  Nicholas 

$2.5  BILLION 

Medical  devices.  Boston. 
57.  Married,  3  children 

John  Abele 

$2.4   BILLION 

Medical  devices.  Boston  area. 

60.  Married,  3  children 

After  a  rocky  year  for  their  Boston  Sci- 
entific, cofounders  went  without  cash 
bonuses;  took  stock  options  instead. 
Stock  since  recovered.  Partners  met  at 
soccer  game,  founded  BS  in  1979. 
Nicholas,  a  Wharton  grad,  the  dealmak- 
er;  Abele,  the  visionary.  First  product: 
catheters;  since  moved  into  devices  for 
less  invasive  procedures  that  reduce 
cost,  discomfort  for  patients.  Abele's 
wife  a  descendant  of  American  saint 
Elizabeth  Ann  Seton.  Nicholas  married 
to  Ruth  Virginia  Lilly,  great-great- 
granddaughter  of  pharmaceutical 
mogul  Eli  Lilly.  Members  since  1994. 

James  Sorenson 

$2.4  BILLION 

Medical  devices.  Salt  Lake  City. 

77.  Married;  8  children,  45  grandchildren 

Still  planning  big  things  for  Sorenson 
Vision — face-to-face  communication 
over  phone  lines — but  so  far  only  one- 


customer:  Gallaudet  Uni- 
versity for  the  deaf.  Plenty  else  to  keep 
him  occupied:  a  shifting  roster  of  start- 
up companies,  real  estate  holdings, 
penning  poetry:  "Just  love  the  peo- 
ple/the world  is  our  family."  Devout 


Mormon  who  opted  for  missionary 
work  over  medical  school.  After  mis- 
sion, tried  pharmaceutical  sales,  then 
medical  device  business.  Sold  business 
to  Abbott  Labs  1980  for  $100  million 
.  in  Abbot  stock;  stake  recently  worth 


Oil's  well  that 


well 


Last  year  Fort  Worth  investor  Richard  Rainwater  was  one  of  the  most  irre- 
pressible bulls  in  the  oil  business.  Too  bad.  This  year,  as  the  price  of  oil  slid 
from  $22  to  $13  a  barrel,  Rainwater  saw  about  $440  million — more  than 
one-quarter  of  his  net  worth — flicker  away  like  a  dying  gas  lamp. 

Pioneer  Natural  Resources,  in  which  Rainwater  has  a  big  position,  drasti- 
cally scaled  back  drilling  new  oil  wells.  Another,  Ensco  International,  saw  the 
rates  it  receives  for  its  offshore  rigs  plunge  by  some  40%.  Even  his  nonoil 
holdings  in  Crescent  Real  Estate  Equities,  the  REIT  that  owns  big  chunks  of 
office  space  in  Houston  and  Dallas,  slid  by  40%. 

What  wrent  wrong?  "OPEC  made  a  mistake  and  revved  up  supply  at  the 
wrong  time,"  Rainwater  sighs.  "The  oil  business  is  still  governed  by  the  acts 
of  men." 

But  Rainwater's  not  giving  up  on  oil.  He  sees  demand  increasing  despite 
the  Asian  slump.  He  also  predicts  a  slowdown  in  new  discoveries.  "In  the  year 
2000  and  beyond,  OPEC  won't  have  the  flexibility  to  overproduce,"  he  says. 

To  prove  his  point,  Rainwater  just  purchased  oil  futures  through  the 
year  2003  that  give  him  control  of  6  million  barrels.  He  also  invested  $70 
million  in  a  handful  of  natural-gas-heavy  publicly  traded  companies, 
including  Nuevo  Energy,  Seagull  Energy,  Vintage  Petroleum  and  Devon 
Energy. 

And  don't  rule  out  Rainwater's  buying  a  big  oil-and-gas  concern  outright. 

-Christopher  Palmeri 
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Our  children  deserve  a  planet 

where  the  water  is  clean,  the  air  is  fresh, 

and  sunsets  stir  the  soul. 


The  500,000  men  and  women  of  America's  Electric  Utility  Companies  take  great 

pride  in  generating  electricity  more  cleanly  and  efficiently  than  ever  before. 

At  the  same  time,  we  are  investing  in  new  technologies  to  promote  environmental 

responsibility  and  reduce  greenhouse  gas  emissions.  To  learn  more  about  our 

environmental  programs,  and  new  ways  you  can  use  electricity  wisely,  visit  our 

website  (www.eei.org/enviro/).  Together,  we  can  all  have  a  better  tomorrow. 

America's  Electric  Utility  Companies 


©1998,  by  the  Edison  Electric  Institute.  All  rights  reserved. 


$2.1  billion.  Plans  to  start  charitable 
foundations,  but  for  now  good  busi- 
ness equals  good  deeds:  "I  don't  know 
where  charity  stops  and  making  money 
begins.  Most  of  the  things  that  I  do  are 
designed  to  help  people."  Member 
since  1983. 


Jack  Taylor 


$2.4  BILLION 

Rental  cars.  St.  Louis. 
76.  Divorced,  remarried; 
2  children 

Taylor's  Enterprise  Rent-A-Car,  run 
by  5 1  -year-old  son  Andy,  steers  clear  of 
airports  and  cutthroat  competition. 
Focuses  instead  on  replacement  car 
business,  where  competition  is  mini- 
mal and  margins  are  more  generous. 
Blankets  countryside  with  offices: 
more  than  3,600  in  5  countries,  with 
388,000  cars.  Jack,  former  Navy  ace, 
flew  fighters  from  aircraft  carrier  U.S.S. 
Enterprise,  named  his  business  after  the 
ship.   Rapid   expansion   means   rapid 


revenue  growth:  1997  sales  of  $3.7 
billion,  up  19%  from  1996.  Member 
since  1990. 

David  Rockefeller  Sr. 

$2.4   BILLION 

Inheritance.  New  York  City. 
83.  Widower,  6  children 

Grandson  of  John  D.  Rockefeller, 
youngest  of  5  brothers  (see  Rockefeller 
family).  Holds  a  Ph.D.  in  economics. 
Became  international  statesman, 
banker,  philanthropist.  Pounded  the 
Council  of  the  Americas;  helped  es- 
tablish the  Trilateral  Commission. 
Led  Chase  into  global  expansion;  ac- 
tive in  mobilizing  business  behind 
Nafta.  Sold  family's  remaining  Rocke- 
feller Center  stake.  Turned  over 
Rockefeller  Financial  Services  to  son 
David  1992.  David  Sr.,  partners,  are 
working  on  a  deal  to  swap  the  San 
Francisco  Embarcadero  Center  for 
equity  in  Mort  Zuckerman's  Boston 
Properties.  Member  since  1982. 


Donald  Fisher 

$2,4   BILLION 

Gap  Inc.  San  Francisco. 
70.  Married,  3  children 

Doris  Fisher 

$2.3   BILLION 

Gap  Inc.  San  Francisco. 

67.  Married,  3  children 

John  Fisher 

$1   BILLION 

Gap  Inc.  San  Francisco. 
37.  Married,  4  children 

William  Fisher 

$810   MILLION 

Gap  Inc.  San  Francisco. 
41.  Married,  3  children 

Robert  Fisher 

$760   MILLION 
Gap  Inc.  San  Francisco. 
44.  Married,  3  children 

Parents,  3  sons.  Doris  and  Donald 
opened  first  store  1969  in  San  Francisco 
under  Gap  name  (as  in  "generation 
gap").  Sold  records,  Levi's  jeans. 
Dropped  records  within  3  months,  fo- 
cused on  denim.  Launched  private-label 
lines.  Prospered  during  1970s  jeans 
craze,  but  profits  frayed  as  baby  boomers 
aged.  Bought  Banana  Republic  1983. 
Threw  out  private -label  brands,  pushed 
Gap  line,  targeted  older  audience  with 
khakis,  turtlenecks.  Expanded  with  Gap- 
Kids  1986,  babyGap  1990,  Old  Navy 
1994.  Now  more  than  2,000  stores 
worldwide.  Pushing  growth  abroad: 
plans  to  open  50  stores  in  Europe,  Japan, 
Canada.  Donald:  former  real  estate  de- 
veloper, Berkeley  graduate,  water  polo 
star.  Tapped  by  Reagan,  Bush,  Clinton  as 
trade  adviser.  Doris:  Gap  merchandising 
consultant.  Eldest  son,  Robert:  started 
out  in  Bloomingdale's  training  program. 
First  job  with  parents'  company:  store 
manager  1980.  Runs  Gap  division  line  as 
president.  William:  started  at  Banana  Re- 
public as  store  manager,  set  up  Canadian 
operations  for  Gap.  Named  president 
of  international  division  in  1993.  John: 
not  involved  in  business,  owns  stake  in 
San  Francisco  Giants  baseball  team. 
Brothers  all  Princeton  undergraduate 
degrees,  Stanford  M.BAs;  members 
since  1996.  Don  and  Doris  first  ap- 
peared on  list  1986. 
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|  he  Yankee  Group,  a  subsidiary  of  Primark  Corporation,  is  an  international  leader 
in  strategic  planning,  forecasting  and  market  research.  Founded  in  1970,  the 
Yankee  Groups  global  team  of  experts  provides  research  and  consulting  services 
>  more  than  700  client  firms  from  the  group's  Boston  headquarters  and  network  of 
orldwide  offices.  Outsourcing  in  the  New  Millennium  was  prepared  by  the  Yankee 
Group's  Management  Strategies  practice,  which  continuously  tracks  the  outsourcing 
larket  and  assists  clients  in  evaluating  and  pursuing  third-party  sourcing  options. 
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"A  vibrant  economy  and  the  tightest  job  market  in  memory  are 
the  compelling  realities  of  human  capital  management  today. 
That's  why  MRI  now  offers  its  clients  new  staffing  solutions 
through  outsourcing  partnerships. 

"Our  strategic  alliance  with  Bristol-Myers  Squibb  (BMS)  U.S. 
Pharmaceutical  Group,  for  example,  saved  BMS  both  time  and 
effort  in  finding  qualified  individuals  to  staff  its  sales  organiza- 
tion. Over  a  10-week  period,  BMS  conducted  105  recruiting  con- 
ferences around  the  country.  Through  dedicated  project  teams 
and  our  network  of  750  field  offices,  we  provided  them  with  the  prescreened  can- 
didates for  those  conferences. 

"We  were  able  to  help  BMS  significantly  reduce  the  length  of  the  hiring  cycle  by 
increasing  the  acceptance  rate  of  the  candidates  who  were  interviewed.  To  accom- 
plish this,  we  conducted  a  thorough  needs-based  assessment,  engaged  the  MRI 
network's  search  capabilities  and  conducted  ongoing  follow-up. 

"The  success  of  this  project  is  a  testament  to  cooperation,  teamwork  and 
mutual  support  between  MRI  and  BMS." 


Allen  Salikof 
President  and  CEO 
Management 
Recruiters 
International,  Inc. 
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Bob  Wieseneck 
President  and  CEO 
SPS  Payment 
Systems,  Inc. 


Exceeding  Expectations  Through  . . . 
Resources,  Relationships,  Results 

In  today's  economic  business  environment,  you  may  find  your- 
self long  on  opportunity  but  short  on  resources.  That  makes  you 
an  ideal  candidate  for  relationship  partnering  with  SPS,  a  lead- 
ing provider  of  technology-based  outsourcing  services.  With  SPS, 
you  will  have  ready  access  to  integrated  products  that  deliver 
bottom-line  results  through  electronic  transaction  processing, 
consumer  credit  card  services,  commercial  accounts  process- 
ing, call-center  teleservices  and  electronic  loyalty  and  frequency  programs. 

SPS  focuses  its  attention  on  "Clientactive"  teamwork  to  devise  innovative  and 
customized  solutions  designed  to  meet  your  growing  business  systems  needs.  We 
leverage  our  resources  —  people,  facilities,  systems  and  software  —  to  achieve 
quality  results  for  our  clients.  SPS'  team  approach  to  problem  solving  is  an  impor- 
tant part  of  our  culture,  exemplifying  our  strategic  approach  to  meeting  your  ever- 
changing  business  requirements.  In  short,  we  are  a  uniquely  designed  company 
of  interrelated  businesses  that  can  and  will  produce  profitable  results  for  you. 
Visit  our  Web  site  at  www.spspay.com  to  learn  more. 


aymenl  Systems 


Less  than  a  decade  ago,  the  Eastman- 
Kodak  Company  began  an  experiment 
that  has  since  revolutionized  the  way 
enterprises  conduct  their  business.  Want- 
ing to  cut  costs,  the  company  turned  to 
IBM  and  other  vendors  to  take  over  the 
management  of  its  information  technol- 
ogy (IT)  functions.  While  companies 
have  always  hired  subcontractors  for  help 
in  their  work,  this  outsourcing  arrange- 
ment marked  a  watershed:  The  deal 
exceeded  $50  million  a  year,  and  other 
businesses  quickly  followed  Eastman- 
Kodak  down  the  path  of  outsourcing. 

Outsourcing  is  now  universally  prac- 
ticed, and  it  is  estimated  that  the  total 
value  of  contracts  this  year  could  exceed 
$200  billion.  More  impressive  still,  the 
IT  outsourcing  market  —  which  accounts 
for  half  of  the  total  —  has  shown  a  com- 
pound growth  rate  of  more  than  20%  in 
each  of  the  last  five  years.  This  same 
explosion  is  evident  in  other  areas,  such 
as  trucking  and  logistics,  which  are  also 
thriving  with  double-digit  growth  rates. 

"What's  astonishing  is  that  outsourcing 
is  something  that  simply  did  not  exist  10 
years  ago,"  says  George  Logemann,  who 
monitors  this  rapidly  changing  field  for 
the  Yankee  Group,  where  he  is  director  of 
Management  Strategies  Consulting. 
"Never  in  the  history  of  business  has  any 
concept  become  such  a  widely  accepted 
way  of  doing  business  in  so  short  a  time." 

As  common  as  they  may  be,  good 
outsourcing  deals  do  not  happen  auto- 
matically. The  terrain  is  fraught  with 
trouble  spots  —  from  personnel  problems 
as  whole  departments  are  severed  from 
a  company  to  worries  that  strategic 
information  is  being  entrusted  to  ven- 
dors who  may  simultaneously  be  han- 
dling accounts  for  competitors.  But  such 
difficulties  are  manageable  compared 
with  the  overwhelming  benefits  that  out- 
sourcing can  yield.  A  well-chosen 
vendor  lets  a  company's  managers  focus 
(continued  on  page  6) 


How  do  we 
free  you  to 
concentrate 
on  your  core 
business? 


we  manage 


Kelly  Temporary 
Services " 


Kelly  Technical 
Services" 


Kelly  Staff  Leasing" 


The  Wallace  Law 
Registry 


Kelly  Scientific 
Resources 


Kelly  Management 
Services* 


Kelly  Assisted 
Living 


We  manage  mail  and  reprographic  centers,  transaction  processing 
berations,  distribution  centers,  administrative  departments,  and  customer 
service  operations.  Which  lets  you  manage  your  core  business.  For 
nformation,  call  1-888-GO-KELLY,  or  e-mail  us  at  kms@kellyservices.com       SERVICES 


KEILY 


I  Kelly  Services.  Inc.  All  rights  reserved  An  equal  opportunity  employer 


Look  what  we  do  now. 


Emery     Worldwide 


Con-Way     Transporta 


When    We    Looked    At    The    Future 


Of  Transportation 


E    KNE 


Exactly  Which  Way  T 


►  Markets  and  supply  chains  are  global.  Distribution  centers  are  closer  to  the  point  of  sale. 
Time-to-market  is  a  critical  competitive  strategy.  And  technology  that  delivers  information 
about  freight  is  as  important  as  the  freight  itself.  These  are  a  few  of  the  forces  driving  transpor- 
tation on  the  eve  of  a  new  century.  They  also  provide  our  direction  at  CNF  Transportation. 
We're  a  group  of  market-leading  businesses  that  deliver  solutions  in  a  "need-it-now"  world. 
Global  and  domestic  logistics,  air  freight,  ocean  services,  customs  brokerage,  lcss-than-truckload 
and  full  truckload  delivery,  nationally  and  regionally.  Collectively,  we're  a  $5  billion  company 
operating  worldwide,  with  33,000  people,  25,000  pieces  of  equipment,  up  to  100  jet  freighters 
and  the  industry's  most  advanced  information  systems.  But  the  real  strength  we  bring  to  customers 
is  a  healthy  exchange  of  ideas  -  starting  with  a  clear  idea  of  where  transportation  is  going. 


cnF 

TRANSPORTATION 


Where  ideas  carry  weight 


VICES 


Menlo     Logistics 


http://www.cnf.com 
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(continued  from  page  2) 
on  growth  and  core  areas  of  the  busi- 
ness. To  help  companies  evaluate  alter- 
natives with  confidence,  Logemann 
offers  his  perspectives  to  businesses  on 
key  issues.  If  addressed,  they  can  turn 
relationships  between  a  company  and  its 
outsourcing  vendor  into  a  working  part- 
nership and  give  the  client  company  the 
advantage  it  needs  to  thrive.  "Out- 


sourcing for  the  sake  of  outsourcing  is 
not  necessarily  desirable,"  says  Loge- 
mann. "But  outsourcing  for  business 
value  is  mandatory." 

OUTSOURCING: 

From  Cost  Savings 

To  Strategic  Imperative 

At  the  onset,  outsourcing  was  purely  a 


Leveraging  over  70  years  of  Grainger  experience,  Grainger  Integrated  Supply  Oper- 
ations (GISO)  leads  the  integrated  supply  industry  with  a  revolutionary  method  of 
reducing  clients'  indirect  materials  total  costs.  GISO's  unique  outsourcing  system 
produces  dramatic  results  —  guaranteed. 

"As  a  management-services  company,  our  whole  business  purpose  is  to  pro- 
vide savings  and  let  customers  focus  on  core  activities.  Subsequently,  we  fund 
ourselves  through  a  management  fee  and  not  a  markup  on  products,"  says  Bill 
Sullivan,  GISO  director  of  business  development. 


GRAINGER 

INTEGRATED  SUPPLY  OPERATIONS 


Worldwide  Resources  . . . 
World-Class  Services  and  Solutions 
for  Customers 

An  international  network  and  desktop  integration  and  services 
company,  Wang  Global  is  a  $3.5  billion  industry  leader  providing 
networked  technology  services  and  solutions  to  major  commer- 
cial and  government  customers  and  leading  IT  vendors. 
"With  expanded  services,  substantial  investments  in  the  latest 
technology  and  skilled  professionals  in  over  40  countries,"  says  Joe  Tucci,  CEO, 
Wang  Global,  "we  help  our  customers  plan,  deploy,  manage  and  maintain  their 
computing  environments  as  well  as  manage  the  total  cost  of  ownership.  Their  key 
business  goals  are  at  the  core  of  our  service  delivery." 

Strategic  alliances  with  Microsoft,  Cisco  and  Dell  help  customers  realize  even 
greater  benefits  from  Wang  Global's  depth  of  skills  and  resources. 

"We  design  the  network  computing  infrastructure.  We  install  it.  We  manage  it. 
At  Wang  Global,  the  customer  is  always  first." 


WANG 

G    L.   M    B    A     L 


mattet  of  financial  savings.  In  the  late 
l-980s,  manufacturers  throughout  the 
U.S.  realized  they  had  to  trim  fat  to  fend 
off  the  advances  of  offshore  competitors. 
To  this  end,  outsourcing  held  a  natural 
appeal:  Certain  tasks  could  be  done 
more  cheaply  by  third-party  services 
firms.  As  vendors  became  more  reliable, 
the  number  of  areas  open  to  outsourcing 
began  to  increase  —  particularly  in  the  IT 
arena.  Companies  were  quick  to  find 
value  in  turning  over  such  operations  as 
data  processing,  help  desks,  network 
security,  desktop  computers  and  local 
area  networks.  Buoyed  by  success,  com- 
panies by  the  mid-1990s  began  looking 
for  other  functions  that  outside  vendors 
could  perform  more  efficiently,  includ- 
ing transportation,  logistics  and  even 
auditing  and  tax  services. 

This  drive  to  reach  out  to  third  par- 
ties is  motivated  by  something  other 
than  cost.  The  combination  of  shorter 
product  life  cycles  and  the  proliferation 
of  competitive  goods  has  put  enormous 
pressure  on  companies  to  be  innovative 
and  produce  merchandise  and  services 
quickly.  Companies  that  want  to  posi- 
tion themselves  as  industry  leaders  can 
ill  afford  to  keep  performing  functions 
where  they  are  substandard.  "Today, 
companies  say,  'If  we  don't  perform  a 
particular  function  in  a  world-class  way, 
then  we  should  see  if  another  company 
can  provide  a  world-class  solution  with 
an  attractive  financial  proposition,'  " 
says  Logemann. 

This  mixture  of  changing  market 
forces  and  more  experienced  vendors 
has  even  led  companies  to  outsource 
strategic  functions,  which  were  previ- 
ously off-limits  because  of  their  pivotal 
role  in  creating  a  company's  sustained 
competitive  advantage.  For  example, 
some  computer  companies  are  out- 
sourcing the  design  of  microprocessor 
chips  —  an  area  commonly  thought  to 


Qorts 

and  I 

•two 

foe 

Seem 


f 


NETWORKING  115 II  WHY 
OF  DOING  BUSINESS  TOOT  HELPS  CLIENTS  ACHIEVE 
STRATEGIC  HOVflNTflGf  !*       . 

SSAT&T  SOLUTIO 


Networks  used  to  be  reasonably 
well-behaved  systems  that  linked  low- 
maintenance  users  to  stable  host 
environments.  Now  they're  living, 
breathing,  resource-devouring,  mission 
critical  tools  of  business  with  connec- 
tions to  users,  suppliers,  customers, 
and  potential  customers  globally. 


KT&T  solutions  at  a  glance 

ESTABLISHED:  February   14,  1995 
NETWORKING  MILESTONES: 

Generated  more  than  $5  billion 
in  long-term  contracts  in  just 
three  years  of  operation 

Secured  $1.1  billion  in  long-term 
contracts  during  the  first  quarter 
of  1998 

Networking  ally  to  over  500 
global  clients 

Rated  the  number  one  network 
outsourcing  company  by  G2 
Research  Inc.  in  1996  and   1997 


SATlT  SOLUTIONS 


Rick  Roscitt 
President 
and  CEO, 
AT&T 
Solutions 


To  make  matters  more  chal- 
lenging, there  is  no  stability  in  today's 
network  environment. Technologies 
change,  business  needs  change,  your 
best  people  get  lured  away,  and  your 
ability  to  predict  future  standards  is 
probably  linked  to  the  latest  Internet 
Engineering  Task  Force  (IETF)  Request 
For  Comments  (RFC). 

Your  whole  business  might  be 
riding  on  how  well  you  respond  to 
the  impending  demands  of  virtual 
collaboration,  electronic  commerce, 
and  Web  marketing. 

Networm-the  verb 

That's  why  at  AT&T  Solutions  we  talk 
about  "networking."  When  it  comes 
to  describing  the  dynamic,  ever- 
changing  entity  that  the  corporate 
voice-data-multimedia  network  has 
become,  a  noun  just  doesn't  cut  it. 
Networking  is  more  than  just 
the  cables  and  devices  that  link  users 


and  computing  resources  at  any 
particular  moment.  It  encompasses 
the  entire  spectrum  of  activities, 
disciplines,  skills,  and  objectives  that 
are  required  to  achieve  and  maintain 
competitive  advantages  in  a  commu- 
nications-intensive world.  Networking 
doesn't  try  to  cope  with  change  — 
it  embraces  it  and  creates  value 
along  the  way. 

Proof  of  concept 

Networking  isn't  just  a  concept.  It's 
a  way  of  doing  business  that  has 
already  paid  tremendous  dividends 
to  AT&T  Solutions'  clients.  Global 
enterprise  players  have  validated 
AT&T  Solutions'  networking  philos- 
ophy by  choosing  us  as  their  business 
and  technology  partner.  By  giving  our 
clients  the  ability  to  plan  strategically, 
implement  rapidly,  and  manage 
effectively,  AT&T  Solutions  has  trans- 
formed networking  from  a  resource 
drain  to  a  competitive  gain.  And 
we've  done  all  this  while  insulating 
them  from  the  vagaries  of  staffing, 
training,  contracting,  and  wrangling 
with  multiple  vendors. 

If  you  would  like  more  infor- 
mation about  how  AT&T  Solutions 
can  help  you  achieve  competitive 
advantage  through  intelligent  net- 
working, call  us  at  800-440-6667. 
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be  strategic.  In  its  analysis  of  third-party 
alternatives,  the  company  may  decide 
that  the  shorter  design  timeframe 
offered  by  an  outsourcing  vendor  will 
override  any  argument  for  keeping  a 
strategic  process  in-house. 

THE  FIRST  STEPS 
TOWARD  OUTSOURCING 

These  days,  management  is  remiss  if  it 
fails  to  evaluate  outsourcing  alterna- 
tives because  of  the  potential  to  free  up 
capital  and  general  management  time 
and  to  make  the  enterprise  more  respon- 
sive to  customers.  Yet  while  outsourcing 
is  popular  with  management,  it  is  not 
always  favored  by  lower-level  employ- 
ees who  may  be  directly  affected  by 
company  changes.  "To  avoid  bias,  the 
outsourcing  effort  needs  to  be  champi- 
oned by  an  executive  who  is  at  least 
one  level  higher  in  the  organization 
than  the  most  senior  executive  whose 


job  may  be  threatened,"  says  Logemann. 
To  determine  which  operations  may 
be  good  candidates  for  outsourcing, 
many  companies  send  out  a  preliminary 
request  for  information  (RFI)  in  order  to 
solicit  comments  from  a  broad  collection 
of  vendors.  They  can  then  invite  some  of 
these  vendors  to  their  company  to  dis- 
cuss plans  for  running  the  targeted  oper- 
ations —  and  get  a  range  of  opinions. 
Because  of  the  high  growth  rate  in  out- 


Ryder's  liquid-natural-gas- 
powered  Truck,  pictured 
above,  was  instrumental  in 
helping  hardware-giant  Ace 
take  a  leadership  role. 


Ryder  Helps  Make  Sure  That 
"Ace  Is  the  Place" 

Outsourcing  transportation  and  supply-chain  logistics 
services  continues  to  be  a  growing  trend  in  business 
today.  One  glowing  example  is  the  relationship  between 
Ace  Hardware  and  Ryder,  the  nation's  largest  com- 
mercial truck  rental  and  leasing  provider. 

Ace  has  been  a  Ryder  full-service  lease  customer 
since  1974,  relying  on  Ryder  to  support  a  transporta- 
tion network  that  delivers  to  many  of  the  giant  hard- 
ware cooperative's  retail  stores.  Ryder  services  include 
the  specification  of  new  vehicles,  preventive  maintenance,  vehicle  licensing  and 
permitting,  fuel-tax  reporting,  safety  training  and  even  services  like  environmen- 
tal compliance. 

So  when  Ace  was  looking  to  add  alternative-fuel  vehicles  to  its  fleet  in  antici- 
pation of  future  environmental  requirements,  the  company  called  on  Ryder.  Today, 
Ace  runs  liquid-natural-gas-powered  vehicles  in  southern  California,  receiving  a  grant 
from  the  state  for  its  leading-edge  commitment  to  alternative  fuels. . 

"Ryder  is  a  reliable  partner  whose  experience  with  alternative-fuel  vehicles  was 
instrumental  in  helping  Ace  take  this  leadership  role,"  says  Carmen  Paulo,  Ace's 
corporate  operations  fleet  manager. 


sourcing  and  the  pressure  this  places  on  i 
vendors,  many  are  unwilling  to  commit 
the  resources  necessary  to  respond  to  an 
in-depth  request  for  proposals  (RFP)  — 
particularly  for  projects  they  are  not  rea- 
sonably certain  will  materialize.  With  i 
information  offered  up  by  vendors 
during  the  RFI,  the  company  can  evalu- 
ate the  wisdom  of  outsourcing  the  busi- 
ness area  in  question,  or  it  can  develop 
an  in-house  solution  it  prefers. 

OUTSOURCING  BY  THE  RULES 

To  yield  the  greatest  benefits,  business 
leaders  must  take  great  care  in  evaluat- 
ing and  selecting  vendors  and  explain- 
ing issues  to  their  employees.  From  its 
work  with  companies  over  the  years,  the 
Yankee  Group  has  identified  guidelines 
that,  when  followed,  increase  the  chances 
that  an  outsourcing  arrangement  will 
succeed: 

•  Insist  on  competitive  bidding.  No 
outsourceable  function  has  only  one 
quality  vendor  associated  with  it, 
says  the  Yankee  Group.  Choosing  a 
vendor  from  a  number  of  bidders 
will  guarantee  the  best  price  and  the 
best  level  of  service  available. 

•  Be  forthright  with  potential  vendors. 
In  order  to  make  an  appropriate  bid, 
a  vendor  needs  to  know  the  scope  of 
a  company's  operations,  including 
current  costs.  With  this  knowledge, 
vendors  will  be  able  to  make  a  bid 
on  work  that  is  consistent  with  the 
client's  expressed  requirements. 

•Limit  the  number  of  vendors.  It's 
not  always  feasible  for  one  vendor  to 
satisfy  all  outsourcing  needs  for  a 
particular  business  process  such  as 
IT  or  logistics,  but  it  can  be  difficult 
to  manage  several  at  once.  To  keep 
matters  under  control,  the  Yankee 
Group  recommends  enlisting  no 
more  than  two  or  three  vendors  for 
any  particular  process. 
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SOLUTION 


In  a  single  year, 

this  banker's  company 

has  doubled  in  size. 

Over  the  past  ten  years  of  our  outsourcing  relationship,  we  have  seen  Peoples  Heritage 
Financial  Group  grow  from  a  single-state  to  a  multi-state  operation;  expand  from  banking 
only  to  banking,  insurance,  and  other  financial  services;  and  double  in  assets  in  1996  alone. 
No  one  could  have  predicted  these  changes  ten  years  ago,  but  with  ALLTEL's  scalable 
information  systems.  Peoples  Heritage  knows  that  they  have  the  flexibility  to  deliver  the 
products  and  services  they  need  today  and  meet  any  challenge  that  tomorrow  may  bring. 


1-888-2-ALLTEL 


www.alltel.com 
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ALWAYS  MORE  THAN  YOU  THOUGHT 
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ALLTEL  knows  the  focus  of  financial  services  and  telecommunications  businesses 
should  not  be  information  processing.  We  also  realize  there  is  nothing  strategic 
about  owning  and  operating  information  systems.  What  is  strategic  is  how  you 
use  and  apply  information  to  meet  your  business  goals. 

ALLTEL  outsourcing  provides  information  processing  for  the  financial  industry 
and  customer  care  and  billing  for  the  wireless  and  wireline  communications  indus- 
tries. We  are  accountable  for  daily  operations  and  long-term  results  at  over  1,000 
organizations,  from  small  de  novo  banks  to  leading  international  financial  insti- 
tutions and  communications  companies.  We  add  value  to  these  businesses  — 
measurable,  beneficial  results  through  information  management  —  not  merely 
cost  efficiencies. 

Our  success  has  been  built  by  combining  unrivaled  expertise  in  communica- 
tions and  information  technology  with  in-depth  knowledge  of  our  customers'  busi- 
ness. We  approach  outsourcing  as  a  strategic,  long-term  partnership  that  not  only 
provides  a  customized  solution  to  specific  business  needs,  but  also  allows  you 
to  focus  on  your  own  core  competencies. 
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William  GaulA 
CIO 
Textron  Inc. 


Growth  Leads  Textron  Inc.  to  AT&T  Solutions 

When  Textron  Inc.,  the  manufacturer  of  Bell  helicopters,  Cessna 
aircraft,  automotive  components  and  other  growth-oriented  indus- 
tries, acquired  additional  market-leading  businesses  worldwide, 
William  Gauld,  Textron's  CIO,  realized  a  network  outsourcing 
expert  was  needed. 

AT&T  Solutions  was  the  answer  for  Gauld,  who  was  looking  for 
networking  talent  and  global  telecom  capabilities  that  would  sup- 
port Textron's  strategy  of  international  acquisitions.  Says  Gauld,  "We're  moving 
toward  a  common  telecommunications  infrastructure  around  the  world,  in  an  effort 
to  continue  to  leverage  synergies  among  our  businesses,  customers  and  suppliers." 
The  10-year  outsourcing  deal  moves  Textron  closer  to  its  common  infrastruc- 
ture and  enables  internal  IS  staff  to  remain  focused  on  their  primary  task  of  devel- 
oping applications. 

Says  Rick  Roscitt,  AT&T  Solutions'  President  and  CEO,  "Every  company  has  its 
core  competencies  and  primary  duties.  AT&T  Solutions  allows  executives  to  focus 
on  those  while  it  works  to  implement  and  manage  the  technologies  necessary  for 
those  competencies  to  succeed." 


AT&T  SOLUTIONS 
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•  Be  honest  with  employees.  An  out- 
sourcing contract  implies  that  some 
of  a  company's  current  employees 
are  going  to  lose  their  jobs.  Con- 
cealing the  truth  frequently  has  neg- 
ative results:  Employees  sense  the 
coming  turmoil  and  the  best  often 
leave  —  thus  ruining  any  chance  for 
the  vendor  to  hire  them  and  run  the 
operation  on  its  behalf.  As  a  rule,  if 
a  company  keeps  its  employees 
informed  about  its  outsourcing 
plans  and  the  potential  impact  on 
jobs,  the  benefits  will  outweigh  the 
risks. 

•  Find  consultants  and  legal  counsel 
with  experience  in  outsourcing.  If  a 
legal  department  has  never  been 
involved  in  outsourcing,  the  Yankee 
Group  recommends  enlisting  out- 
side lawyers  and  consultants  for 
assistance  in  drawing  up  and  nego- 
tiating contracts. 

WHY  VENDORS  DO  IT  BETTER 

How  can  a  vendor  meet  stringent  ser- 
vice levels,  in  most  cases  cut  costs  and 
still  make  a  profit?  The  answer  lies  in 
the  inefficiencies  of  the  client  company. 
"If  an  enterprise  has  never  substantially 
downsized,  there  is  usually  a  minimum 
20%  cost  savings  potential  which  can  be 
had  easily,"  says  Logemann.  "By  squeez- 
ing further,  it  is  possible  to  reduce  costs 
by  another  20%."  The  bottom  line: 


I  When  Ace  Hardware  needed 

innovative  environmental 
|  solutions,  they  chose  a  name 
they  could  count  on: 


Tye  Thompson  specializes  in  trans- 
portation solutions  at  Ryder.  He  and  his 
team  are  helping  Ace  experiment  with 
natural  gas  to  power  their  fleet.  So  far, 
the  results  have  been  doubly  successful: 
lower  emissions  and  reduced  fuel  costs. 
Which  means  everyone,  even  the 
accountants,  can  breathe  easier. 

At  Ryder,  you'll  find  lots  of  people  like 
Tye — people  who  make  it  their  mission 
to  help  companies  like  Ace,  Quaker  State, 
and  Club  Car  become  more  efficient 
and  profitable. 

Want  to  know  more?  Visit  us  at 
www.ryder.com  or  call  1  800  RYDER  OK, 
ext.609.  It's  time  you  got  to  know  us 
on  a  first-name  basis. 


OHffl|    ©1998  Ryder  System,  Inc. 

NYhE    Ryder  is  an  equal  opportunity  employer. 


We're  GiSO,  Grainger  Integrated  Supply  Operations, 
the  only  on-site  indirect  materials  management  company 
that  guarantees  to  impact  your  bottom  line.  No  one  else 
can  make  that  claim.  In  fact,  our  outsourcing  system  of 
Total  Cost  Management  Services™  has  saved  our 
clients  millions  of  dollars  in  materials  procurement  and 
inventory  expenditures* 

We  can  do  the  same  for  you.  Call  us  to  set  up 
an  appointment,  and  in  five  minutes,  we'll  show  you  how 
our  Total  Cost  Management  Services  is  the  best  way  to 
outsource  your  tool  crib  operations. 


GUARANTEED  RESULTS 


Outsourced  Indirect  Materials  Management 


800-524-9827 


GRAINGER 

INTEGRATED  SUPPLY  OPER  \TIONS 
A  Division  of  W.W.  Grainger,  Inc. 

•Backed  by  Fortune  500  case  studies 
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where  a  company  has  not  significantly 
trimmed  a  particular  operation,  a  well- 
tuned  vendor  can  step  in  and  run  that 
function  for  about  40%  less  than  what 
it  was  costing  the  prospective  client. 

In  cases  where  outsourcing  would 
yield  a  minimal  financial  savings,  it  can 
still  be  used  to  accomplish  valuable  busi- 
ness objectives.  For  example,  if  a  com- 
pany wants  to  effect  a  change  in  its  orga- 
nization, its  employees  may  fail  to  meet 
the  target  —  with  few  repercussions. 
But  a  third  party  contracted  to  enforce 
those  same  changes  is  likely  to  succeed, 
largely  because  a  well-drawn  contract 
will  stipulate  penalties  for  failure.  The 
incentive  for  the  vendor  to  succeed  is 
enormous,  since  fulfilling  its  agreement 
may  mean  the  difference  between  run- 
ning a  profit  or  a  loss. 

Outsourcing  can  also  be  a  useful 
wedge  for  maintaining  service  levels  in  a 
targeted  area.  For  example,  if  a  company 
runs  its  own  network  and  has  an  in- 
house  staff  of  10  people  and  five  of  them 
suddenly  quit,  it's  in  a  bind.  More  than 
likely,  the  company  simply  has  to  suffer 
reduced  services  until  it  can  recruit  five 
more  people.  But  if  a  company  contracts 
with  a  vendor  to  manage  the  same 
system  with  10  people,  and  the  vendor 
loses  five,  the  client  company  may  never 
even  notice.  To  avoid  being  affected  by  a 
vendor's  mishaps,  Logemann  advises: 
"The  contract  must  contain  clauses  guar- 


horing  of  information  is  critical  to  your  company's  success.  If  your  network  isn't  running  efficiently, 
Id  seriously  impact  your  bottom  line.  As  a  more  than  $3  billion  IT  services  provider,  Wang  Global 
dicated  to  providing  timely  solutions  for  your  day  to  day  operations,  allowing  you  the  freedom  to 
on  the  bigger  picture.  With  a  core  business  of  network  and  desktop  services  and  solutions,  we're 
"ts  at  planning,  deployment,  management  and  maintenance  -  for  a  seamless,  predictable  IT  infra- 
jre.  But  our  biggest  distinction  is  the  ability  to  deliver  the  best  talent  and  technology  whenever  you  need 
/ou'll  never  be  tied  up  again.  Visit  our  website  at  www.wang.com  or  call  us  at  1-800-639-9264. 
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anteeing  service  levels,  which  are  rhen 
the  vendors  responsibility  to  maintain." 
Vendors  can  also  assist  a  company  in 
standardizing  the  way  it  runs  its  business 
—  such  as  the  type  of  express  delivery 
service  used  across  all  its  divisions.  A 
purely  in-house  program  may  encounter 
employee  resistance,  but  a  vendor  has  a 
greater  incentive  to  get  the  job  done. 

CAN  AGREEMENTS  FAIL? 

An  outsourcing  deal  could  conceivably 
fall  apart,  but  what  is  more  common  is 
an  outsourcing  deal  that  "hiccups"  — 
an  event  that  is  seldom  heard  outside 
the  enterprise.  If  there  are  disputes  with 
a  vendor  over  the  services  or  the  price  — 
the  most  likely  areas  of  contention  —  this 
rarely  works  against  the  client  company. 
"Instead,  the  vendor's  senior  managers 
know  they  will  have  to  fix  the  problem, 
or  suffer  negative  publicity  that  could 
hamper  their  ability  to  win  future  out- 


sourcing contracts,"  says  Logemann.  "In 
nearly  every  mishap,  therefore,  it  is  the 
vendor's  job  to  fix  the  problem,  even  if 
it  is  not  necessarily  the  vendor's  fault." 
Where  a  deal  does  fail,  it  can  often  be 
traced  to  miscommunication  over  the 
work  to  be  performed.  "The  client 
company  may  not  have  understood 
what  it  was  buying  from  the  vendor, 
and  the  vendor  may  not  have  under- 
stood what  it  was  supposed  to  be  sell- 


Kelly  Management  Services®  . . . 
On  the  Cutting  Edge  of  Outsourcing 

For  more  than  50  years,  Kelly  Services®  has  specialized  in  providing  quality  admin- 
istrative employees  to  95%  of  the  Forbes  500s  as  well  as  thousands  of  other  com- 
panies around  the  world. 

Today,  Kelly®  has  taken  that  specialization  to  the  next  level.  Through  Kelly  Man- 
agement Services,  we're  also  providing  the  full  management  of  an  entire  function 
by  developing  and  implementing  process  improvements  for  higher  productivity. 

Oftentimes,  the  administrative  end  of  a  business  gets  neglected  as  manage- 
ment must  focus  on  profit  centers.  Outsourcing  this  portion  of  your  work  allows 
your  administrative  areas  to  become  more  streamlined  and  focused  while  improv- 
ing productivity  and  efficiency  and  reducing  staffing  expenses  significantly.  Most 
importantly,  it  allows  you  to  focus  on  your  core  competencies. 

Kelly  Management  Services  remains  ahead  of  the  curve  as  your  source  for  out- 
sourcing in  these  areas: 

•  Administrative 

•  Transaction  Processing 

•  Office  Services 
For  more  information,  call  1-888-GO-KELLY, 

E-mail  us  at  kms@kellyservices.com,  or  visit  our 
Web  site:  www.kellyservices.com/kms. 


Kelly 

Management 
Services 


A  unit  ol  Kelly  Services" 


ing,"  says  Logemann.  In  a  network 
management  contract,  for  instance,  a 
buyer  might  assume  the  coverage  would 
be  24  hours  a  day,  while  the  vendor 
might  have  understood  that  it  was 
responsible  for  coverage  only  during 
business  hours.  By  relying  on  experi- 
enced lawyers  and  by  setting  out  clear- 
ly articulated  contracts,  these  types  of 
problems  are  avoidable. 

Another  reason  deals  may  falter  is 
because  the  liaison  on  the  client  side  — 
the  one  who  is  responsible  for  oversee- 
ing the  outsourcing  relationship  — 
changes.  Usually,  the  original  manager 
for  the  client  is  part  of  the  contract 
negotiations  from  their  inception,  and 
may  have  successfully  shepherded  rhe 
relationship  and  understood  its 
nuances.  But  a  subsequent  manager 
may  have  a  different  plan  —  such  as 
trying  to  squeeze  the  vendor  for  addi- 
tional value.  "The  agenda  becomes 
inconsistent  with  the  business  intent  of 
the  contract,"  says  Logemann.  Prevent- 
ing this  is  a  management  challenge,  but 
problems  can  be  avoided  if  the  right 
people  are  appointed  to  manage  the 
contract.  Through  the  years,  the  Yankee 
Group  has  learned  that  it  is  less  impor- 
tant for  an  individual  to  have  knowl- 
edge of  an  area  being  outsourced  than 
it  is  to  be  skilled  at  managing  outsourc- 
ing relationships. 

EVALUATING  A  VENDOR 

In  choosing  a  vendor,  companies  must 
ensure  they've  selected  the  right  one, 
since  the  wrong  vendor  can  quickly 
erode  any  gains  made  through  out- 
sourcing. The  Yankee  Group  has  identi- 
fied key  questions  that  companies  must 
ask  before  making  a  commitment: 
•  Will  benefits  to  the  company  exceed 
the  price  and  other  financial  consid- 
erations associated  with  the  out- 
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sourcing  transaction? 


" 


The  customer  is  always  right. 


That's  more  true  today  than  ever  before.  Customers  want  selection,  service  and  convenience,  not  only  in  the 

products  you  offer,  but  in  the  way  they  pay  tor  them  as  well.  Sharpening  your  edge  in  the  fiercely  competitive 
'90s  demands  innovative  solutions.  Where  do  you  find  the  resources,  experience  and  technology  to  get  ahead  - 

and  stay  ahead?  Outsource  to  SPS  Payment  Systems  (SPS).  We've  got  the  savvy  to  do  it  all:  from  payment 
processing  to  private  label  cards,  horn  frequent  buyer  programs  to  call  center  service  and  support. 

If  you're  ready  to  meet  the  challenges  or  today's  marketplace,  look  to  the  company  that  understands  the 
importance  of  building  and  maintaining  customer  relationships.  Look  to  SPS. 

We  can  deliver  the  results  you  need  to  prosper  and  profit.  o/i  /nc    ocnn 

www.spspay.com 
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Relationships. 


Results. 


Network  Transaction  Services  •  Consumer  Credit  Card  Services  •  Commercial  Account  Processing  Services 
TeleServices  •  Electronic  Information  Services 
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•  Does  the  vendor  have  a  compatible 
business  culture? 

•  Can  the  vendor  actually  do  the  job? 
Large  firms  need  to  outsource  to 
companies  capable  of  handling  large 
projects,  rather  than  taking  chances 
on  small  companies  that  promise 
they  can  do  the  job. 

•  Will  the  vendor  be  able  to  help  keep 
the  company  on  the  leading  edge  of 
the  market? 

•  Does  the  vendor  have  the  capability 
to  make  a  seamless  transition  as  it 
takes  over  its  outsourcing  responsi- 
bilities, rather  than  triggering  a 
period  of  chaos? 

In  the  end,  the  choice  of  a  vendor 
may  contain  a  subjective  element.  For 
instance,  a  company  with  a  relaxed 
environment  might  be  put  off  by  a 
vendor  with  a  suit-and-tie  aura.  At  the 
same  time,  such  a  contrast  might  be  a 
welcome  addition  to  a  company  want- 


ing to  change  its  own  operational  style. 
One  Yankee  Group  client  recently  had 
to  choose  between  two  vendors  that 
were  nearly  identical,  except  that 
Vendor  A  had  the  same  corporate  cul- 
ture as  the  buyer,  while  Vendor  B  was 
more  procedure-driven.  At  a  manage- 
ment meeting,  the  consensus  was 
behind  Vendor  A  —  until  one  speaker 
reminded  the  group  that  Vendor  B  had 
exactly  the  sort  of  business  culture  they 
themselves  had  been  trying  to  emulate 
for  years.  By  working  with  them,  the 
speaker  noted,  the  company  might 
finally  be  able  to  change  its  own  style  of 
doing  business.  The  group  chose 
Vendor  B. 

HOW  LONG  WILL 

THE  RELATIONSHIP  LAST? 

No  matter  how  productive  they  may  be, 
relationships  with  individual  vendors  are 
finite.  When  first  negotiating  the  out- 


What  Do  IBM,  Coca-Cola,  NIKE  and 
Dow  Chemical  Have  in  Common? 

All  have  turned  to  Menlo  Logistics,  whose  technology-driven  logis- 
tics services  help  the  world's  leading  manufacturers  improve  cus- 
tomer service,  efficiency,  information  and  product  flow.  This  cuts 
time,  inventory  and  cost  from  the  supply  chain. 

Menlo  has  a  unique  approach.  Highly  credentialed  industrial 
engineers,  logisticians  and  advanced  computer  experts  pool  their 
talents  to  engineer  solutions  that  integrate  all  functions  in  the 
supply  chain.  This  could  be  sourcing  raw  materials  from  Asia, 
managing  inventories  in  the  U.S.  or  ensuring  on-time  delivery  of 
finished  products  to  addresses  throughout  Europe. 

Then,  Menlo  takes  the  solution  it  has  designed  and  operates  it  in  the  most  effi- 
cient way  possible,  using  state-of-the-art  systems  for  order  fulfillment,  inventory 
controls,  transportation  management  or  distribution.  Creative  value-added  ser- 
vices include  kitting,  packaging,  reconfiguration,  postponement  and  reverse  logis- 
tics, among  others. 

Menlo's  advanced  engineering,  complex  project-management  expertise  and 
world-class  logistics  systems  allow  its  Blue-Chip  clients  to  better  focus  on  their 
core  strengths,  enabling  them  to  enhance 
their  leadership  positions. 


mEPLO  IOGISTICS 


A  QV  COMPANY 


sourcing  contract,  client  companies 
need  to  ask  if  there  are  any  compelling 
financial  reasons  to  make  the  deal  a 
long-term  one.  One  such  case  would 
if  buildings,  factories,  equipment  or 
other  assets  have  to  change  hands  as  part 
of  the  agreement.  If  they  do,  the  vendor 
will  most  likely  pay  for  the  assets  in 
cash,  which  then  must  be  amortized 
over  the  life  of  the  contract.  In  this  case, 
a  lengthy  commitment  of  seven  to  ten 
years  is  necessary.  But  if  no  substantial 
assets  are  involved  and  the  relationship 
is  purely  a  services  arrangement  such  as 
a  help  desk,  logistics  or  network  man- 
agement, there  is  greater  flexibility  for 
shorter  terms. 

At  the  end  of  the  contract,  the  client 
company  can  either  renegotiate  a  new 
agreement  —  or  find  a  different  vendor. 
But  frequent  switches  should  be  avoid- 
ed. "It  takes  time  and  money  to  make 
the  transition  from  the  client  to  the 
vendor  who  will  perform  the  task,"  says 
Logemann. 

In  view  of  this,  the  Yankee  Group 
believes  that  most  outsourcing  deals 
that  do  not  involve  a  significant  trans- 
ference of  assets  work  best  with  a  time 
frame  of  three  to  five  years.  Another 
option  open  to  the  company  — 
although  one  rarely  chosen  —  is  to 
bring  the  operation  back  in-house.  "If 
a  company  is  outsourcing  for  the  right 
reasons  —  namely,  a  third-party  firm 
can  perform  a  task  in  a  world-class  fash- 
ion and  it  can't  —  it's  unlikely  the  com- 
pany could  build  a  new  operation  and 
do  the  job  better  than  any  vendor,"  says 
Logemann. 

The  Yankee  Group  can  be  reached  for 
comment  at: 

The  Yankee  Group 

3 1  St.  James  Ave. 

Boston,  MA  021 16-41 11 

Phone:  617-956-5000 

Web  site:  www.yankeegroup.com 
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f  Recruitment  Outsourcing  Is  What  We  Do.     ' 
Simply  Outstanding  Is  How  It's  Done.  • 


jju're  concentrating  on 
pur  core  competencies. 
j  you  need  a  partner 
ho  can  take  away 
|affing  headaches  and 
|.ke  responsibility  while 
bu're  doing  what  you 
b  best.  That's  where 
janagement  Recruiters 
liternational  comes  in. 


We're  your  search  and 
recruitment  outsourcing 
partner. 

We'll  put  together  a 
team  of  professionals 
with  the  resources  at 
their  fingertips  to  staff 
your  business  with  quali- 
fied, take-charge  people. 
You'll  decide  how  to 


market  your  product. 
We'll  find  the  sales  talent 
to  implement  the  plan. 
You've  got  a  successful 
production  process. 
We'll  develop  the  systems 
to  staff  it.  You  have  the 
latest  technology.  We 
know  the  people  who 
can  put  it  to  work  for 


you.  Whether  it's  a  team 
of  professionals  or  a  single 
key  manager,  MRI  can 
assemble  the  resources 
to  get  the  job  done  right. 
For  more  information, 
call  800-875-4000 
or  visit  our  website  at 
www.mrinet.com. 
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Management 
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M^l  Intelligent  Staffing  Solutions. 


www.mrmet.com 


Walter  Scott  Jr. 

$2.4  BILLION 
Construction,  telephony.  Omaha. 
67.  Widowed,  remarried;  6  children 

Former  chairman  of  construction 
giant  Peter  Kiewit  Sons'  Inc.  scored 
big  this  year  with  creation  of  Level  3 
Communications.  Stake  now  worth 
$1.1  billion.  Also  believed  to  own 
another  S800  million  of  long  distance 
provider  WorldCom.  Now  serves  as 
chairman  emeritus  for  Peter  Kiewit, 
chairman  of  Level  3.  Childhood 
friend  of  Warren  Buffett:  still  shares 
office  building,  co-owns  minor  league 
baseball  team  with  him  in  Omaha. 
Scott's  father  was  longtime  Peter 
Kiewit  engineer.  Walter  joined  com- 
pany after  earning  civil  engineering 
degree  at  Colorado  State  University. 
Moved  17  times  in  10  years  climbing 
the  corporate  ladder.  Was  anointed 
successor,  took  over  reins  in  1979. 
With  Kiewit  cash,  in  1987  bankrolled 
local  telephone  company  MPS 
Communications,  acquired  by 
WorldCom  1996  for  $15.4  billion. 
Member  since  1996. 


Susan  Buffett 

$2.3   BILLION 

Marriage.  San  Francisco. 

66.  Separated  (from  Warren  Buffett); 

3  children 

Daughter  of  Omaha  educator,  her  par- 
ents knew  Warren's.  Met  while  room- 
ing with  his  sister  at  Northwestern, 
married  1952.  Civil  rights  activist, 
once  sought  singing  career.  Still  runs 
Buffett  Foundation,  which  advocates 
population  control.  Left  Warren  (who 
has  steady  live-in),  moved  to  San 
Francisco  1977.  Warren:  "It  works 
well  this  way.  She  sort  of  roams;  she's  a 
free  spirit."  Still  close:  he  plans  to  leave 
his  billions  to  her  and  their  foundation. 
Member  since  1991. 

Maurice  Greenberg 

$2.2   BILLION 

American  International  Group. 

New  York  City. 

73.  Married,  4  children 

His  American  International  Group 
conceded  insurer  American  Bankers  to 
Henry  Silverman's  Cendant  Corp.  in 


Peter  Haas  Sr. 

$2.2   BILLION 

Inheritance.  San  Francisco. 

79.  Divorced,  remarried;  3  children 

Peter  Haas  Jr. 

$875   MILLION 
Inheritance.  San  Francisco. 
50.  Married,  3  children 


$3  billion  bidding  war.  But  Greenberg  i 
got  fatter  prize:  deal  to  buy 
SunAmerica  Inc.  for  $15  billion,  giv- 
ing AIG  big  chunk  of  booming  annu- 
ities business.  Raised  on  a  New  York 
State  dairy  farm.  Left  high  school  to 
join  Army  in  WWII;  college,  law 
school  on  GI  bill.  Nicknamed  "Hank" 
after  favorite  baseball  player.  Joined 
insurance  company  American 
International  in  early  1960s;  chief  exec 
since  1968.  AIG  now  in  130  countries, 
$3.3  billion  profits.  Strategy:  take  cal- 
culated risks  where  others  won't.  First 
company  to  insure  oil  rigs  and  invest- 
ment partnerships.  Stubborn  and  hard- 
nosed  but  gets  brilliant  results.  First 
appeared  on  list  1983. 

Laurence  Tisch 

$2.2   BILLION 
Loews  Corp. 

Westchester  County,  N.Y. 
75.  Married,  4  children 

Preston  Robert  Tisch 

$2.2   BILLION 

Loews  Corp. 

New  York  City;  Harrison,  N.Y. 

72.  Married,  3  children 

Brothers  who  started  in  real  estate, 
gained  control  of  Loews  Theatres 
1959;  diversified  into  cigarettes, 
insurance,  oil  and  gas.  Paid  $800  mil- 
lion to  acquire  25%  stake  CBS,  sold  to 
Westinghouse  Electric  for  $5.4  billion 
1995.  Investors  known  for  informal 
but  tightfisted  management  style. 
Larry's  contrarian  bet  against  the  bull 
market  cost  the  company  $900  mil- 
lion last  year;  lately  looking  smarter. 
Donated  more  than  $40  million  to 
NYU,  including  $30  million  to  the 
Tisch  Hospital  and  $7.5  million  for 
the  Tisch  School  of  the  Arts.  Bob 
owns  50%  New  York  Giants.  Members 
since  1982. 
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Philip  Knight 

$3.5  BILLION 

Nike.  Beaverton.  Ore. 
60.  Married.  2  sons 

fust  do  it ?  Nike  shares  aren't,  having 
(alien  4o".>  in  the  past  year  amid  slump- 
mi:  sneaker  sales.  ( lumpany  plans  to  tire 
1,600  workers,  or  6.6%  of  its  work 
force,  to  help  cut  costs.  Alter  incessant 
whining  by  human  rights  groups  and 
members  of  Congress,  Knight  agreed 
to  put  an  end  to  hiring  children  in 
Nike's  Asian  factories.  Old  nemesis  )im 
lannard  of  sunglasses  maker  Oakley  en 
tering  the  athletic  shoe  market  with 
ow  n  sneaker  line.  University  of  Oregon 
track  star.  At  Stanford  Business  School 
wrote  paper  on  importing  Asian-made 
sneakers.  After  graduation  started  do- 
ing just  that,  hawking  Japanese  madci 
athletic  shoes  out  of  his  car  in  1964* 
with  former  track  coach.  Introduce 
"wattle  iron"  shoe  sole  and  distinepve 
Nike  logo.  Focused  on  image  as  i^ll  as 
footwear,  fueled  by  in  your  fajc  "Just 
Do  It"  .\i\  campaign  .\ni\  stabif  of  high- 
profile  endorsements.  Softening  image 
with  new  "I  Can"  slogan.  Member 
since  1982. 
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Frances 
Koshland  Geballe 

$820   MILLION 
Inheritance.  San  Francisco. 

77.  Married,  7  children 

Josephine  Haas 

$820   MILLION 

Inheritance.  San  Francisco. 
84.  Divorced,  3  children 

Evelyn  Haas 

$810   MILLION 
Inheritance.  San  Francisco. 
81.  Widowed,  3  children 

Robert  Haas 

$780   MILLION 

Inheritance.  San  Francisco. 
56.  Married,  1  child 

Daniel  Koshland  Jr. 

$560   MILLION 

Inheritance.  San  Francisco. 

78.  Married,  5  children 


Margaret  Haas 

$540   MILLION 

Inheritance.  San  Francisco. 
43.  Divorced,  1  child 

World's  largest  jeansmaker  last  year 
fired  more  than  6,000  workers — 34% 
of  its  North  American  work  force — as 
designers  and  discounters  like 
Tommy  Hilfiger  and  JC  Penney  stole 
market  share.  Company  to  pay  $200 
million  in  severance.  Sales  and  market 
share  down  last  year  as  company  slow 
to  catch  on  to  tastes  of  youth  market. 
Trying  to  stage  comeback:  beefing 
up  marketing,  design  operations. 
Company  founded  125  years  ago  by 
Bavarian  immigrant  Levi  Strauss  and 
his  tailor.  Left  business  to  nephews. 
Family  LBO'd  company  in  April 
1996  (second  time  in  its  history), 
spending  $4.3  billion  to  buy  in  one- 
third  of  its  shares.  Deal  engineered 
by  Robert  D.  Haas,  great-great- 
grandnephew  of  Strauss.  Most  of 
heirs  banded  together  to  put  up  $1 


billion  for  the  buyout.  Family  of 
Rhoda  Haas  Goldman  (see)  opted  to 
cash  out  shares  worth  some  $1.3  bil- 
lion.'Members  since  1991. 

Ray  Lee  Hunt 

$2.1   BILLION 

Inheritance,  oil,  real  estate.  Dallas. 
55.  Married,  5  children 

Eldest  child  of  Ruth  Ray  Hunt  and 
Texas  oil  magnate  H.L.  Hunt.  Ray,  3 
younger  sisters  inherited  most  of 
Hunt  Oil  Co.  upon  H.L.'s  death  in 
1974.  Aggressive  wildcatter  Ray 
scored  big,  while  half-siblings,  led  by 
Bunker  Hunt,  went  bust  in  silver 
speculation.  Plans  for  $5  billion  proj- 
ect to  export  more  than  10  trillion 
cubic  feet  liquefied  natural  gas  from 
Yemen  stalled  due  to  Asia  market 
woes.  Member  since  1982. 

Robert  Rowling 

$2.1   BILLION 

Omni  Hotels.  Oil  &  gas,  banking. 

Dallas. 

45.  Married,  2  sons 

Second  son  of  oil  wildcatter  Reese 
Mcintosh  Rowling.  Corporate  lawyer 
got  bored  sitting  behind  desk,  joined 
Dad's  Tana  Oil  &  Gas  1979.  "I  want- 
ed to  be  the  one  taking  the  risks  and 
reaping  the  rewards."  Did  plenty  of 
both:  sold  production  facilities,  min- 
eral reserves  to  Texaco  for  $468  mil- 
lion; reinvested  in  banks,  hotels. 
Purchased  Omni  chain  for  $500  mil- 
lion 1996;  27  hotels  now  worth  over 
$1  billion.  Last  year  sold  Tico  Pipeline 
Co.  to  Pacific  Gas  &  Electric,  now 
largest  shareholder,  stake  worth  over 
$400  million.  Evangelical  Christian, 
gives  to  drug  rehab  centers,  metro 
ministries,  Salvation  Army. 

"Everything  I  own,  really,  God 
owns."  Member  since  1997. 

Jerry  Perenchio 

$2.1   BILLION 

Television.  Bel  Air,  Calif. 

67.  Twice  divorced,  3  children 

Winemaker's  son  got  start  booking 
bands,  catering  frat  parties. 
Founded  talent  agency  (Liz  Taylor, 
Marlon  Brando),  promoted  Ali- 
Frazier  fight.  Joined  with  Norman 
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s  rare  as  a  total  lunar  eclipse. 
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Lear  (All  in  the  Family) 
1974;  sold  programming  interests 
to  Coca-Cola  1985  for  $485  mil- 
lion. Bought  Univision  from 
Hallmark  1992  with  Mexican, 
Venezuelan  partners  who  wanted  in 
on  U.S.  television  market.  Faced 
complex  ownership  restrictions; 
Perenchio  paved  the  way.  Univision 
now  boasts  21  television  stations. 
Invested  estimated  $70  million 
stake,  now  worth  $1.3  billion. 
Member  since  1985. 

John  R.  Simplot 

$2   BILLION 
See  page  269. 

George  Lucas 

$2   BILLION 

Star  Wars.  San  Rafael,  Calif. 
54.  Single,  1  child 

Self-imposed  Hollywood  exile 
putting  the  final  touches  on  the  next 
installment  of  Star  Wars.  Fantasy  flick 
due  in  theaters  next  summer. 
Recognized  early  by  director  Francis 
Ford  Coppola,  turned  student  film 
into  futuristic  police -state  thriller. 
Later:  American  Graffiti,  Indiana 
Jones.  Tapped  popular  vein  with  Star 
Wars  trilogy:  bad  guy  Darth  Vader 
now  a  Halloween  and  lunch  box 
staple.  Fled  Hollywood,  set  up 
special  effects  studio  Industrial  Light 
&  Magic.  Now  leading  effects  house 
for  filmmakers.  First  appeared  on 
list  1982. 

Gordon  Getty 

$2   BILLION 

Inheritance.  San  Francisco. 
62.  Married,  4  sons 

Son  of  oil  baron  J.  Paul  Getty  Sr. 
(d.  1976).  Joined  family  business  but 
realized  music  his  passion.  Attended 
San  Francisco  Conservatory  of  Music. 
Remained  40%  owner  of  Getty  Oil; 
sold  it  to  Texaco  for  $10  billion  in 
1980s  at  height  oil  prices.  Active  com- 
poser, big  supporter  of  LA.  Opera, 
LA.  Philharmonic  via  Ann  and 
Gordon  Getty  Foundation.  Last 
December  J.  Paul  Getty  Trust  opened 
the  Getty  Center,  $1  billion  arts  facili- 
ty in  Los  Angeles.  Member  since  1982. 


Michael  Bloomberg 

$2   BILLION 

See  page  294. 

David  Duffield 

$1.9   BILLION 

PeopleSoft.  Danville,  Calif. 

58.  Divorced,  remarried;  5  children 

Cofounded  PeopleSoft  in  1987  with 
about  $2  million  in  seed  money. 
IPO  in  1992.  By  1996  nearly  $500 
million  in  sales.  Today  country's 
largest  provider  of  human  resources 
application  software.  Also  big  in 
financial  services  and  manufacturing 
software.  Former  bass  player  in  col- 
lege bands,  still  jams  with  company 
music  outfit  Raving  Daves.  Plans  to 
leave  much  of  his  fortune  to  animal 
welfare  organizations  in  memory  of 
Maddie,  his  schnauzer,  who  died 
last  year.  Family  foundation  already 
allocated  more  than  $130  million  to 
animal  welfare  groups.  Member 
since  1995. 


Wayne  Huizenga 

$1.8   BILLION 

Entrepreneur.  Fort  Lauderdale. 
59.  Divorced,  remarried;  4  children 

College  dropout  who  built  3  bil- 
lion-dollar companies  mostly 
through  acquisitions.  Started  Waste 
Management  with  one  garbage 
truck  in  Fort  Lauderdale.  Cobbled 
together  hundreds  of  trash-hauling 
outfits  1970s.  Ditched  garbage 
1984,  bought  19-store  video  rental 
chain  Blockbuster.  Built  into  indus- 
try giant  before  selling  to  Viacom 
for  $8.4  billion  1994.  Next  project: 
car  dealerships.  In  July  his  Republic 
Industries  spun  out  a  stake  in  the 
solid  waste  division  to  the  public, 
raising  $1.4  billion;  plans  to  funnel 
proceeds  back  into  car  dealership 
business.  Although  now  nation's 
largest  car  dealer,  investors  still 
skeptical  about  long-term  pros- 
pects; shares  down  52%  from  their 
52-week  high.  Major  sports  buff. 
Owns:   football's  Miami  Dolphins, 
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publicly  traded  Florida 
Panthers  hockey  team.  Now  shop- 
ping his  Florida  Marlins  baseball 
team  after  winning  the  World  Series 
last  year,  claiming  to  have  lost  $75 
million  during  his  5-year  ownership 
of  the  team.  Member  since  1991. 

Bernard  Marcus 

$1.8   BILLION 

Home  Depot.  Atlanta. 
69.  Married,  3  children 

Arthur  Blank 

$970   MILLION 

Home  Depot.  Atlanta. 

56.  Divorced,  remarried;  3  children 

Partners    fired    from    now-defunct 


Handy  Dan  Improvement 
Centers  in  1978,  opened  first 
Home  Depot  together  1979.  Went 
public  1981.  Built  chain  of  hangar- 
size  home  improvement  stores  with 
a  broad  range  of  merchandise, 
knowledgeable  staff.  Now  nearly 
700  stores  in  the  U.S.  and  Canada, 
$24  billion  in  annual  sales;  planning 
to  expand  to  1,300  stores  by  2001. 
Beginning  South  American  expan- 
sion, recently  opened  first  store  in 
Chile.  Price  of  stock  doubled  in 
past  year.  Skeptical  Home  Depot 
story  in  Forbes  still  a  framed 
memento  in  Marcus1  bathroom. 
The  duo's  real  success  story  to  be 
published  early  1999.  Members 
since  1992. 


First  and  long 


Leona  Helmsley 

$1.8   BILLION 

Inheritance. 

New  York  City;  Greenwich,  Conn. 
.  78.  Divorced,  widowed;  1  son,  deceased 

With  husband  Harry's  death  in 
1997,  Leona  wasted  little  time 
shopping  her  real  estate  empire  in 
hot  sellers'  market.  The  "Queen  of 
Mean,"  a  former  Chesterfield  Girl, 
has  already  disposed  of  $1  billion  of 
her  holdings,  including  office  space 
in  Chicago  and  Manhattan's  Graybar 
building.  Beloved  hotels,  like 
Manhattan's  Helmsley  Hotel,  report- 
edly up  for  grabs.  Phoenix  mountain- 
top  retreat  also  on  the  block.  Buried 
the  hatchet  with  old  business  part- 


Forbes  400  member  Al  Lerner  finished  first  in  the 
bidding  for  pro  football's  Cleveland  Browns,  an 
"expansion"  team  that  will  play  its  first  game  in 
1999.  Lerner,  who  owned  a  piece  of  the  original 
Browns,  had  some  worthy  adversaries:  billionaire  Chuck 
Dolan  and  real  estate  mogul  Howard  Milstein.  Price: 
$530  million. 

The  league's  last  2  expansion  teams  were  snapped 
up  4  seasons  ago  for  just  $140  million  each.  Why  the 
premium  for  the  Browns?  A  new  taxpayer-financed  sta- 
dium, lunatic  fans  ecstatic  to  have  their  beloved 
Browns  back  (the  last  squad  bolted  to  Baltimore 
around  3  years  ago),  and  estimated  cash  flow  of  $30 
million  (before  debt  servicing),  which  puts  it  among 
the  league's  top  3  teams. 

This  summer  billionaire  Red  McCombs  took  the  field 
with  a  $260  million  purchase  of  the  Minnesota  Vikings. 
Why  the  cheaper  price?  The  Vikes  play  in  the  Metro- 
dome,  an  old  facility  that  offers  little  in  terms  of  revenue. 
Local  taxpayers  have  so  far  balked  at  funding  a  new  stadi- 
um. And  with  anticipated  cash  flow  of  just  $10  million, 
McCombs'  team  can  barely  afford  signing  bonuses. 

While  the  Browns  deal  received  all  the  hype,  Mc- 
Combs' deal  looks  every  bit  the  value  play.  Marc  Ganis, 
president  of  Sportscorp,  a  sports- business  consulting 
firm,  expects  Cleveland's  cash  flow  to  remain  stagnant 
for  years.  But  the  Vikings'  cash  flow  could  go  up  consid- 
erably. Look  for  McCombs  to  cither  exact  major  im- 
provements on  his  lease  from  the  city  of  Minneapolis  or 
move  the  team  to  the  Alamodome  in  his  native  San 
Antonio. 

An  old  truism  on  Wall  Street  holds  that  you  can  do 
better  buying  stocks  that  everyone  hates  than  you  can 
with  those  that  arc  loved.  We  suspect  football  teams  arc- 
no  different .  -MICHAEL  OZANIAN 
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(Mitsubishi  Montero  Sport,  well  equipped  with  3.0L  V6  at  $24,950.  optional  shift-on-the-fly  4WD  a  little  extra. 


MITSUBISHI 
MOTORS 
wake  up  and  drive" 

0 

[  XLS  2WD  shown.  MSRP  $26,970.  Plus  $455  destination/handling  ($575  Alaska).  Excludes  lax,  title,  license,  etc.  Vehicle  availability  may  vary.  Actual  prices  set  by  dealers. 


ners  of  her  husband  after  feuds 
threatened  to  derail  sales.  Brooklyn- 
born  successful  condo  broker,  mar- 
ried Harry  in  1972.  Infamous  for 
line:  "Only  the  little  people  pay 
taxes."  Did  18  months  in  jail  for  tax 
evasion,  as  well  as  $8  million  fines, 
restitution.  Performed  only  1  of 
required  750  hours  of  community 
service.  Member  since  1997. 

William  Morse 
Davidson 

$1.8   BILLION 
Guardian  Industries. 
Bloomfieid  Hills,  Mich. 
75.  Thrice  divorced;  2  children 

Lawyer  who  carved  niche  rescuing 
sinking  businesses  took  over  uncle's 
interest  in  near-bankrupt  Guardian 
Industries,  turned  company  around. 
President  1957;  erased  debt,  devel- 
oped architectural  flat-glass  busi- 
ness. Took  public  1968;  private 
1985  in  $500  million  LBO.  Today 
world's  third-largest  flat-glass 
maker.  Has  given  away  more  than 
$80  million  in  the  1990s,  including 
$30  million  each  to  U.  of  Michigan 
business  school  and  TechnionTsrael 
Institute    of  Technology.    Owner 


of  basketball's  Detroit  Pistons. 
Member  since  1983. 

Ralph  Lauren 

$1.7   BILLION 

Fashion.  New  York  City. 
59.  Married,  3  children 

Polo  stock  up  20%  one  year  after 
IPO.  Ralph's  reward:  more  than  $5 
million  in  salary  and  bonus;  pocket 
change  to  fashion  industry  giant.  Son 
of  Russian  immigrant  mural  painter. 
CCNY  dropout,  but  nattiest  kid  in 
the  Bronx.  Became  Brooks  Brothers 
clerk;  necktie  salesman.  Started 
designing  his  own.  Founded  Polo 
1967  with  $50,000.  Brilliant  mar- 
keter now  attaching  name  to  fra- 
grance, linen,  house  paint,  etc. 
Launching  new  women's  wear  line. 
Donated  $  1 3  million  to  Smithsonian 
for  restoration  of  Star  Spangled 
Banner.  Member  since  1986. 

#v    Donald  Sturm 

$1.7   BILLION 

Telecommunications.  Denver. 

66.  Divorced,  remarried;  4  children 

Longtime  lieutenant  at  Omaha  con- 
struction company  Peter  Kicwit  Sons', 


million    to 


left  company  after  almost 
30  years  in  1991  to  go  it 
alone.  Parlayed  owner- 
ship in  Peter  Kiewit  into 
stakes  in  telecommunica- 
tions upstarts  WorldCom 
and  Level  3  worth  total 
$1.3  billion.  Brooklyn- 
born  son  of  Austrian 
waiter.  Product  of  free 
education:  scholarship 
and  GI  bill.  Became  IRS 
lawyer  after  NYU  law 
degree.  Hitched  on  with 
Peter  Kiewit  1963  as  tax 
attorney.  Figured  way  to 
turn  $35  million  tax  bill 
into  $5  million  refund. 
Worked  up  ranks.  Left, 
became  telecommunica- 
tions "angel"  investor. 
Now  looking  for  next 
big  fiber  optic  score  in 
Europe,  U.S.  Also  owns 
real  estate,  string  of  local 
community  banks  in 
western  U.S.  Gave  $15 
U.    Denver.    "I  consider 


myself  the  luckiest  guy  alive." 

Julian  Robertson  Jr. 

$1.7   BILLION 

Hedge  funds.  New  York  City. 

65.  Married,  3  children 

1997  a  good  year  for  investors,  spec- 
tacular year  for  Robertson:  his  Tiger 
Fund  up  68%  for  the  year.  Likes  the 
returns,  no  doubt  likes  the  revenge 
better:  1996  Business  Week  cover 
story  predicted  "Fall  of  the  Wizard." 
North  Carolina  native  got  start  at 
Kidder,  Peabody  age  25.  At  42  head- 
ed Kidder's  money  management  sub- 
sidiary. Felt  constrained,  moved  fami- 
ly to  New  Zealand  to  write  book. 
Scrapped  writing,  moved  back  to  U.S. 
year  later.  Raised  $8.8  billion  to  start 
Tiger,  named  after  Robertson's 
moniker  for  people  he  likes.  His  Tiger 
Management  Co.  now  $22  billion 
assets  under  management,  surpassing 
George  Soros  as  biggest  hedge  fund 
manager  in  the  world.  Investment 
method:  hears  a  story,  analyzes, 
makes  up  mind,  buys  aggressively. 
Friend:  "He  goes  after  ideas  the  way  a 
largemouth  bass  strikes  a  lure." 
Member  since  1997. 
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The  turning  point  in  time. 
Reverso. 


reverso.  avant- 
garde  since  1931. 
When  what  you're 
doing  is  more 
important  than  how 
long  it  takes.  the 
Reverso  is  the  only 
watch  that  lets  you 
dismiss  time.  a  nudge, 
the  case  turns.  and 
time  makes  an 
elegant  exit.  in  its 
place.  your  own 

MONO- 
cram,  engraved  on 
polished  gold  or 
steel.  High  art.  in  the 
continuous 
refinement  of  an 
original  Art  Deco 
style.  gen-erously 
displayed  in 
a  Grande  Taille  size. 
High  craftsmanship. 
in  the  dependable 
beat  of  the  mechani- 
cal movement  and 
the  smooth  action  of 
the  swivel  case. 
Crafted  with 
dedication  by  the 

MASTER 

watchmakers  of 
Jaeger-leCoultre 
for  those  who  don't 
need  the  time.  all 

THE  TIME. 


the  patent  for  the 
reverso  case  was  regis- 
tered in  switzerland 
on  February  16. 1932. 
Only  Jaeger-leCoultre 
can  master  the 
complex  mechanism. 


<Jaeger-leCoultre> 


FOR  YOUR  FREE  COPY  OF  THE  MANUFACTURE'S  BOOK  OF  TIMEPIECES  CONTACT 

Jaeger-leCoultre.  P.O.  Box  1608,  Winchester.  VA  22604.  tel.  (800)  JLC-Time.  www.mjlc.com. 


*J._ 


Samuel  LeFrak 
and  family 

$1.7   BILLION 

Real  estate.  New  York  City. 
80.  Married,  4  children 

Joined  father's  construction  outfit  af- 
ter graduation  from  University  of 
Maryland  in  1940.  Became  big  owner 
of  New  York  City  apartment  rentals 
by  targeting  middle-income  families. 
"I  like  to  serve  the  mass,  not  the 
class."  Built  major  residential  devel- 
opments in  Queens  (Lefrak  City)  and 
Manhattan's  Battery  Park  (Gateway 
Plaza).  Likes  to  eliminate  the  middle- 
man: he  bought  a  forest  for  lumber; 
made  his  own  bricks  ami  concrete. 
Now  constructing  $10  billion  New- 
port complex  across  the  Hudson  Riv- 
er in  New  Jersey:  will  include  3,000 
apartments,  mall,  marina  and  hotel. 
Member  since  1982. 


Curt  Carlson 

$1.7   BILLION 

Trading  stamps,  hotels,  travel. 

Long  Lake,  Minn. 

84.  Married,  2  daughters 

Lifelong  entrepreneur  turned  over 
day-to-day  control  of  empire  this  year 
to  59-year-old  daughter,  Marilyn  Nel- 
son. Curt,  a  former  P&G  soap  sales- 
man, invested  S50  to  start  Gold  Bond 
Trading  Stamps  1938,  precursor  to 
frequent-flier,  other  customer  loyalty 
programs.  "The  minute  I  was  out  on 
my  own,  I  knew  I'd  found  my  own  ele- 
ment." Expanded:  Radisson  Hotels; 
Country  Inns  &  Suites;  T.G.I.  Fri- 
day's; Carlson  Marketing  Group;  Carl- 
son Wagonlit  Travel.  Big  donor  to  U. 
of  Minnesota,  name  on  business 
school.  Also  on  company  headquar- 
ters: first-floor  museum  contains  video 
biography  narrated  by  Walter  Cronkite 


and  a  life-size  statue  of  Carlson,  hand 
outstretched.  Member  since  1982. 

Chuck  Dolan 

$1.7   BILLION 

Cable  TV.  Oyster  Bay,  N.Y. 

72.  Married,  6  children 

With  cable  companies  hot,  Dolan's  fast 
turning  Cablevision  into  a  distribution 
and  entertainment  giant.  In  the  past 
year  acquired  sports  (Madison  Square 
Garden,  New  York's  basketball  Knicks, 
hockey  Rangers)  stage  and  screen 
(Clearview  Cinema  Group,  Radio  City 
Music  Hall),  consumer  electronics 
(Nobody  Beats  The  Wiz).  Partnering 
with  At  Home  to  offer  high-speed  In- 
ternet service  to  Cablevision's  3.4  mil- 
lion cable  subscribers.  Cleveland  na- 
tive, now  trying  to  win  rights  for  city's 
new  Browns  football  franchise.  Son 
James  Cablevision  CEO  since  1995. 
Member  since  1986. 

Michel  Fribourg 

$1.7   BILLION 

Continental  Grain  Co. 

New  York  City. 

85.  Widowed,  remarried;  5  children 

In  1996  Fribourg  and  family  doubled 
their  net  worth  by  taking  public  Conti- 
Financial  Corp.  Stock  down  52%  this 
year.  Tough  times  for  family's  grain  trad- 
ing company,  too:  under  son,  Paul,  Con- 
tinental Grain's  revenues  down  more 
than  6%.  Six  generations  have  traded 
grain,  beginning  with  Michel's  great- 
great-grandfather  in  Belgium  1813. 
Michel  emigrated  during  WWII,  be- 
came intelligence  agent  U.S.  Army.  Left 
service  to  run  family  business  after  fa- 
ther's death  1944.  Member  since  1982. 

Leonard  Stern 

$1.7   BILLION 

New  York  City. 

60.  Divorced,  remarried;  3  children 

Young  Leonard  took  over  Hartz  Moun- 
tain pet  supplies  company  started  by 
German  immigrant  father  in  1959. 
Added  real  estate,  publishing.  Today 
owns  more  than  30  million  square  feet 
of  commercial  space  in  New  Jersey.  Also 
hip  NYC  boutique  hotel,  the  SoHo 
Grand  (provides  pet  fish  for  guest 
rooms).  Bought  Village  Voice  and  other 
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BOSS 

HUGO       BOSS 


BOSS  Hugo  Boss  SHOPS 

Bal  Harbour,  Beverly  Hills,  Century  City, 
Costa  Mesa,  Dallas,  King  of  Prussia, 
Las  Vegas,  Short  Hills,  Washington,  DC 

Opening  Fall   1998 
Atlanta,  Scottsdale,  Troy, 
Tysons  Galleria 


BOSS  Hugo  Boss  SHOP-IN-SHOPS 

Bloommgdale's,  NYC;  Cedrics,  Minneapolis 
Garys,  Newport  Beach;  Macy's,  NYC 
Macy's,  San  Francisco;  Mario's,  Seattle 
Saks  Fifth  Avenue,  NYC 

(800)  HUGO  BOSS 


alternative  weeklies  for  $120 
million.  Started  giving  away  the  Voice  for 
free:  "All  paid  newspapers  stagnate." 
Expanding  holdings  with  alternative 
weeklies  in  Seattle,  Los  Angeles.  With 
values  soaring,  says  real  estate  business  is 
"run"  again.  On  current  crop  of  young 
real  estate  moguls:  "They  can  sign  big 
checks.  Do  they  have  big  judgment? 
We'll  find  out."  Fixture  on  NYC  social 
circuit  with  wife  Allison,  a  former  mod- 
el. Ponied  up  $30  million  in  1988  to  get 
name  on  New  York  Univer- 
sity's business  school.  Ced- 
ing some  control  to  two 
sons  and  daughter  who 
work  in  the  business.  "It's 
my  time  to  play."  Member 
since  1982. 


Barbara 
Johnson 


$1.7   BILLION 
Inheritance.  Princeton,  N.J. 
61.  Widowed 

In  June  opened  the  Tour- 
nament Players  Club  on  the 
estate  of  her  $15  million 
mansion  in  Princeton,  New 
Jersey.  The  extravagant  18- 
hole  golf  course  sprawls 
over  235  acres.  Third  wife 
of  John  Seward  Johnson 
(d.  1983),  son  of  Johnson 
&  Johnson  founder.  Pol- 
ish-born; immigrated  to 
U.S.  in  1968.  "Basia"  be- 
came chambermaid  on 
Johnson  estate;  married 
J.S.  3  years  later  (8  days  af- 
ter his  divorce).  He  was  76; 
she,  34.  Contested  late  hus- 
band's will,  resulting  in 
ugly  courtroom  battle  with 
children  from  his  first  marriage.  Scored 
substantial  Johnson  &  Johnson  stock  in 
settlement.  Member  since  1986. 

Leslie  Wexner 

$1.6   BILLION 

The  Limited. 
New  Albany,  Ohio. 
61.  Married,  4  children 

After  a  long  slump  the  Limited  stock  fi- 
nally rebounded  thanks  to  successful 
spinoffs  of  Intimate  Brands  (Victoria's 
Secret)  and  Abercrombie  &  Fitch  divi- 


sions. Wexner  made  the 
most  of  it:  sold  8  million  shares  worth 
$240  million.  Ohio  State  law  school 
dropout,  started  women's  sportswear 
store  1963  with  $5,000  loan  from  aunt. 
Limited  now  $9.2  billion  (fiscal  1997 
revenues)  and  more  than  5,600  stores 
strong.  Decided  to  live  fuller  life  after 
brush  with  death  on  Vail  Mountain  in 
1981.  Married  for  first  time  1993,  age 
55.  Last  year  bought  312-foot  yacht 
named  the  Limitless.  With  partners, 


down  $1  billion  Zell/Chilmark  fund, 
personally  netting  $350  million  on 
$50  million  investment.  Son  of  Polish 
immigrants,  Zell  sold  Playboy  in  grade 
school  for  200%  profit.  With  U.  of 
Michigan  frat  brother  Robert  Lurie  (d. 
1990)  saw  inflation,  bought  ailing 
Sunbelt,  Midwest  real  estate  1970s. 
Rehabbed,  sold  for  big  gains.  Applied 
same  principal  to  companies,  notably 
Itel.  Hates  ties,  throws  big  birthday 
parties.  Claims  not  to  know  his  net 


now  building  $1.5  billion  mall  in 
Columbus,  Ohio.  Active  in  Jewish 
causes,  the  arts.  Member  since  1982. 

Sam  Zell 

$1.6   BILLION 

Real  estate,  investments.  Chicago. 
57.  Divorced,  3  children 

Cheap  deals  long  gone  for  famed  bot- 
tom fisher,  but  /ell's  still  adding  $4 
billion  worth  of  properties  each  year. 
last  year  rolled  out  fourth  real  estate 
company,    Capital    Trust.    Shutting 


worth:  "You  guys  think  we  sit  there  all 
day  with  a  calculator  thinking  'Oh  my 
god,  we  just  made  another  dollar!'  We 
don't  do  that."  Member  since  1986. 

Steven  Spielberg 

$1.6   BILLION 

Movies.  Palisades,  Calif. 

50.  Divorced,  remarried;  7  children 

Spielberg's  latest  film,  Saving  Private 
Ryan,  another  triumph.  Critics  say 
die  World  War  II  flick  contains  some 
of  the  most  powerful  imagery  ever 
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You  Have  Our  Attention. 

No  matter  which  corner  office  of  the  world  you're  in 


Royal  & 


a1  S.  SunAlliance.  Charlotte  NC  28273  ■  www.royalsunalliance.com 
■ember  of  the  worldwide  Royal  &  Sun  Alliance  Insurance  Group  pic 


SUNALLIANCE 


Providing  commercial  property  and  casualty. 
personal  and  specialty  insurance  coverages 


No  bull:  his  company  owns 


By  The 


Lowry  Mays 

$1.5  BILLION 

Radio.  San  Antonio. 
62.  Married,  4  children 
Harvard  M.B.A.  who  "had  no  intention  of  getting  into 
the  broadcast  business."  Did  just  that  with  fellow  Texan 
Red  McCombs  (see).  Started  Clear  Channel  Communi 
cations  1972.  Bought  distressed  radio  stations  in  midsize 
markets.  Goosed  ratings  through  heavy  promotion:  bill- 
boards, on-air  contests,  giveaways,    look  public  19X4. 


Explosive  growth  ever  since:  stock  up  190%  in  past  18 
months.  Clear  Channel  now  18  television  stations,  over 
200  radio  stations  in  the  U.S.;  operates  dozens  more 
abroad.  World's  largest  outdoor  advertising  company. 
Three  children  active  in  business,  but  no  plans  to  step 
aside:  "I'm  still  at  mv  workstation."  Member  since  1996. 
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^■1998  Robert  Bosch  Corporation.  For  more  information  1-800-866-2022. 
'Based  on  premium  domestic  models  available  April  1,  1997. 


To  most  dishwashers 
it's  a  monkey  wrench. 


It's  an  odd-shaped  glass.  Tall  and  slender.  You 
might  even  call  it  awkward.  And  if  it  weren't  for  the 
engineers  at  Bosch,  the  only  way  to  wash  it  would 
be  with  a  sink  full  of  soapy  water  and  a  dish  cloth. 
Fortunately,  like  all  of  our  products,  Bosch  dish- 
washers are  engineered  to  be  different.  Not  only  are 
they  quieter*  and  use  less  water,*  they're  also 
designed  to  allow  tall  plates  and  glasses  to  fit  easily 
inside  the  top  rack.  Something  other  dishwashers 
just  can't  seem  to  do.  It's  one  more  example  of  the 
way  Bosch  engineers  can  take  a  common  problem 
and  turn  it  into  something  truly  innovative.  Like, 
say,  a  nice  clean  drinking  glass. 

We  bring  innovation 


BOSCH 


put  to  film.  Just  another  hit  in  a  ca- 
reer of  blockbusters.  Lifelong 
movie  buff;  ran  movie  house  in  par- 
ents' living  room.  Rejected  by  top 
film  schools;  dropped  out  of  Cal 
State  Long  Beach  after  3  years. 
Joined  Universal  as  TV  director, 
then  Jaws  1975.  Produced  or  di- 
rected 7  of  the  20  highest-grossing 
films  of  all  time:  Raiders  of  the  Lost 
Ark,  E.T.,  Jurassic  Park,  Men  in 
Black.  Gambles  by  taking  little  up- 
front salary  for  huge  slice  of  profits, 
but  minimized  risk  with  Dream- 
Works SKG:  Put  up  only  S33  mil- 
lion for  22%  of  upstart  studio.  First 
appeared  on  list  1987. 

Randolph  A.  Hearst 

$1.6   BILLION 

Media.  New  York  City. 

82.  Twice  divorced,  remarried; 

5  daughters 


William  Randolph 
Hearst  III 

$900   MILLION 

Media.  San  Francisco. 
49.  Married,  3  children 

Austin  Hearst 

$800   MILLION 

Media.  New  York  City. 
46.  Married,  1  child 

George  Randolph 
Hearst  Jr. 

$800   MILLION 

Media.  Los  Angeles. 

71.  Widowed,  divorced,  remarried; 

4  children 

Phoebe  Hearst 
Cooke 

$800   MILLION 

Media.  San  Francisco. 

71.  Divorced,  remarried;  1  daughter 


Millicent  V. 
Boudjakdji 

Media.  Los  Angeles. 
58.  Married,  3  children 

David  Hearst  Jr. 

$800   MILLION 

Media.  Los  Angeles. 
53.  Single 

One  son,  6  grandchildren  of  William 
Randolph  Hearst  (d.  1951),  media  ty- 
coon who  built  nation's  largest  newspa- 
per chain,  inspired  Orson  Welles'  Citi- 
zen Kane.  Long-private  family  fortune 
took  tele\ision  arm  public  last  year  in 
merger  with  Argyle  Television;  agreed 
to  buy  Pulitzer  Publishing  for  SI. 8  bil- 
lion deal  in  May.  Hearst  Corp.  still  a 
publishing  powerhouse:  16  magazines 
(Harper's Bazaar,  Cosmopolitan,  Marie 
Claire),  12  dailies  (San  Francisco  Ex- 
amincr),  stakes  in  cable  programming 
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and  good  buy. 


Fonatur,  The  National  Trust  Fund  for 
Tourism  Developement",  has  the 
honor  of  inviting  you  on  a  great  deal 
and  become  a  member  of  a  selected 
group  of  investors  who  have  already 
bought  real  success  on:  Bahias  de 
Huatulco,  Cancun,  Los  Cabos,  Ixtapa 


and  Loreto,  world  famous  for  its 

beaches  and  its  rapid  growth  and 

development. 

To  assure  your  investment  is  a 

guaranteed  success,  lean  on  the  only 

.associate  that  gives  you  the  support 

and  the  consulting  that  you  need. 


Main  office. 

Tels:  (525)  448  4243  and  448  4308  Fax:  (525)  448  4343 
http://www.fonatur.com.mx         webmaster@fonatur.com. mx 


FONATUR 

Serious  business 

McyifA 


(ESPN,  Lifetime).  Jointly 
publishes  SmartMoney  (with  Dow 
Jones),  ESPN:  The  Magazine  (Disney). 
Randolph  Hearst  stepped  down  as 
company  chairman  1996  after  23  years, 
replaced  by  nephew  George.  William 
III  left  print  for  Silicon  Valley:  partner  in 
tech  venture  capital  firm  Kleiner, 
Perkins;  on  boards  of  At  Home, 
Com21,  Viewpoint  DataLabs.  Mem- 
bers since  1982. 

Donald  Hall 

$1.6   BILLION 

Hallmark  Cards.  Mission  Hills,  Kans. 
70.  Married,  3  children 

Barbara  Hall 
Marshall 

$800   MILLION 

Hallmark  Cards.  Kansas  City,  Mo. 
74.  Widowed,  3  children 

Elizabeth  Ann  Reid 

$800   MILLION 

Hallmark  Cards.  Fort  Worth. 
76.  Divorced,  5  children. 

Siblings.  Mother,  Joyce  Hall,  founded 
Hallmark  Cards  1906,  age  15,  by  sell- 
ing postcards.  Became  household 
name  after  advertising  blitz  in  1920s. 
Beat  WWII  paper  rationing  by  con- 
vincing government  its  cards  were  es- 
sential for  national  morale.  Donald  be- 
came CEO  1966,  resigned  1986;  now 
chairman.  Continued  tradition  of  cre- 
ating "Hallmark  Holidays."  Recent 
program:  "Christmas  in  July."  With 
sales  growth  slowing  and  rival  Ameri- 
can Greetings  muscling  in,  Hallmark  is 
moving  abroad.  Plans  to  acquire  Eu- 
rope's largest  producer  of  greeting 
cards,  U.K.-based  Creative  Publishing, 
Pic.  for  $310  million.  Sisters  not  in- 
volved in  business.  Members  since 
1982. 

&  Jeffrey  P. 
Bezos 

$1.6   BILLION 

Amazon.com.  Seattle. 
34.  Married 

Raised  in  Texas,  worked  summers  on 
ranch  repairing  Caterpillar  tractors. 
After  Princeton  got  job  as  back  office 
geek  at  secretive  hedge  fund  operator 
D.E.  Shaw  &  Co.  Quit  in  1994  to  sell 


something  on  the  Net. 
What?  Clothes?  No.  Office  supplies? 
No.  Books — because  there  are  too 
many  titles  to  fit  in  a  bricks-and-mor- 
tar  store.  Why  Seattle?  Pool  of  tech- 
nical talent;  Ingram  book  warehouse 
not  too  far  away  in  Oregon;  popula- 
tion of  Washington  not  too  large, 
hence  limited  sales  tax  liability  for 
mail-order  vendor.  "Earth's  Biggest 
Bookstore"  has  never  made  a  penny, 
but  in  market  cap  beats  Barnes  & 
Noble  and  Borders  combined.  Ex- 
panded into  music  CDs  and  will  soon 
add  videos.  Frugality  fetish:  Uses 
desk  he  made  from  old  door;  still 
lives  in  rented  apartment.  Tells  em- 
ployees to  ignore  Wall  Street,  but  set 
aside  9  million  shares  for  stock 
awards.  Will  late  summer  stock  crash 
discourage  them?  "It's  not  like  we'll 
just  go  away." 


Charles  Johnson 

$1.6   BILLION 

Mutual  funds.  Hillsborough,  Calif. 
65.  Married,  6  children 

Rupert  Johnson  Jr. 

$1.2   BILLION 

Mutual  funds.  Hillsborough,  Calif. 
58.  Married 

Half-brothers.  After  climbing  48% 
during  last  12  months,  Franklin  Re- 
sources stock  recently  back  down  to 
earth.  Possible  reason:  company's  star 
fund  manager  Michael  Price  (see)  stops 
working  full  time  in  November.  Firm 
founded  in  1947  as  Franklin  Distribu- 
tors, Inc.  by  Rupert  Jolinson  Sr. 
Charles  took  over  fund  management 
company  with  $2  million  assets  1957; 
now  nation's  fifth-largest  mutual  fund 
company  with  $236  billion  under 
management.  Charles:  Yale  graduate, 
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A  suit  that  meets 
our  highest  standards 
and  confirms  your 
own  personal  style. 

At  Paul  Stuart,  we 
believe  clothing  should 
reflect  the  integrity  and 
intelligence  of  the  wearer. 
Superior  craftsmanship 
and  unsurpassed  quality 
are  always  evident 
in  each  of  our 
exclusive  designs. 
or  instance,  this 
distinguished  double- 
breasted  grey  flannel 
suit  with  bead  stripes. 
Impeccably  tailored  in 
Canada  from  the  finest 
120's  English  wool  and 
cashmere,  it  perfectly 
exemplifies  our  unique 
interpretation  of  classic 
sartorial  refinement. 
Which  is  why  it  makes 
the  perfect  presentation 
for  this  savvy 
President  and  CEO 
of  a  prominent 
commercial  real 
estate  firm. 


^    f^ 


\ 


t, 


I  \\CI  I  SiCKXl  t 


Madison  &  45th  New  York 
212/682  0320 

875  N  Michigan  Ave.  Chicago 
312/640  2650 
800/  678  8278 

To  receive  a  copy 
of  our  Fall  Catalogue 
call  800/361  5446 
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remains  president.  Rupert:  Washing- 
ton &  Lee  grad,  ex-marine,  now  exec- 
utive VP  and  chief  investment  officer. 
Members  since  1992. 

Richard  DeVos 

$1.5   BILLION 

Amway  Corp.  Ada,  Mich. 
72.  Married,  4  children 

Jay  Van  Andel 

$1.4   BILLION 

Amway  Corp.  Ada,  Mich. 
74.  Married,  4  children 

High  school  buddies  who  started 
drive-in  restaurant  after  WWII;  joined 
direct  sales  firm  Nutrilite.  Started  own 
company  decade  later.  First  product: 
biodegradable  soap.  Now  one  of 
world's  largest  direct  selling  opera- 
tions in  more  than  80  countries,  Japa- 
nese, Asia-Pacific  divisions  public.  This 


year  expanded  money  management 
with  stock  fund  Amway  Mutual.  Presi- 
dency turned  over  to  DeVos'  son  Dick 
in  1992.  Partners  now  focus  on  charity: 
Contributed  close  to  SI 50  million  this 
decade  to  education,  Christian  causes; 
Van  Andel  built  Arizona- based  Van 
Andel  Creation  Research  Center  to 
support  Creationism;  DeVos  gave  S14 
million  to  a  Florida  church.  Causes  also 
said  to  be  tied  to  founders'  health:  Van 
Andel  has  Parkinson's  disease;  DeVos 
had  a  stroke,  heart  transplant  in  1997. 
DeVos  owns  basketball's  Orlando 
Magic.  First  appeared  on  list  1982. 

Carl  Pohlad 

$1.5   BILLION 

Banking,  investments. 

Minneapolis. 

83.  Married,  3  children 

College  dropout,  used  car  salesman 


found  calling  when  brother-in- 
law  banker  died.  Carl  stepped 
in  1955,  turned  around  ailing 
bank,  built  banking  empire. 
Holdings  now  include  bottling 
and  distribution  concerns, 
stakes  in  puddle-jumping  air- 
lines. Also  Minnesota  Twins 
baseball  team.  Taxpayers 
wouldn't  pay  for  a  new  stadi- 
um, so  Pohlad  tried  to  move 
team  to  North  Carolina,  but 
voters  there  passed  as  well. 
Now  says  he'll  keep  team  in 
state  for  at  least  two  more 
years;  still  takes  centenarian 
mother  to  games.  Member 
since  1984. 

Dennis 
Washington 

$1.5   BILLION 
Mining,  railroads. 
Missoula,  Mont. 
64.  Married,  2  sons 

Enamored  of  heavy  construc- 
tion equipment  growing  up, 
left  Montana  to  work  on  build- 
ing crews  in  Alaska.  Returned 
to  Montana  1964,  started 
highway  construction  compa- 
ny. Mortgaged  everything  to 
get  bonding  companies  to 
back  projects.  Became  state's 
biggest  contractor.  Diversified 
into  mining,  railroads,  tugboats.  Took 
control  of  bankrupt  construction  out- 
fit Morrison  Knudsen  1996.  Company 
now  buying  nuclear  energy  operations 
from  Wesringhouse  for  $1.2  billion. 
Owns  jumbo  yachts,  British  Columbia 
island  with  golf  course.  Member  since 
1989. 

Fayez  Sarofim 

$1.5   BILLION 

Money  management.  Houston. 
69.  Twice  divorced,  5  children. 
Egyptian-bom,  Harvard  M.B.A.  "The 
Sphinx"  had  early  coup  1960s  landing 
massive  endowment  from  Rice  Uni- 
versity. Invests  in  household -name 
multinationals  he  believes  will  produce 
long-term  growth,  earnings.  Strategy 
occasionally  backfires:  lost  about  $475 
million  1992  when  Philip  Morris  cut 
cigarette  prices.  Assets  under  manage  - 
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ment  now  over  $50  billion. 
Bullish  on  pharmaceutical  companies; 
predicts  Dow  will  touch  30,000  by 
2007:  "The  risk  is  in  not  being  posi- 
tioned for  the  future."  Member  since 
1986. 


Pat  McGovern 

$1.5  BILLION 

See  page  284. 

Stephen  Bechtel  Jr. 

$1.5  BILLION 

Engineering,  construction. 

San  Francisco. 

73.  Married,  5  children 


Riley  Bechtel 


T* 


$1.5  BILLION 

Engineering,  construction. 

San  Francisco. 

46.  Married,  3  children 

Secretive  father- and-son  team  head  up  ■ 
fourth-generation  construction  giant. 
Started  by  Warren  A.  Bechtel,  who 
broke  into  business  laying  railroad 
track  with  a  mule  team  in  the  1890s. 
Warren  settled  in  Oakland  in  1904. 
Long  history  of  big  projects:  Alaska 
pipeline,  Bay  Area  Rapid  Transit  sys- 
tem, Hoover  Dam,  Channel  Tunnel. 
In  1970s  landed  lucrative  contracts 
with  Saudis.  Still  has  big  international 
presence:  oil  clean-  up  in  Kuwait  after 


Gulf  War;  power  plants,  gas  pipelines 
and  mining  in  Latin  America.  Manager 
for  recently  completed  S20  billion 
Hong  Kong  airport.  Former  employ- 
ees: Caspar  Weinberger,  George 
Shultz.  Riley  current  CEO.  Members 
since  1982. 

Herb  Allen  Jr. 

$1.5  BILLION 

Investments.  New  York  City. 
58.  Twice  divorced,  4  children 

Scion  of  legendary  investment  bou- 
tique Allen  &  Co.  Now  nearly  known 
more  for  his  annual  Sun  Valley  retreat 
for  media  bigwigs  than  for  his  investing 


Bill  and  Fred's  not-so-excellent  lawsuit 


After  13  years  of  stalking  his 
brothers  Charles  and  David, 
Bill  Koch  finally  got  his  big 
day  in  court.  In  late  June,  12 
Topeka,  Kans.  jurors  unani- 
mously decided  that  Bill, 
along  with  his  eldest  brother, 
Fred,  and  several  of  their  cousins,  deserved 
not  a  penny  more  than  the  $1.1  billion  they 
got  for  selling  their  shares  of  the  family's 
Koch  Industries  in  1983. 

Despite  all  the  media  hype  about  the 
money,  the  brothers  and  the  feuding,  the  11- 
week  trial  was  a  plain  old  snoozer.  Plaintiff 
lawyers  tried  to  weave  from  the  barest  shreds 
of  evidence  a  shady  conspiracy  whereby 
Charles  and  David  tried  to  shortchange  their 
brothers  by  $340  million  in  1983  dollars. 
The  small-town  jurors  shrugged  it  all  off, 
dazed  by  talk  about  asset  writedowns  and 
reversible  oil  pipelines. 

Only  Bill  was  on  the  edge  of  his  seat.  Eyes 
wide  and  head  thrust  forward,  Bill  relished 
Charles'  discomfort  during  the  cross-exami- 
nation by  barrel-chested  plaintiff  lawyer  Fred 
Bartlit  Jr.  The  rest  of  the  time  he  barely  paid 
attention,  tapping  distractedly  at  his  laptop. 
Is  Bill  going  away  a  defeated  man?  Hardly. 
Next  spring  his  decade-old  whistle  blowing 
will  shift  to  Tulsa,  where  he's  accusing  Koch 
Industries  of  stealing  oil  from  the  federal 
government  and  the  Oklahoma  Osage 
Indian  tribe.  Prior  Investigations  haven't 
turned  up  any  evidence  of  wrongdoing,  but 
there's  no  price  too  high  to  see  his  brothers 
squirm. 


BILL  AND  FRED  (top)  stood  little  chance 
against  CHARLES  AND  DAVID  (bottom). 


It's  a  KOCH  FAMILY  reunion— at  the  courthouse. 
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prowess.  Joined  firm  run  by  father 
Herb  Sr.  (d.  1997)  and  uncle  Charlie 
Allen  (d.  1994)  in  1962  at  age  26. 
Went  long  on  Hollywood  with  6.7% 
purchase  of  Columbia  Pictures  1973. 
Sold  shares  to  Coke  1982;  still  holds 
big  cola  stake.  Major  figure  in  Holly- 
wood finance  ever  since;  adviser  in 
Seagram -MCA  deal  1995.  Firm's 
"merry  dealsters"  now  making  push 
into  tech  stocks.  Holds  major  con 
tempt  for  Wall  Street:  "Over  a  long 
weekend  1  could  teach  my  dog  to  be- 
an investment  banker."  Member 
since  1982. 


Donald  Trump 

$1.5   BILLION 

Real  estate,  casinos.  New  York  City. 
52.  Divorced,  separated;  4  children 
Controls  2  of  Atlantic  City's  bigger  casi- 
nos through  his  publicly  traded  Trump 
Hotels  &:  Casino  Resorts.  But  stock  in 
company  lately  crapping  out:  down  80% 
past  two  years.  The  Donald  still  thing 
high,  thanks  to  NYCs  sizzling  real  es- 
tate marker.  Prime  condos  selling  for 
upwards  of  $  1 ,000  per  square  foot;  tew 
vacancies  in  his  main-  cponymouslv 
named  buildings.  This  year  bought  GM 
building  for  S800  million  with  partner 


Conseco.  Contruction  well  underway 
on  Manhattan's  old  West  Side  rail  yards. 
Unstoppable  salesman,  master  of  hyper- 
bole. Net  worth  was  negative  $900  mil- 
lion 1990,  now  claims  our  estimate  is 
low  by  a  factor  of  3:  "The  number  is 
closer  to  $5  billion."  First  appeared  on 
list  1982. 

Charles  Schwab 

$1.5  BILLION 

See  page  255. 

Lowry  Mays 

$1.5   BILLION 
See  page  240. 

Edward  McVaney 

$1.5  BILLION 

J.D.  Edwards.  Englewood,  Colo. 
57.  Married,  3  children 

Born  Omaha,  dyslexic.  Nebraska  un- 
dergrad,  Rutgers  M.BA.  1966;  CPA. 
Worked  for  Peat,  Marwick,  then  Grant 
Thornton  &  Co.  Left  with  co-workers 
Jack  Thompson  and  Dan  Gregory  (the 
J  and  D  in  the  company's  name)  1977. 
Developed  business  integration  soft- 
ware; expanded  to  accommodate  all 
manufacturing  uses.  Half  their  clients 
now  outside  the  U.S.  Took  company 
public  last  fall.  Member  since  1996. 

Harold  Simmons 

$1.4   BILLION 
Investments.  Dallas. 
67.  Twice  divorced,  remarried; 
4  daughters,  2  stepchildren 

Settled  feud  with  two  of  his  four 
daughters,  who  wanted  to  wrest  con- 
trol of  family  trust,  accusing  him  of 
using  trust  funds  to  make  illegal  cam- 
paign contributions,  buy  jewelry  for 
third  wife.  Received  approximately 
S50  million  each  but  gave  up  any 
claim  on  the  rest  of  Simmons'  wealth. 
Son  of  Texas  schoolteachers.  Found 
work  as  bank  examiner.  Built  drug- 
store chain  with  purchase  of  Dallas 
store  in  1961  for  $5,000.  Sold  to  Jack 
Eckerd  Corp.  for  $50  million  in  1973. 
Made  mark  in  1980s  with  hostile 
takeovers,  greenmail.  Reaped  $89 
million  on  Sea-Land  bid,  $125  mil- 
lion from  GAF.  Unsuccessful  runs  at 
Lockheed  in  1990  and  1991.  Mem- 
ber since  1983. 
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Laurance 
Rockefeller 

$1.4   BILLION 

Inheritance.  New  York  City. 

88.  Widower,  3  daughters,  1  son 

Grandson  of  Standard  Oil  patriarch 
John  D.  Rockefeller.  With  brother 
David  (see),  main  investor  of  his  gener- 
ation. Generated  hefty  returns  on  so- 
phisticated venture  capital  investments 
seeded  from  huge  1934  trust:  Eastern 
Air  Lines  (sold  long  before  liquida- 
tion), McDonnell  Douglas,  Apple 
Computer.  Built  remote,  exclusive 
Rock  Resorts  in  the  Caribbean  and 
Hawaii.  Chaired  Rockefeller  Center 
Inc.  1953-66.  Active  environmental- 
ist: gave  thousands  of  acres,  other  real 
estate,  money  to  national  parks,  re- 
serves, etc.  Introspective:  interested  in 
spiritual  inquiry.  Member  since  1982. 

Richard  Goldman 

$1.4   BILLION 
Inheritance.  San  Francisco. 
78.  Widowed,  3  children 

Widower  of  Rhoda  Haas  Goldman 
(d.  1996),  one  of  estimated  200  heirs  to 
Levi  Strauss  fortune.  In  1996  LBO  of 
Levi  Strauss,  Rhoda  and  family  cashed 
out  of  company  for  estimated  SI.  3  bil- 
lion. Other  family  shares  now  held  in 
15 -year  voting  trust.  Richard  runs  in- 
surance brokerage;  active  in  social  caus- 
es. Couple  set  up  the  Richard  and  Rho- 
da Goldman  Fund  1990.  Awards  grants 
for  emironmental  activism,  achieve- 
ments. Member  since  1996. 

Robert  Naify 

$1.4   BILLION 

Movie  theaters. 
San  Francisco. 

76.  Widowed,  6  children 

Marshall  Naify 

$900   MILLION 

Movie  theaters. 
San  Francisco. 

77.  Divorced,  3  children 

Two  sons  of  Lebanese  immigrant  fa- 
ther who  built  movie  theater  empire, 
starting  in  1912.  Liter  bought  half  of 
United  Artists  Theater  Circuit,  cable- 
systems.  Two  sons  worked  their  way  up 
the  company  as  ushers,  projectionists. 


In  1986  sold  to  Tele-Communications, 
Inc.  Still  control  Todd-AO,  Los  Ange- 
les-based postproduction  company 
(Saving  Private  Ryan).  Brothers  keep 
low  profile.  First  appeared  on  list  1987. 

Paul  Mellon 

$1.4   BILLION 

Inheritance,  finance.  Upperville,  Va. 

91.  Widower,  remarried; 

2  children  by  first  wife 

Son  of  Andrew  Mellon,  inspired  in- 
vestor, financier,  who  hit  peak  of  his 
career  as  U.S.  Secretary  of  Treasury 
(1921-32),  founded  the  National 
Gallery  (see  Mellon  family).  Paul 
lonely,  vulnerable  as  a  child,  alienated 
as  a  student.  "My  isolation  in  univer- 
sity allowed  me  to  be  completely  un- 
aware of  unemployed  farmers  living 
at  subsistence  level  only  a  few  miles 
away  as  the  Depression  took  grip." 
Felt  grave  responsibilities  accompa- 


nied great  wealth:  "Wealth  offers  no 
immunity  against  pain  and  sorrow." 
Sessions  with  Carl  Jung  helped  ease 
the  way.  In  time,  settled  down  to  life 
of  gentleman  farmer,  art  collector. 
Considerable  philanthropy.  Member 
since  1982. 

Clemmie  Spangler  Jr. 

$1.3   BILLION 

Investments.  Charlotte,  N.C. 
66.  Married,  2  children 
Father  held  foundering  bank;  "Dick" 
)r.  helped  restore.  Merged  with  NCNB 
1982;  now  NationsBank.  Bought  2 
million  shares  RJR  before  1989  KKR 
buyout.  Recently  liquidated  position 
in  Jefferson-Pilot;  now  heads  wall- 
board  supplier  National  Gypsum.  Re- 
tired last  year  as  president  of  University 
of  North  Carolina  after  11 -year  reign. 
Summers  spent  backpacking  in  Rocky 
Mountains.  Member  since  1990. 
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Patrick  Ryan 


$1.3   BILLION 

Insurance.  Winnetka,  III. 
60.  Married,  3  children 

Dad  sold  Fords  in  Milwaukee;  Patrick 
started  out  his  insurance  business  1964 
peddling  policies  at  car  dealerships. 
Merged  with  Combined  International 
Corp.  1982,  renamed  Aon  Corp.  1987; 
remains  CEO.  Also  a  director  at  Sears, 
Tribune  Co.  Aon  still  growing:  in  last 
two  years  bought  insurance  brokerages 
in  U.K.,  Germany,  France,  Spain.  Mi- 
nority owner  Chicago  Bears,  big  donor 
to  Northwestern  University,  where  he 
played  football  on  scholarship.  Founded 
Pathways  Center  for  Children  with  wife, 
Shirley.  Member  since  1985. 

Jackson  Stephens 

$1.3  BILLION 

Investment  banking,  media.  Little  Rock. 
75.  Twice  divorced,  2  children 

Father  a  farmer,  Democratic  power  bro- 
ker. With  older  brother  Witt  (d.  1991), 
cofounded  Stephens  Inc.  1946,  once 
one  of  largest  investment  houses  off 
Wall  Street.  Underwrote  Wal-Mart 
1970.  Bought  control  of  Donrey  Media 
conglomerate  1993  from  pal  Don 
Reynolds:  small-town  newspapers,  TV 
stations,  billboards.  This  year  sold  28 
papers  for  $183  million.  Investments  in 
real  estate,  oil  and  gas;  big  stake  in  Alltel . 
Jack  former  chairman  of  Augusta  Na- 
tional, site  of  golf's  Masters.  Member 
since  1983. 


Alan  Gerry 


$1.3   BILLION 

Cable  TV.  Liberty,  N.Y.;  Naples,  Fla. 

69.  Divorced,  remarried;  3  children 

Cable  magnate  bought  original  Wood- 
stock festival  land  for  SI  million  last 
year;  small  corner  of  the  2,000-acre  par- 
cel now  an  outdoor  arts  and  entertain- 
ment facility.  High  school  dropout, 
studied  electronics,  joined  television  in- 
dustry after  Marine  Corps.  Put  up  TV 
antenna  towers  in  Catskills  1956  with 
$1,500:  "Just  trying  to  get  a  good  pic- 
ture on  the  3  networks."  Acquired  cable 
franchises,  built  systems;  grew  to  1.3 
million  subscribers.  Sold  to  Time  Warn- 
er 1996  for  $2.8  billion.  Now  runs 
Granite  Associates:  hedge  funds,  ven- 


ture capital,  real  estate,  etc. 
Country  boy  still  grows  his  own  corn. 
Member  since  1993. 


Kenny  Troutt 

$1.3  BILLION 

Excel  Communications.  Dallas. 
50.  Divorced,  remarried;  2  sons 

Excel  Communications  set  to  merge 
with  Canadian  long  distance  provider 
Teleglobe.  Deal  combines  Excel's  mar- 
keting muscle  with  Teleglobe's  license  to 
operate  in  Europe's  newly  deregulated 
telecom  market.  Raised  in  Illinois  hous- 
ing project,  sold  insurance  part  time; 
company's  top  salesman  senior  year  col- 
lege. Applied  gift  for  sales  to  telecom- 
munications. Started  Excel  1988  as 
Avon-like  multilevel  marketing  ma- 
chine: 900,000  independent  sales  repre- 
sentatives sell  phone  and  paging  service, 
recruit  new  reps.  Member  since  1996. 

Steven  Udvar-Hazy 

$1.3   BILLION 

International  Lease  Finance  Corp. 
Beverly  Hills,  Calif. 
52.  Married,  4  children 

Son  of  Hungarian  immigrants  who  fled 
Hungary  for  Sweden.  To  New  York  1958. 
Received  B  A.  in  economics  from  UCLA. 
Started  aircraft  brokerage  and  consulting 
business.  With  Gondas  (see),  pooled 
$150,000  and  $1.7  million  bank  loan  to 
found  International  Lease  Finance.  First 
plane:  DC-8  leased  to  Aeromexico.  Busi- 
ness took  off.  ILFC  now  world's  largest 
aircraft  lessor.  Went  public  in  1983; 
bought  by  AIG  1990.  A  pilot,  owns  Gulf- 
stream  jet.  Member  since  1993. 

John  Morgridge 

$1.3  BILLION 

Cisco  Systems.  San  Jose,  Calif. 
65.  Married,  2  children 
Former  CEO  of  data  networking  giant 
Cisco  Systems.  Core  business:  plumbing 
for  the  Internet — routers,  hubs,  switch- 
es. Hit  $100  billion  market  cap  in  8'S. 
years.  Now  gearing  for  data  voice  tech- 
nology Stanford  M.B.A.,  20  years  at 
Honeywell;  came  to  ( Jisco  in  1988.  Sales 
up  more  than  100-fold  during  tenure 
Stepped  aside  as  CEO  in  1995,  became 
chairman.  Still  active  in  technology  edu- 
cation efforts.  Member  since  1996. 


George  Kaiser 

.$1.3  BILLION 

Oil  &  gas,  banking,  real  estate. 

Tulsa,  Okla. 

56.  Married,  3  children 

Oil  &  gas  exploration  made  him  rich  but  | 
Bank  of  Oklahoma  made  him  a  billion- 
aire. Sitting  out  national  bank  merger) 
frenzy:  "We  can  grow  faster  than  anyone 
who  could  acquire  us."  Now  targeting  | 
middle-market  borrowers.  Also  real  es- 
tate: owns  22  retirement  communities 
for  well-heeled  geriatrics,  "So  when 
[Bill]  Gates  gets  old  he'll  have  a  place  to 
go."  Not  Kaiser:  "I  plan  on  drooling  my 
way  through  each  of  my  3  children's 
homes,  4  months  at  a  time."  Large  phi- 
lanthropist favors  social  service  causes: 
Planned  Parenthood,  Salvation  Army, 
homeless  and  domestic-abuse  shelters. 
Member  since  1992. 

Billy  Joe  McCombs 

$1.3   BILLION 
Radio,  cars.  San  Antonio. 
71.  Married,  3  children 

Once  a  majority  owner  in  two  pro  bas- 
ketball teams,  "Red"  now  trying  out 
football:  just  paid  $260  million  for  Min- 
nesota Vikings.  Auto  mechanic's  son, 
quit  law  school  to  sell  new  Fords  on 
commission.  Entered  used  car  market; 
became  partner  in  dealership  1958. 
Teamed  with  Lowry  Mays  (see)  to  start 
Clear  Channel  Communications  in 
1972.  Bought  distressed  radio  stations 
in  midsize  markets.  Took  public  1984, 
now  second-largest  radio  station  owner 
in  country.  Mays  runs  the  business,  Big 
Red  focuses  on  car  dealerships,  ranches 
and  now  sports.  Member  since  1996. 

Richard  Farmer 

$1.3  BILLION 

Cintas  Corp.  Indian  Hill,  Ohio. 

64.  Married,  3  children 

Nation's  second-biggest  uniform-renter 
on  the  move:  in  the  past  year  acquired 
Apparelmaster  USA  and  Uniforms  To 
You,  a  uniform  sales  outfit.  Grandfather 
started  industrial  rag-cleaning  business 
during  Depression.  Richard  became 
chief  executive  officer  1968.  Stepped 
down  three  years  ago,  but  still  opti- 
mistic: predicts  uniform  market  will 
giow  mice  as  fast  as  the  rest  of  the  econ- 
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A  sport  utility  is,  by  definition,  a  truck.  Since  1902,  CMC  has  provided  trucks  and 
nothing  but  trucks  for  people  whose  jobs  and  lives  depend  on  them.  And  while  the 
new  Envoy  has  comfort  and  technology  that  rival  the  most  luxurious  of  vehicles,  it 
is  also  built  with  the  belief  that  the  greatest  luxury  an  SUV  can  have  is  capability. 

1-888-ENV0Y-4-U  www.envoy.gmG.com 


,1  ■                               • 

J 

Do  one  thing.  Do  it  well! 


omy.  "There's  hardly  a  company  you 
can  think  of  where  somebody's  not 
wearing  a  uniform."  Active  GOP 
fundraiser.  Member  since  1991. 

Sydell  Miller 

$1.3   BILLION 

Hair  products.  Cleveland. 

60.  Widowed,  2  children 

Got  start  1971  selling  eyelash  products 
with  hairdresser  husband,  Arnold  Miller 
(d.  1992).  Sold  operations  in  1984  to 
start  hair  care  venture  Matrix  Essentials. 
Sold  to  Bristol-Myers  Squibb  for  7.4 
million  shares.  Currently  building 
30,000-square-foot  mansion  in  Palm 
Beach  amongst  neighbors  Ron  Peal 
man  and  Sidney  Kimmel  (see  both).  Still 
believed  to  be  sitting  pretty  on  estim 
ed  5  million  shares  of  flourishing  Bris 
tol-Myers.  Member  since  1995. 


Glen  Taylor 


$1.2   BILLION 

Printing.  Mankato,  Minn. 
57.  Divorced,  5  children 

You  like  fancy  invitations?  So  does 
Glen  Taylor.  Through  his  privately 
held  printing  empire  Taylor  controls 
50%  of  the  wedding  invitation  mar- 
ket, 90%  of  the  formal  invitation 
market.  Second  of  7  children  in 
southern  Minnesota  farm  family. 
Young  Mr.  Fix-it  bought  small  print- 
ing concern  for  $2  million  1975. 
Taylor  Corp.  now  12th-largest  print- 
ing company  in  U.S.,  sales  over  S900 
million.  Former  Republican  state 
senator,  minority  leader  in  Minneso- 
ta legislature,  but  low-profile  until 
purchase  of  Minnesota  Timber 
wolves  basketball  team.  Now  better 
known  as  the  man  who  agreed  to  pay 


high  school  basketball  star  Kevin 
Garnett  $125  million.  Member  since 
1997. 

5&  Gary  Winnick 

$1.2   BILLION 

Merchant  banking.  Los  Angeles. 
50.  Married,  3  children 
Michael  Milken's  sidekick  at  Drexel 
Burnham.  Left  Drexel  1985  to  open 
own  investment  firm,  Pacific  Capital. 
Kept  association  with  Milken  even  af- 
ter he  left.  Drexel  helped  raise  S400 
million  of  capital  for  separate  invest- 
ment partnership.  Spotty  track  record 
with  Pacific  Capital,  but  now  striking 
it  big  with  Global  Crossing  Ltd., 
telecommunications  carrier  installing 
undersea  fiber-optic  network.  Went 
public  in  August,  market  capitaliza- 
tion now  S5  billion.  With  investors, 
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investing  $60  million  in  real  estate  de- 
velopment in  Los  Angeles. 

&  Franklin  Otis 
Booth  Jr. 

$1.2   BILLION 

Investments.  Los  Angeles. 

75.  Divorced;  4  children,  2  stepchildren 

Great-grandson  of  Los  Angeles  Times 
founder  General  Harrison  Gray  Otis; 
lesser-known  cousin  of  Times  Mirror 
Chandler  heirs.  Served  as  a  group 
vice  president  of  Times  Mirror  Co., 
but  pursued  own  investments.  Befriend 
ed  Charles  Munger  in  the  late  1950s. 
The  pair  developed  condos,  invested  in 
Berkshire  Hathaway.  Frugal:  flew  coach 
widi  Munger  on  New  Zealand  fishing 
trip.  Lived  in  same  house  for  30  years  to 
avoid  higher  property  taxes.  Still  con- 
trols 18,000  shares  Berkshire  Hathaw  ay. 


Frank  Batten  Sr. 

$1.2   BILLION 

Media.  Virginia  Beach,  Va. 
71.  Married,  3  children 

Passed  reins  to  son  Frank  Jr.  diis  year 
but  will  stay  active  chairing  compa- 
ny's philanthropic  arm,  the  Land- 
mark Foundation.  Ends  nearly  50- 
year  career  in  media,  starting  in 
uncle's  small  newspaper  company  af- 
ter earning  Harvard  M.B.A.  Built 
into  Landmark  Communications:  7 
dailies,  including  flagship  Virginian- 
Pilot;  23  weeklies,  2  television  sta- 
tions, cable  television  (Weather 
Channel).  Sold  cable  systems  in  1994 
to  TCI.  This  year  sold  the  Travel 
C  hanncl  to  Paxson  Communications. 
Still  owns  35%  of  company  worth 
more  than  $3.5  billion.  Member 
since  1982. 


Dirk  Ziff 

-$1.2   BILLION 
Inheritance,  investments.  NYC. 
34.  Married  (to  former  Forbes  reporter) 

Robert  Ziff 

$1.2   BILLION 
Inheritance,  investments.  NYC. 
32.  Single 

Daniel  Ziff 

$1.2   BILLION 

Inheritance,  investments.  NYC. 
26.  Single 

Brothers.  Father,  William  Ziff.  Jr.,  took 
family's  Ziff-Davis  publishing  empire, 
expanded  into  auto,  computer  maga- 
zines. Boys  got  proceeds  after  tides 
sold  off  in  1994  for  $2.1  billion.  Now 
investing  Bass-brothers-style:  tapped 
top  money  managers  to  invest  in  areas 
of  expertise.  Fortune  spread  across  the 
globe  via  Ziff  Brothers  Investments: 
Asia  partnerships,  Russian  oil.  Also  Sili- 
con Valley  startups,  Starwood  Hotel 
REIT,  etc.  All  3  brothers  work  for  ZBI. 
Dirk:  a  big  Democratic  donor,  an 
overnight  White  House  guest;  Colum- 
bia, Harvard  M.B.A.  Robert:  Harvard, 
Cornell  Law.  Daniel:  Columbia.  Mem- 
bers since  1994. 

Robert  Rich  Sr. 

$1.2   BILLION 

Nondairy  topping.  Buffalo,  N.Y. 

Palm  Beach,  Fla. 

85.  Widowed,  remarried;  3  children 

Family  owned  a  dairy  business;  he 
bought  his  own  in  1935.  Milk  ad- 
ministrator during  World  War  II. 
Created  soybean-based  whipped  top- 
ping: "The  cow  is  a  very  inefficient 
factory."  Fortune  based  on  cheap, 
nonspoiling  Coffee  Rich  creamer  de- 
veloped 1960.  Diversified  into 
frozen  breads,  cookies,  cakes,  etc. 
Expanding  internationally:  already  in 
India,  Mexico,  South  Africa,  opening 
Shanghai  plant  in  November.  Sales: 
$1.3  billion.  Owns  3  minor  league 
baseball  teams;  selling  family's  mi- 
nority stake  in  Buffalo  (hockey) 
Sabres  this  year.  High  school  sweet- 
heart and  wife  of  63  years  died  in  Jan- 
uary. Married  54-year-old  company 
vice  president  in  August.  Member 
since  1983. 
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Stainless  steel  with  diamond-set  bezel 

OMEGA  -  Swiss  made  since  181,8. 
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The  sign  of  excellence 


]WATCH 

3033  SOUTH  BRISTOL,  COSTA  MESA 

One  block  South  of  San  Diego  freeway  (405) 

TELEPHONE  714  432-8200 


Frederick  Field 

$1.2   BILLION 

Media.  Beverly  Hills. 

46.  Divorced  3  times,  6  daughters 

Chicago  outcast,  Marshall  Field  de- 
partment store  heir  now  a  Hollywood 
insider,  unlikely  champion  of  rap  mu- 
sic. His  Interscope  Records  one  of  mu- 
sic industry's  most  coveted  if  contro- 
versial labels.  "Ted"  got  into 
entertainment  after  clash  with  half- 
brother  Marshall,  forced  liquidation  of 
family's  retail  and  media  empire.  Left 


There  is  no  foolproof 
formula  for  the  inter- 
generational  transfer 
of  wealth.  The  technique 
of  billionaire  Harold  Sim- 
mons is  a  fine  example  of 
how  not  to  do  it. 

Much  of  Simmons'  for- 
tune was  contained  in  a 
trust,  run  supposedly  for 
the  benefit  of  his  four 
adult  daughters.  But  Sim- 
mons ran  it  as  a  piggy 
bank  for  himself,  living 
like  a  very  rich  man  while 
supporting  his  daughters 
in  mere  well-to-do  style. 
Two  of  them  sued  dear 
old  dad  for  massive  self- 
dealing. 

The  jury  at  the  nine- 
week  trial  heard  a  detailed 
history  of  Simmons'  epic 


Chicago  for  Hollywood. 
Bought  movie  camera  company 
Panavision,  started  Interscope  Com- 
munications: movies,  music;  big  target 
of  conservative  groups  for  base  lyrical 
content.  Democratic  supporter.  Mem-' 
ber  since  1982. 

Robert  Dedman  Sr. 

$1.2   BILLION 

Country  clubs.  Dallas. 
72.  Married,  2  children 

Poor   boy   from   Arkansas,   received 

Daddy  Dearest 


economics,  engineering  degrees, 
L.L.B.  from  U.  of  Texas  during  Navy 
service.  Sold  insurance,  real  estate  on 
the  side.  Started  with  Brookhaven 
(Tex.)  Country  Club  in  1957.  Now 
nation's  country  club  king,  with 
more  than  225  private  and  public 
golf  clubs  and  resorts.  Recently 
formed  joint  venture  with  Jack 
Nicklaus'  Golden  Bear  International 
to  build,  own  and  operate  3 -dozen 
golf  courses  over  the  next  10  years. 
Donated  over  $70  million  to  SMU; 
scholarship    funds    to    800    Merit 


*j  business  career.  Father  and 
daughters  cried.  "It  was  a 
saga,"  says  Mark  Josephs, 
the  attorney  for  Andrea 


Swanson,  Simmons'  third 
daughter,  who   brought 
the  suit  along  with 
tcr  number  one,  Schcrylc 


TRUSTBUSTERS 
Scheryle  Patigian  and 
Andrea  Swanson  took 
their  dad,  Harold  Simmons 
(above),  to  court  and 
walked  out  with  $50 
million  each. 

Patigian.  Earlier  this  year, 
after  the  jury  found  that 
Simmons  had  breached 
his  fiduciary  duties,  he  set- 
tled, paying  each  litigating 
daughter  about  $50 
million. 

If  Tolstoy  was  right  and 
every  unhappy  family  is 


unhappy  in  its  own  way, 
the  Simmons  clan  truly 
stands  out.  Harold  Sim- 
mons took  more  than 
money.  He  took  his 
daughters'  identity,  mak- 
ing donations  over  their 
signatures  to  political 
causes  they  loathed  and 
using  their  names  without 
cutting  them  into  their 
share  of  the  cash. 

Simmons  also  lost  more 

than  just  money,  at  least 

until  his  family  reconciles. 

-Edward  Cone 
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mitigation  and  avoidance,  it's 


in  three  of  all  securities  claims 


litigation  cases.  Call  your  broker  or  simply  visit  www.aig.com 

MANAGEMENT  LIABILITY  COVERAGE    [AIG 

AMERICAN  INTERNATIONAL  COMPANIES.  70  PINE  ST..  DEPT.  A.  NEW  YORK.  NY  10270 

! 
ONE  KNOWS  MORE  ABOUT  THE  RISKS.  NO  ONE  OFFERS  MORE  WAYS  TO  PROTECT  AGAINST  THEM. 


Scholars  at  the  University 
of  Texas.  Member  since  1985. 


Charles  Butt 

$1.2   BILLION 

Supermarkets.  San  Antonio. 
60.  Single 

Heading  across  the  border  as  grocery 
business  consolidates:  recendy  opened 
second  Mexican  store;  third  will  open 
before  the  end  of  the  year;  more 
planned  in  1999.  Overall:  251  stores, 
$7  billion  sales.  Charles  started  in  fam- 
ily grocery  as  bag-boy,  age  8.  Wharton 
1959;  company  president  1971.  Sign 
in  office:  "Keep  your  eyes  on  things 
you  can't  see."  Historic  preservation- 
ist, philanthropist:  donates  5%  pretax 
profits.  Member  since  1988. 

Charles  Munger 

$1.2   BILLION 

Berkshire  Hathaway.  Los  Angeles. 
74.  Divorced,  remarried;  8  children 

Partner  Warren  Buffett  gets  ink,  but 
Munger  still  plays  big  role  in  Berk- 
shire's success.  Vice  chairman  since 
1978,  demands  qualitative  analysis  of 
investments.  Buffett:  "He  expanded 
my  horizons."  Sometimes  plays  tough 
guy  to  Buffett's  Mr.  Affable.  Universi- 
ty of  Michigan  1941-42,  Cal  Tech 
1943  while  in  Air  Force.  Harvard 
Law,  then  founded  L.A.  firm;  retired 
1965.  Met  Buffett  1959,  coinvested 
mid-1960s.  Outside  investments  in- 
clude stakes  in  discount  retailer  Cost- 
co, legal  news  publisher  Daily  Journal 
Corp.,  but  90%  of  family's  net  worth 
in  Berkshire.  Member  since  1993. 

Ernest  Stempel 

$1.2   BILLION 
American  International  Group. 
Hamilton,  Bermuda. 
82.  Widowed,  4  children 

AIG's  longtime  vice  chairman  retired 
last  year.  Joined  American  Interna- 
tional Group  predecessor  in  1938  as 
assistant  manager  when  there  were 
only  23  employees.  Climbed  corpo- 
rate ranks;  attended  law  school  by 
night.  Shipped  to  Bermuda  by 
founder  Cornelius  Vander  Starr  in 
1953  to  oversee  American  Interna 
donal   Reinsurance's  general  insur- 


ance operations.  Assumed  control  of 
life  insurance  division  in  1963.  Major 
globe-trotter.  Claims  to  know  vil- 
lages and  cities  of  Southeast  Asia  bet- 
ter than  knows  U.S.  Member  since 
1994. 

Charles  Gates  Jr. 

$1.2   BILLION 

Manufacturing.  Denver. 
77.  Married,  2  children 
Charles  Sr.  came  west  with  the  gold 


rush,  bought  tire  cover  business 
1911;  brother  invented  automotive 
V-belt  1917.  Charles  Jr.  Stanford 
grad,  engineer,  inherited  company 
with  4  sisters  1961.  Diversified: 
bought  Learjet  Inc.  1967,  turned 
around,  sold  1987.  Still  liquidating: 
Hamilton  Oil  1991  ($100  million); 
Gates  Rubber  Co.  to  Tomkins  Pic. 
1996  ($1  billion);  this  year  9%  of  Te- 
jas  to  Shell  ($110  million).  Active  in 
Denver  Museum  of  Natural  History. 
Member  since  1982. 
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It's  a  level  of  service  and  comfort  that  goes  beyond  anything  you've  experienced  in  business  travel. 

And  it  begins  as  soon  as  you  board  our  Executive  Glass-Seasons  cabin  and  sink  into  your 

Skyluxe  seat.  Because  at  Japan  Airlines,  flight  attendants  are  trained  to  treat  each  passenger 

as  an  honored  guest. We  anticipate  your  every  need  and  special  requests  are  accommodated  with 

a  smile.  It's  this  Japanese  approach  to  service  that  creates  a  relaxed  atmosphere  on  every  flight 

to  Asia.  JAL's  Executive  Class-Seasons  —  where  service  is  always  nonstop. 


ANTA  •  CHICAGO  •  HONOLULU  •  KONA  •  LAS  VEGAS  •  LOS  ANGELES  •  MEXICO  CITY  •  NEW  YORK  •  SAN  FRANCISCO  •  SAO  PAULO  •  VANCOUVER 


JV 


■ 

Japan  Airlines 


A    WORLD    OF    COMFORT. 


www.japanair.com 
1-800-JAL-FONE 


you@breakfast.co 

you@backofcab.co 

you@asleepinairport.co 

you@dullmeeting.co 

you@airportbar.co 

you@backofcab.co 

you@home.co 





With  PageNet*  Two- Way,  you  can 
stay  in  touch  with  the  office  no 
matter  where  you  are.  Receive 
e-mails  in  a  cab.  Send  an  e-mail 
in  the  middle  of  a  meeting.  Get 
pages,  news  and  market  updates, 
or  any  piece  of  information  that's 
critical  to  your  business.  For  more 
information,  call  1-888-PAGENET. 


GEO" 


www.pa.gmet.  com/2way 


Ml  rights  reserved  PageNet  and  PageNet  logo  are 
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E.  Pierce 
Marshall 

$1.2   BILLION 

Inheritance,  oil  services.  Houston. 

59.  Married,  2  children 

Second  son  of  oil  baron  J.  Howard  Mar- 
shall (d.  1995).  Dad  invested  in  Great 
Northern  Oil  Co.  with  Fred  Koch, 
1940s.  Became  16%  stake  in  $30  billion 
(sales)  Koch  Industries,  country's  sec- 
ond-largest private  company.  Older 
brother  J.  Howard  III  lost  inheritance 
when  angry  father  discovered  he  had 
sided  with  Bill  and  Fred  Koch  (see)  in 
failed  attempt  to  take  over  Koch  Indus- 
tries from  Charles  and  David  Koch. 
E.  Pierce  got  lion's  share  of  fortune 
when  dad  died.  Estate  tied  up  in  court 
ever  since  as  brother  and  father's  widow, 
Anna  Nicole  Smith,  seek  share  of  billion 
dollar  fortune.  Member  since  1995. 

Mary  Anselmo 

$1.1   BILLION 

PanAmSat  Corp.  Greenwich,  Conn. 
69.  Widowed,  3  children 

Widow  of  Reynold  (Rene)  Anselmo  (d. 
1995 ),  Boston  native  who  moved  to  Mex- 
ico after  serving  as  a  Marine  WWII.  Be- 
friended Emilio  Azcarraga  Milmo,  heir  to 
Tele  visa  media  empire.  Returned  to  States 
in  1963  to  help  run  Azcarraga's  Spanish- 
language  TV  network.  Given  equity,  but 
partners  forced  to  sell  after  FCC  invoked 
foreign  ownership  rules.  Rene  made  S 1 00 
million  on  sale,  started  PanAmSat,  na- 
tion's first  privately  owned  communica- 
tions satellite.  Took  company  public  in 
1995,  but  died  2  days  before  IPO,  age  69. 
PanAmSat's  Galaxy  PV  satellite  spun  out 
of  control  in  May,  leaving  tens  of  millions 
of  U.S.  paging  and  other  customers  with- 
out service.  Member  since  1996. 

William  Clay  Ford 

$1.1   BILLION 

Ford  Motor  Co. 

Grosse  Pointe  Shores,  Mich. 

73.  Married,  4  children 

Josephine  Ford 

$760   MILLION 

Inheritance.  Grosse  Pointe  Farms,  Mich. 

75.  Married,  4  children 

Last  surviving  grandchildren  of  Ford 

Motor  Co.  founder  Henry  Ford:  "I  in- 


vented the  modern  age." 
Company  nearly  bankrupted  1950s  by 
son  Edsel,  rebuilt  by  Henry  II.  Battled* 
with  Lee  Iacocca,  fired  him  as  president 
1978.  Younger  brother  William  started 
at  Ford  1949;  retired  as  finance  com- 
mittee chair  1995.  Son  William  Clay  Jr. 
filled  position;  has  just  been  named 
chairman  (effective  1999).  Part  owner 
Detroit  (football)  Lions.  Billy's  cousin, 
Edsel  II,  stepped  down  as  president  of 
Ford  Credit  Co.  but  still  on  the  board. 
Josephine  ( Dodie)  married  to  Walter  B. 
Ford  of  unrelated  Detroit  banking  fam- 
ily. Although  their  voting  trust  termi- 
nated this  year,  the  family  still  collec- 
tively owns  6%  of  the  company,  40% 
voting  control.  William  a  member  since 
1982;  Josephine  first  appeared  on  list 
1983. 

Richard 
Rainwater 

$1.1   BILLION 
Investments.  Fort  Worth. 
54.  Divorced,  remarried; 
3  children 

After  stint  at  Goldman,  Sachs,  Stanford 
M.B.A.  began  managing  $50  million 
Bass  family  portfolio.  Lost  money  first 
2  years.  Hit  big  time  with  huge  Disney 
investment  1984.  Left  to  run  own 
money  1986.  Took  Crescent  REIT 
public  1994;  stake  now  worth  $400 
million.  Last  year  merged  Mesa,  Inc. 
with  Parker  &  Parsley  to  form  Pioneer 
Natural  Resources,  now  suffering  from 
drop  in  oil  prices:  "I've  always  predict- 
ed prices  will  go  back  up  latter  half  of 
1999."  Currently  investing  in  oil  fu- 
tures. Wife,  Darla  Moore,  involved 
with  portfolio;  instrumental  in  booting 
out  old  management  of  Columbia/ 
HCA  following  Medicare  fraud  investi- 
gation. Still  own  about  $200  million  of 
Columbia  stock.  Member  since  1986. 

Edmund  Wattis 
Littlefield 

$1.1   BILLION 

Utah  International. 

Burlingame,  Calif. 

84.  Married.  3  children 

Grandson     of    Edmund     O.     Wattis, 

founder      Utah      Construction      Co. 

(Hoover  Dam,  San  Francisco-Oakland 

Baj  Bridge).  Young  Edmund  W.  water 


boy  for  Utah  International  workers;  1 
came  general  manager  UI  in  1958.  Af 
scouring  earth  for  years,  big  break  in  ei 
ly  1960s:  metallurgical  coal  deposit  d 
covery  in  Queensland,  Australia.  Cc 
struction  business  sold  to  Fluor  Coi 
1969;  Utah  International  merged  wi 
General  Electric  1976.  GE  stake  wor 
more  than  a  billion:  "I've  never  sole 
share."  Plays  golf  at  the  ultraexclusi 
Vintage  Club  in  Palm  Springs;  lunch 
often  with  best  friend  George  Shuli 
First  appeared  on  list  1987. 

William  Cook 

$1.1   BILLION 
Catheters,  medical  supplies. 

Bloomington,  Ind. 
67.  Married,  1  son 

Began  medical  supplies  career  as  a  salt 
man  in  Chicago.  Started  own  compaj 
in  Indiana  1963.  Created  new  cardi 
vascular  catheter;  added  syringes,  pac 
makers,  cardiovascular  shunt.  Sales:  t 
timated  $450  million.  Low-kt 
Funding  renovation  of  historic  We 
Baden  Springs  Hotel.  Member  sin 
1988. 

Archie 
Emmerson 

$1.1   BILLION 

Timberland,  lumber  mills. 

Redding,  Calif. 

69.  Widowed,  3  children 

Kesey-esque  character  learned  lumb 
business  from  father  who  built  sawmi. 
in  family  backyard  1930s.  Pop  wei 
bust,  abandoned  kin.  "Red"  paid  w; 
through  boarding  school  driving  true 
working  farmland  for  35  cents  an  hou 
expelled  for  hanging  condom  on  clas 
room  chalkboard.  Moved  to  Californ 
to  be  with  repentant  dad,  forme 
sawmill  partnership  R.H.  Emmerson  j 
Son,  1949.  Took  company  public 
Sierra  Pacific  Industries  1969;  priv 
tized  1974.  Borrowed  $460  million  t 
buy  522,000  acres  timberland.  ' 
hocked  my  heart  and  soul."  Now  thin 
largest  lumber  producer  in  U.S.,  stea< 
fast  monopoly  in  northern  Californi 
owns  1%  of  entire  state.  Usurped  I 
largest  private  landowner  by  Ted  Tu 
ner  who,  as  Red  predicted,  "ran  out  an 
[bought]  more  land."  Member  sim 
1997. 
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Winthrop 
Rockefeller 


$1.1   BILLION 

Inheritance.  Morrilton,  Ark. 

50.  Divorced,  remarried;  7  children 

Great-grandson  of  John  D.  Rocke- 
feller, current  Lieutenant  Governor  of 
Arkansas.  Father  Winthrop  (d.  1973) 
revitalized  GOP  in  Arkansas,  was 
state's  first  Republican  Governor 
(1967-71)  since  Reconstruction. 
Moved  south,  picked  up  927  acres 
(Winrock)  atop  Petit  Jean  Mountain; 
became  famous  among  cattle  buyers 
for  his  Santa  Gertrudis  stock.  Son  Win 
(a  "down  home"  Arkansan)  set  up  Law 
Enforcement  Assistance  Foundation 
to  aid  local  sheriffs;  has  accompanied 
area  police  on  patrol.  Children  attend 
public  schools  as  a  "matter  of  princi- 
ple." Member  since  1982. 

John  Arrillaga 

$1.1   BILLION 

Real  estate.  Palo  Alto,  Calif. 
61.  Widowed;  1  son,  1  daughter 

Richard  Peery 

$1.1   BILLION 

Real  estate.  Palo  Alto,  Calif. 
58.  Married;  3  sons,  1  daughter 

Silent  lords  of  Silicon  Valley  real  estate 


unloading  some  of  their  holdings  at 
the  top  of  a  red-hot  market.  In  May 
sold  more  than  200  acres  to  Cisco  for 
$400  million.  Still  own  thousands  of 
acres  in  Sacramento,  8  million  square 
feet  of  building  space  in  Silicon  Valley. 
Started  partnership  in  1967;  bought 
land  cheap  and  built  high-end  build- 
ings. Sold  big  chunk  of  holdings  in 
1980s.  In  last  2  years  built  some  2  mil- 
lion square  feet  of  commercial  space. 
John:  son  of  immigrant  Basque  pro- 
duce wholesaler.  Won  Stanford  basket- 
ball scholarship,  third  team  all-Ameri- 
ca. Worked  way  through  college 
landscaping.  Pride  and  joy:  200-acre 
private  estate  with  70,000  trees,  man- 
made  lakes.  Dick:  son  of  Bay  Area  real 
estate  developer.  Stanford  M.B.A., 
buttoned  down.  Partners  don't  mix 
much  socially.  Members  since  1986. 

James  Moran 

$1.1   BILLION 

Toyotas.  Hillsboro  Beach,  Fla. 
80.  Widowed,  remarried;  3  children 
His  JM  Family  Enterprises  world's 
largest  franchised  distributor  of  Toy- 
otas, subsidiary  is  exclusive  supplier  to 
five  southern  states.  Got  start  running 
Chicago  gas  station.  Later  sold  Hud- 
sons,  then  Fords.  Moved  to  Florida  af- 
ter cancer  diagnosis  1966;  recovered. 
Acquired  Toyota  distributorship  1968. 


Added  financing,  insurance,  leasing, 
petrochemicals  operations.  Convicted 
tax  evasion  1984.  Three  generations 
involved  in  business;  daughter  Pat  cur- 
rent CEO.  Member  since  1989. 

John  Menard  Jr. 

$1.1   BILLION 

Home  improvement  chain. 

Eau  Claire,  Wis. 

57.  Twice  divorced,  6  children 

Bare-knuckles  competitor — "We'll  do 
anything  that's  not  immoral,  illegal  or 
unethical" — got  slap  on  the  wrist  from 
Wisconsin  Attorney  General  last  year. 
Pleaded  no  contest  to  charges  he  ille- 
gally disposed  wood  ash  derived  from 
company's  pallets;  paid  $1.7  million 
fine.  Didn't  crimp  sales:  133  stores 
generated  S3. 5  billion  in  1997,  up 
13%.  Still  holding  his  own  against 
Home  Depot's  midwestern  onslaught; 
has  expanded  or  reinvested  in  markets 
where  the  chains  go  head  to  head.  El- 
dest of  8  children  of  dairy  farmers, 
opened  first  store  1972.  Backs  Indy 
500  cars,  races  his  own  studded-tire  car 
across  frozen  Wisconsin  lakes  at 
lOOmph.  Member  since  1994. 

Joseph  Jamail  Jr. 

$1.1   BILLION 
Lawsuits.  Houston. 
72.  Married,  3  sons 

Lawyer  who  got  start  in  D.A.'s  office, 
left,  excelled  as  personal  injury  lawyer. 
Big  strike:  sued  Texaco  for  sin  of  out- 
bidding local  oil  company  in  merger 
battle;  estimated  winnings  $345  mil- 
lion. Runs  small  firm  that  usually  rings 
up  $100  million  a  year  in  settlements. 
Colorful:  "There's  no  limit  to  how  big 
a  whore  I  can  be."  Son  Randall  runs 
Houston-based  Justice  Records. 
Member  since  1989. 

Richard  Marriott 

$1.1   BILLION 

Hotels.  Potomac,  Md. 
59.  Married,  4  children 

John  Marriott  Jr. 

$810   MILLION 

Hotels.  Potomac,  Md. 
65.  Married,  4  children 

Two    sons    of  Marriott    founder    J. 
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Think  M&A.  Think  H&Q. 


If  you  think  of  Hambrecht  &  Quist  only  as  an  equity  under- 
writer, think  again.  Since  January  1,  1998,  we've  advised  on 
more  than  40  mergers,  acquisitions,  divestitures  and  defensive 
strategies,  totaling  over  $5  billion.  What's  just  as  significant 
is  the  range  of  companies  that  seek  out  H&Q's  M&A  expertise. 
From  emerging  innovators  to  Fortune  1000  household  names, 


they  all  have  the  same  goal:  to  be  players  in  the  New  Economy. 
Because  H&Q  understands  the  New  Economy,  more  companies 
than  ever  are  coming  to  H&Q  to  experience  senior- level 
attention,  strategic  industry  expertise  and  an  undiluted 
focus  on  growth  sector  companies.  Think  H&Q  for  M&A.  Call 
David  Golden  or  Paul  Cleveland  at  (415)  439-3000. 
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Willard  Marriott.  Business  started  in 
Washington,  D.C.  as  root  beer  stand 
1927.  Expanded  into  hotels,  retire- 
ment homes  for  seniors,  food  service. 
Willard  Jr.  named  president  in  1964. 
Built,  sold  hotels,  kept  lucrative  man- 
agement contracts.  When  real  estate 
recession  threatened  strategy,  brothers 
split  company  into  Host  Marriott  ( ho- 
tel owner)  and  Marriott  International 
( hotel  manager  and  franchiser. )  Led  to 
second  spinoff  of  airport,  highway 
concessions  into  Host  Marriott  Ser- 
vices. Recently  added  Sodexho  Mar- 
riott Services,  a  food  service  unit.  But 
proposal  to  create  a  super-voting-class 
of  stock  at  hotel  company  Marriott  In- 
ternational dashed  by  shareholders. 
Willard  Jr.  runs  Marriott  International; 
brother  Richard  runs  Host  Marriott. 
Both  active  Mormons.  First  appeared 
on  list  in  1986. 

Edward  Gaylord 

$1.1   BILLION 

Media.  Oklahoma  City. 
79.  Married,  4  children 

Father  bought  into  Daily  Oklnbonian 


1903,  became  state  power  broker. 
Added  TV,  radio,  more  newspapers. 
Eddie  took  over  after  father's  death 
1974,  age  101.  Pushed  hard  into 
country  music:  bought  Grand  Ole 
Opry,  Opryland  USA,  Nashville  Net- 
work. Took  public  1991 .  Last  year  sold 
Country  Music  Television  and  the 
Nashville  Network  to  CBS  forSl.  5  bil- 
lion, hung  on  to  radio.  Also  real  estate: 
controlling  interest  in  Rocky  Moun- 
tain retreat  Broadmoor  Hotel,  host  to 
9  U.S.  presidents.  Member  since  1982. 

Marguerite  Harbert 

$1.1   BILLION 

Inheritance.  Birmingham,  Ala. 
75.  Widowed,  3  children 

Widow  of  John  Murdoch  Harbert  III 
(d.  1995),  inherited  collection  of  ener- 
gy companies,  real  estate,  merchant 
banking  operations.  John  started  ca- 
reer with  $6,000  in  craps  winnings  af- 
ter WWII.  Invested  in  concrete  mixer, 
construction  business.  Went  broke 
three  times  before  finding  niche  in 
high  risk  ventures,  e.g.,  water  supply 
svstcm  in  Abu  Dhabi.  Invested  in  Ken- 


tucky, Tennessee  coal  reserves  1970s; 
sold  for  Amoco  stock  during  energy 
crisis.  Marguerite  still  believed  to  own 
10  million  Amoco  shares.  Smithsonian 
supporter,  avid  golfer.  Member  since 
1996. 

Bradley  Wayne 
Hughes 

$1.1   BILLION 

Public  Storage.  Glendale,  Calif. 
65.  Married,  3  children 

Became  billionaire  after  consolidating 
18  REITs  into  storage  empire,  Public 
Storage  Inc.  Got  start  in  1972  after 
stopping  at  a  warehouse  on  road  trip 
and  learning  it  was  full.  Slow  start  due 
to  "Private  Storage"  sign  advertising: 
people  thought  it  was  closed  to  the 
general  public.  Name  change  brought 
in  the  customers.  Storage  earned  same 
rent  per  square  foot  as  garden  apart- 
ments. Bought  out  Volk  mid-1980s. 
With  children,  owns  39%  of  largest 
self-storage  company  in  U.S.,  with 
more  than  572,000  tenants  in  38 
states.  Prominent  Thoroughbred 
breeder.  Member  since  1996. 
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EMERGENCIES  REFUSE  TO  HONOR  AN  8-TO-4  SHIFT. 
BUT  FOR  EVERY  CAREGIVER  WHO'S  THERE  WHEN  THE 
WORST  HAPPENS,  WE'RE  HERE  TO  OFFER  MORE  THAN 
JUST  OUR    GRATITUDE. 


AKRON, 

OHIO 

JANUARY    17,     1998 

3:27    A.M. 


WE  SALUTE  AND  PROTECT  THESE 
EVERYDAY  HEROES  WITH  PERSONALIZED 
RETIREMENT  AND   PENSION   PROGRAMS. 


OUR  COMMITMENT  IS  FUNDAMENTAL:  TO  HELP  PROVIDE 
THOSE  WHO  WORK  IN  NOT-FOR-PROFIT,  A  FUTURE  BASED 
ON  SOUND  GROWTH,  NOT  UNDUE  RISK.  THAT'S  THE  SPIRIT 
OF  AMERICA. 


Mutual  of  America, 

320  Park  Ave.,  New  York,  NY  10022  •  1  800  468  3785 


Louis  Gonda 


$1.1   BILLION 

International  Lease  Finance  Corp. 

Beverly  Hills. 

50.  Married,  5  children 

Leslie  Gonda 

$960   MILLION 

International  Lease  Finance  Corp. 

Beverly  Hills. 

79.  Married,  3  children 

Father  and  son.  Leslie,  wife  Susan  do- 
nated $45  million  to  die  Mayo  Clinic  in 
December,  the  clinic's  largest  gift  ever 
from  a  living  donor.  Couple  survived 
Holocaust;  left  Hungary  in  1947  for 
Venezuela.  To  U.S.  in  1963;  setded  in 
California  in  time  for  construction 
boom.  Ten  years  later  Leslie,  son  Louis, 
and  fellow  Hungarian  Steven  Udvar- 


Hazy  (see)  pooled  $  1 50,000 
and  $1.7  million  bank  loan  to  found  air- 
plane lessor  International  Lease  Fi- 
nance. First  plane:  DC- 10  leased  to 
Aeromexico.  Business  took  off  as  dereg- 
ulated airlines  yearned  for  cheap  short- 
term  leases.  Took  public  in  1983.  Ac- 
quired by  AIG  in  1990.  Leslie  and 
Susan  active  in  philanthropy:  medical 
research  at  UCLA,  City  of  Hope,  Holo- 
caust Museum.  Members  since  1993. 

Richard  Mellon 
Scaife 

$1.1   BILLION 

Inheritance.  Pittsburgh. 

65.  Divorced,  remarried.  2  children 

Grandson  of  Richard  Beatty  Mellon 
(see  Mellon  family),  "Dicky"  inherited 
over  $200  million  from  his  mother 


1965.  Today  runs  Scaife  Media,  but 
known  more  for  his  funding  of  groups 
out  to  damage  President  Clinton.  The 
White  House  position:  "Scaife  is  be- 
hind a  lot  of  right-wing  groups  that 
spend  dieir  time  and  Scaife's  money  at- 
tacking die  president."  Scaife  denies. 
Told  USA  Today  he's  just  a  newspaper 
publisher  who  wants  the  truth  to  come 
out.  Also  has  been  spending  heavily  in 
attempt  to  catch  up  with  local  com- 
petitor the  Pittsburgh  Post-Gazette. 
Long  estranged  from  reclusive,  liberal 
sister  Cordelia  Scaife  May.  Member 
since  1982. 

George  Lindemann 

$1   BILLION 

Cable  TV,  cellular  phones 
Wellington,  Fla.:  Greenwich,  Conn. 
62.  Married,  3  children 

Wharton  grad  developed 
new  type  of  contact  lens,  sold 
out  to  Cooper  Labs  1971  for 
$60  million.  Acquired  New 
Jersey  cable  TV  licenses; 
leveraged  Vision  Cable  to 
230,000  subscribers  in  6 
states;  sold  to  Newhouse 
brothers  (see)  for  $220  mil- 
lion 1982.  Now  controls 
natural  gas  utility  Southern 
Union,  large  stake  Bell  At- 
lantic. Recendy  entered 
Spanish  music  market: 
record  company,  ten  radio 
stations.  "Every  time  every- 
one's talking  about  some- 
thing, that's  the  time  to  sell." 
Member  since  1989. 

Donald  Tyson 

$1   BILLION 

Tyson  Foods  Inc. 
Springdale,  Ark. 
68.  Married,  3  children 

Father  John  Tyson  founded 
Tyson  Feed  &  Hatchery, 
one-truck  chicken  business, 
during  Depression.  Went 
public  as  Tyson  Foods  1963. 
Son  Don  left  University  of 
Arkansas  senior  year  to  join 
company  1952.  Took  helm 
with  half-brother  Randal  (d. 
1986)  after  fadier  died  in  car- 
train  wreck  1967;  company 
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Now  there's  a  new  company  whose  fastening  systems  are  making  all  the  right  connections. 

We're  Cordant  Technologies  Inc.  And  in  addition  to  being  on  virtually  every 

aircraft  in  the  western  world,  our  Huck  International  company  is  creating 

vibration-proof  fastening  solutions  for  automotive,  railroad  and  building 

applications.  At  Cordant,  we're  constantly  seeking  profitable  new 

opportunities  in  new  markets.  Just  ask  the  movers  and  shakers. 


1.888.977.6397/www.cordanttech.com 
CDD 


NYSE 


Cordant 
Technologies 

Thiokol  •  Howmet  •  Huck 


When  it  better  work, 
we  make  it  work  better. 


controlled  ^ess  than  2%  U.S.  chicken 
market.  Toiiay  nation's  leading  suppli- 
er with  28%'pf  the  market,  S6.4  billion 
sales.  Last  yeaT  bought  neighbor,  com- 
petitor HudsPn  Foods  for  close  to  a 
billion.  MajonJ  accounts  with  McDon- 
Fried  Chicken.  Ships 
es.  Don,  big  political 
d  down  as  chairman 
senior  chairman.  Mem- 


aid's,  Kentuc 
to  57  coun 
r,   step] 
L995 
btr  since  19 


Jim  Jarinard 

$1   BILLION 

Oakley  Inc.  San  Juan  Islands,  Wash. 
49.  Divorced,  remarried;  7  children 

Production  delays,  problems  with  re- 
tailers pushed  Oakley  stock  to  an  all- 
time  low  last  year,  but  sunglasses 
mogul  righting  back:  now  gunning  for 
Nike's  share  of  the  sneaker  market  with 


new  all-purpose  athletic  shoe.  Relies 
more  on  word-of-mouth  than  loud- 
mouth advertising  to  promote  prod- 
ucts, including  trendy  shades  designed 
to  withstand  shotgun  blasts.  Now  sec- 
ond-largest sunglasses  maker  in  U.S. 
Fierce  litigator:  sued  Nike  last  year, 
Bausch  &  Lomb  this  year.  "Mad  scien- 
tist" CEO  gets  performance -based 
bonus,  but  no  salary.  Stock  still  off  60% 
from  its  May  1996  peak,  but  Jannard 
optimistic:  spent  $40  million  buying 
more  Oakley  shares.  Branching  out 
with  new  head-to-toe  apparel  line. 
Member  since  1995. 

Steven  Jobs 

$1   BILLION 

Software,  computers.  Palo  Alto,  Calif. 
43.  Married,  4  children 

Volatile  but  brilliant,  now  again  run- 


ning his  creation  Apple  Computer. 
New  iMac  unveiled  Aug.  15;  already 
creating  a  buzz.  At  $1,299  fairly 
cheap — and  sexy.  Egg-shaped  comput- 
er encased  in  translucent  aqua- blue 
plastic,  allowing  owner  to  see  inside. 
PowerBook  G3  laptop  computer  gets 
rave  reviews.  After  beating  quarterly 
earnings  estimates  in  July,  Apple's 
stock  finally  emerging  from  3-year 
coma.  Brought  back  as  interim  CEO 
last  July;  still  a  part-time  job.  He  owns 
just  one  share  of  Apple  stock,  having 
sold  shares  before  resuming  helm. 
Splits  time  between  Apple  and  Pixar 
Animation  Studios.  Pixar's  next  film,  A 
Bug's  Life,  set  to  open  Thanksgiving 
weekend.  Member  since  1982. 

Mort  Zuckerman 

$1   BILLION 

Real  estate,  publishing 

New  York  City;  Washington,  D.C. 

60.  Married,  1  child 

Son  of  Montreal  tobacco  and  candy 
salesman.  Law  degrees  at  McGill,  Har- 
vard; Wharton  M.B.A.  Got  start  in  real 
estate  Cabot,  Cabot  &  Forbes.  Left  7 
years  later  with  partner  Edward  Linde. 
Founded  office  builder  Boston  Proper- 
ties. Now  $6  billion  REIT  that  owns 
office,  industrial,  hotel  properties  along 
East  Coast.  Less  successful  as  publisher. 
Owns  Atlantic  Monthly  1980,  U.S. 
Navs  &  World  Report  1984,  New  York 
Daily  News  1993,  but  none  doing  par- 
ticularly well.  Big  investment  in  Ap- 
plied Graphics  Technologies,  market- 
ing company  Snyder  Communications. 
First  appeared  on  list  1982. 

^k  Ronald  Burkle 

$1   BILLION 

Supermarkets.  Beverly  Hills. 
45.  Married,  3  children 

Father  ran  Stater  Brothers  supermar- 
ket, young  Ron  bagged  groceries  after 
school.  One  year  of  dental  school; 
dropped  out,  went  back  to  groceries. 
Rose  to  vice  president  at  Stater 
Brothers.  With  father,  backing  from 
Berkshire  Hathaway,  tried  to  buy 
Stater  1981.  Bid  deemed  too  low; 
Burkle  axed,  father  demoted.  Founded 
buyout  fund  Yucaipa  1986.  Pulled  off 
first  grocery  LBO:  Jurgensen's 
gourmet  chain.  Strategy:  steal  market 
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If  You  Look  For  Value,  You  May  Find  Performance, 


■  Join  the  many  investors  who  have  recognized  the  significant  opportunities  presented  by  searching 
for  undervalued  and  overlooked  securities.  The  Franklin  Templeton  Group  offers  you  a  selection  of 
value-oriented  funds  designed  for  capital  growth  to  help  complement  your  investment  portfolio. 

■  Mutual  Series  is  one  of  the  premier  names  in  equity  mutual  funds. f  As  of 
8/3  1/98,  Morningstar  awarded  the  Mutual  Beacon,  Mutual  Qualified  and  Mutual 
Shares  Funds  an  overall  4-star  rating  against  a  universe  of  2,603,  1,520  and  710 
domestic  equity  funds  for  the  three-,  five-  and  ten-year  periods,  respectively. 


4-  and  5-Star 
Morningstar  Ratings' 


The  Mutual  Discovery  Fund,  as  of  8/31/98,  received  a  5-star 
rating  overall  and  among  801  and  348  international  equity 
funds  for  the  three-  and  five-year  periods,  respectively.11 
Past  performance  does  not  guarantee  future  results. 

■  Call  your  investment  representative  or  Franklin  today. 
www. franklin-templeton.com 

Franklin  Mutual  Series  Portfolio  Management  Team  and  Michael  Price,  Chairman 


The*  funds  muy  invest  in  mergers,  consolidations,  liquidations  and  reorganizations  as 
well  as  in  lower-rated  corporate  bonds.  Foreign  issues  incur  special  risks  including 
currency  fluctuation  and  political  uncertainty.  Investors  should  carefully  assess  the  risks 
to  principal  and  income  associated  with  these  types  of  securities  as  discussed  in  each 
fund's  prospectus. 

"The  Morningstar  rating  is  based  upon  performance  when  the  funds  had  no  sales 
charges  or  Rule  1 2b- 1  fees.  Class  I  and  II  shares  which  were  initially  offered  on 
November  1,  1996,  have  not  been  rated. 

Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance.  The 

>  ratings  are  subject  to  change  every  month.  Past  performance  is  no  guarantee  of 

future  results.  Morningstar  ratings  are  calculated  from  the  funds'  three-,  five-  and 

ten-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with 


appropriate  sales  charge  adjustments,  and  a  risk  factor  that  reflects  fund  perfor- 
mance below  90-day  T-bill  returns.  Ten  percent  of  the  funds  in  an  investment 
category  receive  five  stars,  22.5%  receive  four  stars,  35%  receive  three  stars, 
22.5%  receive  two  stars  and  the  bottom  10%  receive  one  star.  Ratings  for  the 
three,  five  and  ten  years,  ended  8/31/98  were:  Mutual  Beacon,  (3),  (4)  and 
(4)  stars;  Mutual  Qualified,  (3),  (4)  and  (4)  stars;  Mutual  Shares,  (3),  (4)  and 
(4)  stars.  Mutual  Discovery  received  (5)  and  (5)  stars  for  the  three  and  five  years 
respectively,  ended  8/31/98.  Morningstar  ratings  are  not  yet  available  for  the 
Mutual  European  and  Mutual  Financial  Services  Funds. 
Past  performance  does  not  guarantee  future  results. 
Franklin  Templeton  Distributors,  Inc. 


CALL    1  -800-FR  AN  KLI  N    EXT.    P339 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the  Mutual  Series  Fluids, 
including  sales  charges,  expenses  and  risks.  I  will  read  it  carefully  before  I  invest  or  send  money. 
3  Mutual  Beacon  Fund  □  Mutual  Qualified  Fund        □   Mutual  Shares  Fund 

□  Mutual  Discovery  Fund      □  Mutual  European  Fund        □   Mutual  Financial  Services  Fund 

□  I  am  currendy  a  Franklin  Templeton  shareholder.       □  I  am  currendy  a  Mutual  Series  shareholder. 

Name 


Address 


F  K  A  NJ  K<  I IJ  NJ 

"  Mutual  Series  Funds 

111  Mariners  Island  Boulevard 
San  Mateo,  CA  94404-1  585 

A  Member  of  the  Franklin  Templeton  Group,   Serving   Investors  for  Over  50  Years 


City /State /Zip 


Daytime  Phone 


share  from  competitors  by 
building  bigger,  more  convenient 
stores  using  lots  of  debt.  Other  deals: 
Ralphs  Supermarkets,  Dominick's  Fin- 
er Foods,  Fred  Meyer.  Big  political  giv- 
er to  both  parties.  Hosted  fundraisers 
for  California  Governor  Pete  Wilson, 
Bill  Clinton,  Los  Angeles  Mayor 
Richard  Riordan  at  his  Beverly  Hills 
mansion.  Claims  not  to  choose  sides: 
"The  first  thing  they  teach  you  in 
checkout-counter  school  is  not  to  talk 
politics    or    religion    with    the    cus- 


tomers." Apparently  talked 
about  giraffes  during  visit  to  Africa  this 
year  with  President  Clinton. 

Donald  Schneider 

$1   BILLION 

Schneider  National.  Green  Bay,  Wis. 
62.  Married,  5  children 

Nation's  largest  truckload  carrier,  with 
40,000  bright  orange  tractor-trailers 
on  the  highway.  Father  Al  started  one- 
truck  hauling  business  in  Green  Bay 


Tarnished  Silver-man 

The  stock  market  was  good  to  most  Forbes  400  members  this  year.  Not 
to  Henry  Silverman.  In  April  Silverman  announced  that  Cendant 
Corp.,  a  Wall  Street  darling  formed  by  the  1997  merger  of  his  franchis- 
ing company  HFS  Inc.  and  direct  marketer  CUC  International,  had  uncov- 
ered fraudulent  accounting  in  CUC's  books.  For  three  years  prior  to  the 
merger,  CUC  executives  had  created  $500  million  in  phony  pretax  income 
to  meet  Street  earnings  estimates. 

Punishment  was  swift.  The  day  after  the  news  broke,  shares  of  Cendant 
plunged  47%,  dragging  down  Silverman's  net  worth  by  more  than  $400 
million.  New  to  the  list  two  years  ago,  Silverman  just  hangs  on  this  year. 
Today  his  Cendant  options  are  worth  just  about  $200  million  after  taxes. 
Silverman,  who  had  no  role  in  the  fraud,  vows  to  rebuild  Cendant  in  two 
years.  But  not  without  distraction:  Shareholders  are  suing,  and  the  U.S.  at- 
torney's office  in  Newark  is  investigating.  -JOHN  Gorham 


1938.  Son  Don  employed  part  time 
during  college,  full  time  after  Whar- 
ton. Championed  merit  pay  over 
union  scale.  First  to  install  satellite - 
based  communication  systems  that 
linked  each  truck  and  customer  to 
headquarters.  Recruits  in  American 
military  bases  overseas  when  he  has 
trouble  finding  new  drivers,  whom  he 
calls  "associates."  Member  since  1994. 


Christopher 
Goldsbury 


$1   BILLION 

Salsa.  San  Antonio,  Tex. 

54.  Divorced,  1  child  (deceased) 

Salsa  king  married  daughter  of  Pace  Pi- 
cante  Sauce  founder  David  Pace.  "Kit" 
joined  business  1966.  Bought  out  fa- 
ther-in-law 1982,  wife  in  1991  di- 
vorce. Sold  salsa  company  in  1995  to 
Campbell  Soup  for  $1.1  billion  cash. 
Now  runs  venture  capital  firm  Silver 
Ventures,  investor  in  technology  com- 
panies, among  others.  Main  backer  of 
new  Westin  Riverwalk  Hotel  in  San 
Antonio.  Member  since  1995. 

$&   John  Albert 
Sobrato 
and  family 

$1   BILLION 

Real  estate.  San  Jose,  Calif. 
59.  Married,  3  children 

His  Sobrato  Development  Cos.  owns 
8  million  square  feet  of  prime  Silicon 
Valley  real  estate.  Tenants  include  Ap- 
ple, Cisco,  Hewlett-Packard.  Most  ele- 
gant builder  in  the  valley.  Buildings 
multistory  with  large  atriums,  foun- 
tains, stylish  mix  of  glass  and  steel.  Got 
start  as  residential  broker  in  Palo  Alto 
early  1960s.  Mother,  Ann,  was  one  of 
first  commercial  developers  in  Silicon 
Valley  when  area  was  mostly  orchards. 
With  Carl  Berg  (see)  built  commercial 
sites  cheaper  and  quicker,  but  with  lots 
of  debt,  than  their  larger  competitors. 
First  big  deal:  200,000-square-foot  fa- 
cility for  Amdahl.  Also  residential 
apartments:  one  of  largest  landowners 
in  the  valley.  Handed  over  reins  to  son, 
John  Michael,  but  still  has  final  say  on 
big  deals.  Philanthropic:  makes  grants 
to  children's  groups,  education 
through  Sobrato  Family  Foundation,    j 
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h  features  such  as 


premium  in-line  skate  wheels,  Tumi  has  elevated  travel  to  a  new  level 


iruivii 


For  more  information,  or  a  catalog,  contact  us  at  1-800-322-TUMI  or  www.tumi.com. 


David  Murdock 

$990   MILLION 

Real  estate,  finance.  Bel  Air,  Calif. 
75.  Twice  Divorced,  widowed;  2  sons 

High  school  dropout,  started  build- 
ing houses  in  Phoenix  after  World 
War  II;  eventually  offices.  Moved  to 
Los  Angeles  1964,  started  tilemaking 
company.  Took  over  Pacific  Holdings 
1974.  Cleared  $100  million  arrang- 
ing merger  of  Iowa  Beef  Processors 
with  Occidental  Petroleum.  Teamed 
up  with  Peter  Kiewit  as  white  knight 
purchaser  of  Continental  Group, 
then  being  pursued  by  corporate 
raider  Sir  James  Goldsmith.  Now 
chief  executive  of  Dole  Foods,  home- 
builder  Castle  &  Cooke.  No  plans  to 
slow  down:  "My  Dad  died  at  93,  but 
he  didn't  take  care  of  himself."  Mem- 
ber since  1982. 


(d.  1992),  built  first  Wal- 
Mart,  Rogers,  Ark.  1962.  Bud  low 
profile,  handled  real  estate.  Today  Wal- 
Mart  largest  U.S.  retailer  with  $118 
billion  sales.  Ann:  U.  Missouri 
dropout.  Husband  E.  Stanley  Kroenke 
Wal-Mart  director;  real  estate  develop- 
er. Owns  shopping  centers,  many  with 
Wal-Mart  stores  as  main  attraction. 
Nancy:  U.  Arkansas  dropout,  breeds 
horses  on  350-acre  Crown  Center 
Farms.  Members  since  1995. 

Albert  Ueltschi 

$980   MILLION 

FlightSafety  International.  Irving,  Tex. 
81.  Widowed,  4  children 

Kentucky  farmboy  gave  flying  lessons 
in  open-cockpit  biplane  bought  with 
$3,500  loan.  Joined  Pan  Am  1941. 
Saw  lack  of  training  in  business  aviation 


Ann  Walton  Kroenke 

$990   MILLION 

Inheritance.  Columbia,  Mo. 
48.  Married,  2  children 

Nancy  Walton 
Laurie 

$990   MILLION 

Inheritance.  Columbia,  Mo. 
46.  Married,  1  child 

Daughters  of  James  L.  (Bud)  Walton 
(d.  1995);  cousins  of  Sam  Walton's 
children  (see).  Bud  operated  small  five- 
and-dime  store  in  Missouri.  Pooled  as- 
sets with  older  brother  Sam  Walton 


industry:  started  FlightSafety  1951; 
mortgaged  house  1954  to  purchase 
flight  simulator.  Ran  company  in  spare 
time  until  1968  IPO.  In  1996  said:  "I 
believe  in  this  company,  and  I'm  not 
selling  any  of  it."  Sold  to  Berkshire 
Hadiaway  year  later  for  $1.5  billion. 
Member  since  1983. 

Robert  Galvin 

$975   MILLION 

Motorola  Inc.  Barrington  Hills,  III. 

76.  Married,  4  children 

Fadicr  Paul  Galvin  (d.  1959)  founded 
Galvin  Manufacturing  1928.  Renamed 


Motorola  1947.  Robert  started  in 
stockroom  1940;  president  1956, 
CEO  1959.  Sold  TV  division  to 
Japan's  Matsushita  1974.  Focused  on 
semiconductors,  wireless  technology 
•(Nextel  Communications),  satellites 
(Iridium,  Teledesic).  Stepped  down  as 
CEO  1990;  eldest  son  Christopher, 
48,  took  charge  last  January.  Big  losses 
in  earnings  and  market  share  prompted 
the  company  to  lay  off  1 5,000  workers 
and  take  $1.9  billion  charge.  Motorola 
has  bounced  back  before,  but  this  may 
be  the  Galvin  clan's  last  chance  to  get  it 
right.  Member  since  1982. 

Marc  Rich 

$975   MILLION 

Commodities,  tax  evasion. 

Zug,  Switzerland. 

63.  Divorced,  remarried;  2  children 

Pincus  Green 

$925   MILLION 
Commodities,  tax  evasion. 
Meggen,  Switzerland. 
63.  Married,  4  children 

Former  partners  fled  country  1983 
when  indicted  on  more  than  50  counts 
of  wire  fraud,  racketeering,  income  tax 
evasion.  Allegedly  bought  oil  from 
Iran  1980.  Suspected  links  with  late 
Nigerian  dictator  General  Sani  Abacha 
surfacing.  Live  in  Switzerland  but  still 
wanted  by  FBI.  Belgian-born  Rich  still 
doing  business  through  Marc  Rich  & 
Co.  Investment,  Novarco.  Recently 
purchased  8%  stake  in  Australian 
company  Anaconda  Nickel  Ltd;  ac- 
quired grain-trading  operations  of 
Geneva-based  Glibro  1997.  Reported- 
ly plans  to  re-enter  Argentinean  grain 
export  market  in  December.  Members 
since  1985. 

Thomas  Flatley 

$975   MILLION 

Real  estate.  Milton,  Mass. 
66.  Married,  5  children 

Boston  real  estate  king  sold  15  of  his 
New  England  hotels  to  Starwood  Ho- 
tels for  $470  million  in  September 
1997.  Fladey's  take:  estimated  at  more 
than  $200  million  after  taxes  and  debt. 
Irish  immigrant  quit  job  as  insurance 
salesman  in  County  Mayo,  Ireland,  to 
come  to  U.S.  in  1950.  Night  school; 
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U    ANM  Wl'Kk   Al  i.IPI  NU    I  I 


Lviberty  .Mutual  is  committed  to  reducing  the  impact  of  low  back  pain,  so  someone 
like  Joe  won't  miss  work,  or  the  occasional  piggyback  ride  with  daughter  Lisa. 
At  our  research  center  we  analyze  how  variations  in  bending  habits  can  affect  the 
risk  of  low  back  pain.  Our  research  has  led  to  innovative  products  like  Computask™ 
a  software  program  we  use  to  evaluate  workplace  tasks  and  help  recommend  ways 
to  ensure  that  Joe  and  daughter  Lisa  live  safer,  more  secure  lives. 

LIBERTY 

^*      There j  more  information  we  d  like  to  dhare.  So  please  call  John  Ryan  MUTUAL 

at  (617) 574-58-12  or  v'uit  our  wtbdite  at  http://www.Ubertymutual.com      tyie  jreedorri  of  Liherty 
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started  electrical  installation 
company,  then  branched  into  real 
estate.  Today  extensive  holdings  in 
suburban  office  buildings,  apartments, 
industrial  space.  Still  building.  Avoids 
leverage,  the  limelight.  Helped  establish 
a  memorial  in  Boston  for  Irish  immi- 
grants who  fled  the  Great  Potato 
Famine;  says  he  owes  his  Irish  forebears 
a  great  debt.  First  appeared  on  list  1988. 

Charles  Wang 

$975   MILLION 

Computer  Associates. 

New  York  City. 

54.  Married,  2  children 

Computer  Associates  failed  in  its  $9 
billion  bid  for  Computer  Sciences 
Corp.,  but  that  didn't  stop  the  compa- 
ny's top  3  executives  from  collecting  a 
$1  billion  bonus  in  stock  options,  of 
which  Wang  keeps  60%.  The  resulting 
charge  pushed  CA's  stock  down  30%. 
Cofounder  Wang  born  Shanghai,  fled 
with  family  in  1952.  Graduated  from 
Queens  College  with  math  degree. 
Founded  company  1976,  trading 
computer  services  for  free  rent  in  Man- 
hattan. "When  we  ran  out  of  money, 
we  went  and  got  a  new  credit  card." 
IPO  in  1981  raised  only  $3.2  million. 
After  acquiring  more  than  60  compa- 
nies, now  third-largest  softwaremaker 
behind  Microsoft,  Oracle.  Blunt,  ag- 
gressive, but  softened  his  image  with 
cookbook,  Wok  Like  a  Man.  Donated 
$25  million  for  new  building  at  SUNY 
Stony  Brook.  Member  since  1995. 

Peter  Lewis 

$950   MILLION 

Progressive  Corp. 
Beachwood,  Ohio. 
64.  Divorced,  3  children 

Admitted  oddball:  unpublished  mem- 
oir, Progressive  History,  details  years  of 
interoffice  affairs,  therapy  and  execu- 
tive firings.  Inherited  auto  insurance 
company  from  father  in  1965.  Built  up 
reputation  for  insuring  high-risk  dri- 
vers. Now  5th-largest  U.S.  auto  insur- 
er with  $4.6  billion  in  premiums,  on- 
line services.  Art  fanatic;  former  wife 
Toby  is  Progressive's  curator.  Donated 
$50  million  to  Guggenheim  Museum, 
$24  million  to  Case  Western  Reserve 
University.  Member  since  1993. 


James  Stowers  Jr. 

$940   MILLION 

Mutual  funds.  Kansas  City,  Mo. 
74.  Married;  3  daughters,  1  son 

WWII  Army  fighter  pilot  who  started 
fund  company  1958  with  $100,000, 
24  shareholders.  First  tracked  stocks  by 
hand,  using  calculator;  developed 
computer  model  1973.  American 
Century  Investments  now  $65  billion 
under  management.  Sold  45%  share 
for  $900  million  to  J. P.  Morgan  last 
year;  son  James  Stowers  III  now  CEO. 
Jr.  and  wife  cancer  survivors.  Says  his 
wealth  will  go  to  Stowers  Institute  of 
Medical  Research,  a  cancer  cure  re- 
search center.  Member  since  1993. 

Michael  Birck 

$930   MILLION 

Tellabs,  Inc.  Hinsdale,  III. 
60.  Married,  3  children 

Birck's  Tellabs  still  poised  to  merge  with 
Ciena  Corp.  despite  latter's  sharp  drop 
in  profits.  Deal  restructured,  but  both 
stocks  down  sharply.  Former  Bell  Labs 


engineer  who  ditched  bureaucracy  to 
start  telecommunications  equipment 
company  1975  with  plywood  work- 
bench, used  soldering  machine,  oscillo- 
scope. First  major  product:  echo  sup- 
pressors for  AT&T  competitors  who 
didn't  want  to  depend  on  Bell  hard- 
ware. Kept  growing  even  after  Bell 
breakup  increased  competition;  now  a 
global  player.  Grew  up  on  Indiana  farm, 
only  member  of  high  school  class  to  go 
to  college  (Purdue).  Still  modest  de- 
spite success:  awarded  himself  3%  raise. 
Said  to  call  current  compensation  rates 
"crazy."  Member  since  1996. 

>n  Arthur  Williams  Jr. 

$925   MILLION 

Insurance.  Palm  Beach,  Fla. 
56.  Married,  2  children 

High  school  football  coach,  term  life 
insurance  evangelist.  Raised  in  Cairo, 
Ga.,  father  worked  in  pickle  factory. 
Started  selling  life  insurance  to  sup- 
plement coaching  income  1967;  com- 
missions more  lucrative  than  football 
salary.  Opened  insurer  A.L.  Williams 
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Documents  are  digital.  Documents  are  paper. 


When  you're  doing  it  all, 

the  Xerox  Document  Centre 

does  it  50*  faster  than 

1 1 P,  Canon  or  Ricoh. 


or 
a. 


7/1 


X 


We  designed  the  Xerca  Document  Centre  220 
.md  2  JOST  in  do  what  everj  office  needs:  copy, 
t.i\.  pnni  and  scan.  Km  when  an  independent 
stud)  tested  them  against  the  Canon  GP  200] . 
the  Ricoh  Mien.  200  and  the  HP  Mopier 
">si  ScanJet,  our  Document  Centres  Mew 
them  away. 

In  12  different  tests,  using  different  combi- 
nations of  functions,  the  Document  Centre's 


producthitj  was  matched  against  the  competi 
Bon's  and  each  lime  the  competition  failed  to 
meet  our  high  standards.  The  Document  Centre 

proved  on  average  at  least  50%  Faster  and 

more  productive? 

I'nt  our  \ero\  Document  Centres  to 
the  test  yourself.  To  learn  more,  just  call 
1-800-ASR-XEROX  ext.  213  or,  to  see  the  test 
results,  visit  vvvm.doeumentrentre.xerox.com. 


THE  DOCUMENT  COMPANY 
XEROX 


_ 


11 PQ  xfROX.'  n»  Document  Company  *  the  digital  X  •  and  the  Document  Cent/' 


s  of  XEROX  CORPORATION  Canon*  and  6P200F  n  the  trademarks  of  Car»n  he  Hewlett  Packard  •  HP*  Mop,e<  ■  and  Si  1  I      I  fewbtt  Packard  Co  R«oh*and  Aft 


e  the  trademark*  ot  Ricoh  Corp 


1 1 Ittl 
*  *  sill 


m* 


Modems  For  Dummies  • :  fffj      -"*\ 


- 


IDG  has  sold 


MILLION  "Dummies"  on  the  idea  of  his  instructional  books. 


Patrick  McGovern 

$1.5  BILLION 

Publishing.  Nashua,  N.H. 
61.  Divorced,  remarried;  4  children 

IPOs  tor  dummies?  McGovern  set  to  take  his  IDG  Rooks  di- 
vision public  in  a  $50  million  offering,  but  concern  lingers  as 
to  whether  IDG  overextended  its  "For  Dummies"  brand 


name  with  nopcomputcr  titles:  Sex  For  Dummies,  Flyfishing 
For  Dummies.  Still,  a  pittance  compared  with  McGovcrn's 
far  reaching  computer  publishing  empire:  285  magazines  in 
75  countries.  Also  computer  trade  shows,  IDC  research  firm. 
Sales:  S2  billion.  Inveterate  traveler;  starting  new  Internet 
magazine  in  China.  As  teen,  won  scholarship  to  MIT  after  de- 
signing invincible  tic-tac-voc  machine.  In  computers  ever 
since.  Member  since  1982. 
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is:  Associates  1977  with  unyielding  sales 
pitch:  told  prospects  their  whole -lite  in- 
surance policies  were  rip-offs,  con- 
vinced them  to  switch  to  term  policies 
and  invest  the  difference.  Used  high 
commissions  to  motivate  army  ot  part- 
time  agents.  Bv  1990.  225,000  agents 
selling  S94  billion  in  policies  a  year.  "I 
think  the  only  way  not  to  be  controver- 
sial in  this  country  is  to  not  do  nothing, 
say  nothing  or  be  anvthing."  Sold  firm 
to  Primerica  for  S90  million  in  stock 
1989;  now  worth  20  million  Travelers 
Group  shares  Donated  $75  million  to 
friend  Jerry  FahvelTs  Liberty  Universi- 
ty. Purchased  Tampa  Bay  (hockey) 
Lightning  this  \ear  for  SI  16  million. 
Occasional  motivational  speaker;  pub- 
lished self- help  tome  All  You  ('an  Do  is 
All  Ton  Can  Do,  but  All  Ton  Can  Do  is 
Enough! 

Dean  White 

$925   MILLION 

Billboards,  hotels.  Crown  Point,  Ind. 

75.  Married.  4  children 

After  tending  off  investment  bankers 

tor  years,  agreed  in  August  to  sell  his 
billboard  company  to  Tom  Hicks'  (see) 
Chancellor  Media  tor  more  than  su.s(i 
million.  "At  that  price,  I  mean,  what  the 
heck?"  Father  started  company  1935; 
Dean  sold  ads  at  13.  Left  college  tor 
Merchant  Marine  Academy.  Took  over 
business  1946.  Built  strong  presence  in 
Kcond-tier  markets,  put  signs  up  near 
interstate  highways  to  avoid  local  zon 
ing  squabbles  After  Chancellor  sale, 
will  still  have  300  signs  in  China.  Mem 
ber  since  1996. 

John  Haas 

$920   MILLION 
Rohm  &  Haas  Co.  Villanova,  Pa. 
80.  Married.  5  children 
Father,  Otto  Haas,  and  partner  Otto 
Rohm  formed  company  to  manufacture 
leather  products  in  Germany  1907.  Set 
up    American    branch     1909.    Break- 
through    developments     in     specialty 
chemical  market:  pesticides  1929,  Plexi- 
glas  1932.  John's  older  brother,  Fritz  (d. 
1994),  took  over  when  father  retired 
1959.  Expanded  into  paint  and  paper 
coatings,    adhesives,    chemicals.    John 
chairman  1974-78,  retired  from  board 
1988.  Member  since  1986. 


Malcolm  Chace  III 

$910   MILLION 

Berkshire  Hathaway.  Providence. 
63.  Married,  3  children 
Longtime  minority  owner  in  Berk- 
shire Hathaway.  Ancestor  Oliver 
Chace  founded  textile  mill  Berkshire 
1806  in  Providence,  R.I.  Father, 
Malcolm  Chace,  Berkshire  president, 
oversaw  merger  with  Hathaway  1955 
(then  14  plants  and  SI  12  million  in 
sales).  Young  Malcolm  III  spent  "ab- 
solutely terrible"  summer  working  in 
mill.  "I  think  they  call  it  'character- 
building.'"  Last  mill  closed  in  mid- 
1970s.  Buffett  started  buying  shares 
1962;  took  over  1965.  Family  am- 
bivalent: "We  sort  of  sat  there  and 
smiled  and  watched  him  do  his 
thing."  Father  stayed  on  as  chairman, 
son  inherited  seat.  Chairman  Bank  of 
Rhode  Island,  but  another  invest- 
ment could  use  Buffett's  touch:  Ac- 
cess Solutions,  an  optical  data  stor- 
age manufacturer,  on  the  ropes. 
Member  since  1996. 


<ij 
~i  i 


Henry  Nicholas  III 


$900   MILLION 

Broadcom.  Laguna  Hills,  Calif. 
39.  Married,  3  children 


H- 


Henry  Samueli 


$850   MILLION 

Broadcom.  Orange  County,  Calif. 

44.  Married,  3  children 

Partners  who  first  met  at  TRW,  recon- 
nected at  UCLA:  Samueli  was  Nicholas' 
adviser  during  Ph.D.  studies.  Together 
since.  Brief  stints  at  PairGain  Technolo- 
gies, founded  Broadcom  1991:  manu- 
facturer of  high-speed  communication 
chips  for  computer  networks,  cable 
modems,  set-top  boxes.  Took  public  in 
April.  Stock  up  150%.  Samueli:  chief 
technical  officer,  responsible  for  research 
and  product  development.  Nicholas  runs 
business.  Competitive:  gripes  that  media 
ignore  companies  until  they  go  public. 
"We  had  such  a  strong  position  in  the 
market,  but  nobody  was  talking  about  us 
then.  Now  it's  all  'Is  it  sustainable?'"  Is  it? 
"Everv  nine  months  we  will  have  to 
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prove  ourselves  again.  There 
are  never  any  guarantees." 


Lawrence  Flinn  Jr. 

$900  MILLION 

United  Video  Satellite  Group. 

Greenwich,  Conn. 

62.  Married,  3  children 

Flinn's  UVSG  recently  bought  TV 
Guide  from  Rupert  Murdoch  for  $2 
billion.  Programming  sheet  will  now 
be  part  of  parent-to-be  AT&T's  push 
into  television.  Former  investment 
banker  took  over  cable  television  op- 
erator UVSG  in  1976.  Turned  into 
satellite  distributor.  Added  TV  listings 
via  Prevue  Network  Channel.  Took 
public  1993,  sold  to  TCI  in  1996. 
Now  set  to  merge  with  AT&T.  Mem- 
ber since  1995. 

John  Edson 

$900  MILLION 

Leisure  craft.  Seattle. 

66.  Divorced,  remarried;  2  children 

Founder  of  Bayliner  Marine  Corp., 
boatmaker  for  the  "everyman."  Man- 
date: simplify  production  in  what  was  a 
custom  industry.  Reasonably  priced 
boats  a  big  success  against  expensive 
custom  yacht  shops.  Sold  to  Brunswick 
Corp.  in  1986  for  $425  million  at  mar- 
ket peak.  Took  cash  and  invested  in  se- 
curities portfolio,  Arizona  land  near 
Scottsdale.  Now  retired,  spends  most 
of  time  sailing  on  161 -foot  yacht. 
Member  since  1986. 

Henry  Kravis 

$900  MILLION 

LBOs.  New  York  City. 

54.  Twice  divorced,  remarried; 

2  children 

George  Roberts 

$900   MILLION 
LBOs.  San  Francisco. 
54.  Married,  3  children 

Cousins  who  run  once-feared  invest- 
ment firm  Kohlberg  Kravis  Roberts  & 
Co.  Partners  striking  it  rich  with  big 
leveraged  buyouts.  Winners:  Duracell, 
American  Re,  Stop  &  Shop.  Losers: 
Evenflo  &  Spalding;  lost  $250  million 
investment  in  February  when  Bruno's 
supermarket  chain  went  bankrupt.  Re- 


cent buyout,  Regal  Cinemas 
($1.2  billion);  agreements  for  U.K.  in- 
surance broker  Willis  Corroon  ($1.4 
billion)  and  Herberts  ($1.7  billion), 
paint  unit  of  Hoechst  AG.  Former 
Bear,  Stearns  bankers,  left  to  form  own 
firm  with  mentor  Jerome  Kohlberg 
(see)  in  1976.  Kohlberg  broke  away  in 
1987  after  "friendly"  deals  turned  into 
mammoth  hostile  takeovers.  KKR 
strategy:  big  fees,  low  risk — often  just 
puts  up  1%  of  equity  price.  Henry  a  fix- 
ture of  NYC  nightlife.  George  keeps 


low  profile  on  West  Coast.  Members 
since  1986. 

Monroe  Carell  Jr. 

$900  MILLION 

Central  Parking  Corp.  Nashville. 

67.  Married,  3  daughters 

Son  of  railroad  worker,  earned  Vander- 
bilt  engineering  degree  1959.  Worked 
for  rural  Tennessee  utility;  returned 
home  to  help  run  father's  parking  lots. 
Took  over.  Created  trustworthy  image 


288 


Forbes  400  ■  October  12,  1998 


X 


X 


y 


1*\ 


A 


CONSISTENT.  WORLDLY.  KNOWS  NO  EQUAL. 


AND  THAT'S  JUST  THE  CIGAR. 


How  rich  is  rich? 


The  Forbes  400  is  the  most  accurate  count  of  American  wealth,  but  there 
is  another  standard — money  as  measured  by  pop  culture.  Authors  and 
screenwriters  don't  use  CPA-quality  accounting  methods,  but  they  play 
an  important  role  in  denning  "rich." 

$12,000 

The  Adventures  of  Tom  Sawyer,  1876. 

Value  of  gold  treasure  split  between  Tom  and  Huckleberry  Finn.  "It  was 
more  than  anyone  present  had  ever  seen  at  one  time  before." 

$52,000 

Death  of  a  Salesman,  1949. 

Annual  salary  of  Hap  Loman's  envied  friend.  "He  just  built  a  terrific  es- 
tate on  Long  Island  . . .  and  now  he's  building  another  one." 

$145,000 

Lost  in  America,  1985. 

What  two  yuppies  intend  to  live  on  after  quitting  their  jobs  and  buying  a 
motor  home.  "We  can  drop  out,  and  we  can  still  have  our  nest  egg! " 

$350,000 

It's  a  Mad,  Mad,  Mad,  Mad  World,  1963. 

Value  of  hidden  bounty  described  by  dying  ex-con,  prompting  feckless 
treasure  hunt.  "Walk  down  the  street  like  a  king!" 

$1   MILLION 

The  Bonfire  of  the  Vanities,  1987. 

Inadequate  annual  income  of  bond -trading  Master  of  the  Universe  Sher- 
man McCoy.  "I'm  already  going  broke  on  a  million  dollars  a  year! " 

$50   MILLION   TO   $100   MILLION 

Wall  Street,  1987. 

Supercapitalist  Gordon  Gekko's  benchmark  for  true  wealth.  "I'm  talking 
about  liquid.  Rich  enough  to  have  your  own  jet.  Rich  enough  not  to 
waste  time." 

$750   MILLION 

Arthur,  1981. 

Inheritance  that  will  be  withheld  from  drunk  playboy  unless  he  shapes  up 
and  agrees  to  arranged  marriage.  "How  does  it  feel  to  have  all  that  mon- 
ey?" "It  feels  great." 

$100   BILLION 

Austin  Powers:  International  Man  of  Mystery,  1997. 

Nuclear  ransom  demanded  by  out-of-touch  archvillain  after  his  initial 
proposal  of  $1  million  is  laughed  off.  "Don't  you  think  we  should  ask  for 
more?"  -Peter  Kafka 


WALL  STREET,  ARTHUR  AND  AUSTIN  POWERS:  Celluloid 
accounting  as  defined  by  a  raider,  a  drunk  and  a  spy. 


by  hiring  well-dressed  college  grads  to 
run  his  lots.  Rewarded  managers  with 
big  bonuses,  not  raises.  Controls  more 
than  70%  of  company,  but  still  parks  cars, 
directs  traffic  at  some  of  Central's  2,400 
garages  worldwide.  Member  since  1997. 


Roy  Disney 


$900   MILLION 

Walt  Disney  Co.  Los  Angeles. 

68.  Married,  4  children 

Nephew  of  animated  cartoon  legend 
Walt  Disney.  Roy  worked  at  studio  24 
years  as  film  editor,  writer,  producer; 
quit  1977  after  spat  with  management. 
Teamed  with  Bass  brothers,  returned 
to  Disney  as  vice  chairman  1984. 
Brought  in  Michael  Eisner,  put  magic 
back  in  kingdom  with  renewed  empha- 
sis on  animation:  The  Lion  King,  The 
Little  Mermaid.  Mouse  factory  now 
entertainment  powerhouse:  movies, 
books  (Hyperion),  television  (ABC, 
ESPN),  sports,  theme  parks.  Invests 
outside  Disney  via  Shamrock  Holdings 
run  by  Stanley  Gold.  Hits:  radio,  real 
estate.  Misses:  Grand  Union.  Un- 
loaded stake  in  barely  limping  LA. 
Gear.  Member  since  1982. 

T,   Carl  E.  Berg 

$900   MILLION 

Real  estate,  venture  capital. 
Atherton.  Calif. 
61.  Married,  1  child 

Son  of  heavy-equipment  operator 
from  Tucumcari,  N.M.  Sold  Dr 
Pepper  to  local  stores  out  of  truck  in 
high  school.  Arrived  in  Silicon  Valley 
early  1960s.  Partnered  with  John 
Sobrato  (see)  in  real  estate  deals. 
Accidental  venture  capitalist:  Took 
warrants  and  stock  in  exchange  for 
rent.  Reaped  more  than  S200  million 
bankrolling  Sun  Microsystems, 
Integrated  Device  Technology,  among 
others.  But  fortune  mostly  from  real 
estate.  Known  for  hard-nosed  ap- 
proach to  tenants,  partners,  contrac- 
tors. Builds  cheap,  fast.  Now  one  of 
Silicon  Valley's  biggest  landowners — 
200  acres  of  prime  earth,  5  million  sq. 
ft.  of  commercial  space.  Split  from 
Sobrato  1979  to  concentrate  on  ven- 
ture capital.  With  Silicon  Valley  build- 
ing values  up,  refocusing  on  real  estate. 
Set  to  go  public  through  REIT  in  fall. 


290 


Forbes  400  ■  October  12,  1998 


■ 


NORDSTROM 


< 


• 


MAI  NE    I  N   AMERIC 


"1 


HANDCRAFTED    FOOTWEAR 


Steven  Rales 

$890   MILLION 

Danaher  Corp.  Washington,  D.C. 

46.  Married 

Mitchell  Rales 

$880   MILLION 

Danaher  Corp.  Washington,  D.C. 

41.  Married 

Brothers  who  left  father's  successful 
real  estate  firm  1979  to  set  up  Equity 
Group  Holdings.  Renamed  Danaher 
Corp.,  built  into  manufacturing  con- 
glomerate: tools,  components  and 
process-environmental  controls  such 
as  leak  detection  sensors  for  fuel  tanks. 
Growth  through  acquisition,  most  re- 
cently motors  and  controls  maker  Pa- 
cific Scientific  Co.  and  electronic  test 
tools  maker  Fluke  Corp.  Buying  binge 
not  likely  over.  Forbes  once  skeptical 
of  these  "raiders  in  short  pants,"  but 
they  proved  us  wrong.  Members  since 
1995. 


Dwight  Opperman 


$875   MILLION 

Publishing.  Eagan,  Minn. 
75.  Widowed,  2  sons 

Opperman's  staid  legal  publishing  for- 
tune slowly  being  nudged  into  new 
media.  Recent  purchases:  Integrity  So- 
lutions, assets  of  Talent  Information 
Management.  Also  12.5%  of  Internet 
Broadcasting  System,  operator  of  the 
Channel  4000  Web  site.  Investments 
overseen  by  son  Vance,  55,  through 
family's  Key  Investment.  Dad  started 
at  legal  publishing  house  West  Publish- 
ing 1951.  Rose  through  ranks,  orches- 
trated 1996  sale  to  Thompson  Corp. 
for  $3.4  billion.  Gave  $50  million  to 
alma  mater  Drake  University.  Member 
since  1995. 

Richard  Egan 

$870   MILLION 

Data  storage.  Hopkinton,  Mass. 
62.  Married,  5  children 

EMC  Corp.  cofounder  and  chairman 
still  makes  about  250  sales  calls  a  year 
himself,  spending  up  to  40%  of  his  time- 
on  the  road.  Prefers  to  hire  sales  reps 
right  out  of  college,  often  athletes  from 
blue-collar  backgrounds,  hoping 
they'll    be    competitive   and    have    a 


strong  work  ethic.  Moved  through 
jobs  at  Honeywell,  Lockheed  Elec- 
tronics and  Intel  before  he  cofounded 
EMC  with  college  classmate.  Started  as 
a  supplier  of  add-on  memory  boards 
for  minicomputers.  IPO  in  1986.  In- 
troduced storage  scheme  using  cheap 
disk  drives  to  simultaneously  store  and 
back  up  data  in  1990.  Now  has  nearly 
50%  of  the  mainframe  storage  market. 
Member  since  1994. 

Arthur  Rock 

$870   MILLION 

Venture  capital.  San  Francisco. 

72.  Married 

Coiner  of  phrase  "venture  capital." 
Early  backer  of  Apple.  Then  Intel: 
stake  now  worth  $485  million.  Invests 
only  in  companies  within  driving  dis- 
tance of  Bay  Area.  Invests  in  manage- 
ment. "Pay  a  lot  more  attention  to  who 
is  running  the  company  than  whether 
the  products  are  right  or  not."  Man- 
agement invests  in  him:  has  had  direc- 
torships for  Xerox,  Teledyne,  Apple; 
still  director  of  AirTouch  Communica- 
tions. Last  May  elected  to  NASD 
board  of  governors.  First  appeared  on 
list  1983. 


Wendell  Murphy 

$850   MILLION 

Hogs.  Rose  Hill,  N.C. 

60.  Divorced,  remarried;  4  children 

Falling  pork  prices  pinching  Murphy, 
but  Murphy  Family  Farms  well-posi- 
tioned to  wait  out  a  slump.  Nation's 
largest  hog  supplier  has  low  debt  and 
high-tech  breeding  facilities.  Son  of  to- 
bacco farmer,  used  $13,000  loan  from 
dad  to  buy  feed  mill  1962 .  Sold  feed  to 
neighbors  for  livestock.  Started  buying 
hogs  himself.  Lost  entire  operation  to 
1968  cholera  epidemic.  Rebuilt:  paid 
neighbors  $1  a  head  to  raise  pigs, 
which  he  then  sold  to  packing  houses. 
Former  state  legislator;  big  giver  to 
alma  mater  N.C.  State,  N.C.  politi- 
cians. Owns  two-thirds  of  family  busi- 
ness. Member  since  1997. 

Bruce  Kovner 

$850   MILLION 

Money  manager.  NYC. 
53.  Married,  3  children 

Complaining  that  his  hedge  fund  had 
gotten  too  unwieldy,  Kovner  returned 
more  than  half  of  the  S2  billion  he  had 
under  management.  Tallied  impres- 
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We've  also  been  known  to  move  earth. 


Going  above  and  beyond  the  expected.  To  us, 


it  means  more  than  offering  the  usual  business 


incentives.  It's  doing  whatever  it  takes  to  bring 


your  company  to  Mississippi.  And  then  working 


hard  to  keep  you  satisfied  once  you're  here. 


Given  our  state's  pro-business  attitude  and  fast- 


growing  economy,  that's  a  promise  we  can  back 


up.       Call  1-800-340-3323.  Tell  us  your  wants.  Your 


needs.  Your  wildest  dreams.  Heaven  knows,  we'l 


do  everything  we  can  to  make  them  come  true. 


Mississippi.  We  can  do  that. 


Mississippi  Department  of  Economic  and  Community  Development  •  RO.  Box  849  •  Jackson,  Mississippi  •  39205  •  http://www.mississippi.org 


JSfSB 


By  The  N  U  M  B  E  R 


Michael  Bloomberg 

$2   BILLION 

Financial  news.  New  York  City. 
56.  Divorced,  2  daughters 

Eponymous  computer  termin  org  on  Wall  Street, 

supplying  news  stories,  bond  \ie9^^H£  filings,  sumo 
wrestling  scores.  Compctir  King  frustrated: 

Reuters  accused  of  hiring  consulting  firm  to  break  into 
Bloomberg  computer  systems  and  steal  proprietary  data. 
Grew  up  in  blue-collar  Medford,  Mass.  Degrees  from 
Johns  Hopkins  and  Harvard  Business  School.  Hitched  on 
with  Salomon  Brothers  as  processing  clerk.  Left  Salomon 
with  S20  million  severance  package;  started  computerized 
data  service  for  Treasury  bond  traders.  Terminal  count  at 
101,257  and  climbing.  Launched  news  division  1990;  24- 
hour  cable  TV  and  radio  followed,  fixture  on  die  London 
and  New  York  social  circuits.  Advice  on  marriage:  "Stay 
single."  Denies  rumor  he  will  be  New  York  City  mayoral 
candidate:  "I  suppose  everyone  would  like  to  be  mayor." 
Member  since  1992. 


^>      & 


Hi's  subscribers  request  data,  news  and  messages 


TIMES  PER  SECOND. 
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KEEPING  YOUR 

EGGS  IN 

ONE  BASKET. 

THE  DILEMMA  OF 
LOW  COST  HOLDINGS. 


Sentiment,  Control  and  The  Tax  Man.  One  of  the  most  difficult 
decisions  for  a  successful  investor  is  diversifying  large,  low-cost 
equity  holdings.  Loyalty,  a  desire  to  retain  voting  rights  and,  in 
particular,  concerns  about  the  capital  gains  tax  often  override 
compelling  reasons  to  sell.  As  a  result,  investors  don't  act. 

The  Risk  of  Inaction.  By  not  diversifying,  investors  expose 
themselves  to  the  risk  that  the  value  of  their  holdings  will  erode  as  a 
company's  fortunes  change.  In  recent  years,  many  former  darlings  of 
Wall  Street  have  fallen  on  hard  times.  Other  promising  companies 
fail  to  grow  as  anticipated  and  still  others  underperform  the  market. 

Keep  Your  Assets  in  Good  Company.  Diversification  is  not  an 
either/or  decision.  At  Bessemer,  we  use  a  number  of  innovative,  yet 
prudent  solutions  to  expand  a  portfolio  without  incurring  tax  liability. 

Since  1907,  Bessemer  Trust  has  successfully  developed  and 
managed  investment  portfolios  for  wealthy  individuals  and  families. 
If  you  have  $5  million  or  more,  you  should  consider  Bessemer's 
services.  For  a  copy  of  our  brochure,  "The  Dilemma  of  Low  Cost 
Holdings — Strategies  for  Diversification,"  write  or  call 
Robert  C.  Elliott,  Senior  Executive  Vice  President,  at  (212)  708-9141. 

Bessemer  Trust 

ENHANCING  PRIVATE  FORTUNES  FOR  GENERATIONS 

New  York  (212)  708-9 14 1\  Palm  Beach  (561)  655-4030  |  Miami  (305)  372-5005 

Naples  (941)  435-0034  |  Washington,  DC  (202)  659-3330  |  Chicago  (312)  220-9898 

Los  Angeles  (213)  892-0900  |  San  Francisco  (415)  291-1810 

630  Fifth  Avenue,  New  York,  New  York  Will 
E-Mail  at:  wealtMMbessemer.com 


sive  1997  results:  funds  up 
36%  after  fees.  Son  of  trade  unionist, 
dropped  out  of  Harvard  Ph.D.  pro- 
gram because  of  writer's  block.  Drove  a 
cab,  studied  harpsichord  at  Juilliard. 
Started  trading  commodities  with 
$3,000  borrowed  on  his  credit  card. 
Took  job  with  Commodities  Corp.  to 
learn  trading.  Left  in  1983  to  found 
Caxton  Corp.  Racked  up  huge  returns 
in  1987  and  1988  on  interest  rates,  oil 
prices.  Member  since  1992. 

Stanley 
Druckenmiller 

Money  management. 
NYC;  Palm  Beach,  Fla. 
45.  Married,  3  children 


Stock  analyst  at  Pittsburgh 
National  Bank,  moved  up  quickly.  Left 
at  28  to  start  money  manager  Duquesne 
Capital  Management  1981.  Left  in 
1988  to  work  for  George  Soros  (see). 
His  boss  loves  the  limelight;  he  shies 
away,  manages  Soros7  Quantum  hedge 
fund.  "Soros  has  taught  me  that  when 
you  have  tremendous  conviction  on  a 
trade,  you  have  to  go  for  die  jugular." 
Member  since  1995. 

;;>  John  Filo 

$840   MILLION 

&  Jerry  Yang 

$830   MILLION 
See  page  314. 


Thomas  Lee 

$840   MILLION 

Leveraged  buyouts.  Boston. 

54.  Divorced,  remarried;  3  children 

Summer  market  drop  no  sweat  for  Lee, 
who  spent  most  of  the  year  selling: 
HomeSide  Lending  ($1.2  billion),  Pri- 
Cellular  ($1.4  billion),  Select  Bever- 
ages ($400  million).  Also  sold  First 
Alert  (smoke  detectors)  and  Signature 
Brands  (Mr.  Coffee)  to  Sunbeam.  Rel- 
atively obscure  investor  despite  buying 
and  selling  some  50  companies  be- 
tween 1974  and  1984.  Then  Snapple: 
Invested  $28  million  in  $95  million 
(sales)  beverage  company.  Increased 
sales  to  $750  million,  sold  to  Quaker 
Oats  for  $1.7  billion.  Recendy  raised 
$3.5  billion  for  new  acquisition  fund; 


Another  day, 


After  all  these  years  it's  still  about  "the  art  of  the 
deal"  for  Donald  Trump.  That's  why  he's  gloat- 
ing over  his  latest  coup:  the  $800  million  pur- 
chase of  the  General  Motors  Building  on  Fifth 
Ave.  between  58th  and  59th  streets  in  Manhattan. 

Trump  announced  his  winning  1  lth-hour  bid  on  May 
29 — with  the  help  of  an  unlikely  partner,  insurer  Con- 
seco, Inc.  in  suburban  Indianapolis. 

Forbes  400  members  Samuel  Zell  and  Marvin  Davis, 
among  others,  had  been  jockeying  for  the  property  for 
months.  So  how  did  Trump  land  the  place?  "Relation- 
ship is  everything,"  he  coos.  "You  always  have  to  think 
of  the  seller." 

The  seller  was  Indianapolis'  Simon  family  of  the  Simon 
DeBartolo  Group.  Trump  figured  the  Simons,  as  REIT  own- 
ers, would  prefer  to  sell  to  an  individual  rather  than  a  com- 
peting REIT. 

The  relationship?  Conseco's  Stephen  Hilbcrt,  a  life- 
long resident  of  Indiana.  Says  Trump:  "I  called  Steve 
and  asked  him  two  questions:  How  good  is  your  rela- 
tionship with  David  [Simon]?  And  would  you  like  to 
buy  the  GM  building?  At  the  end  of  that  phone  call  we 
had  our  deal." 

As  luck  would  have  it, 
Conseco  had  just  an- 
nounced it  would  pay 
$40  million  for  the  nam- 
ing rights  to  the  new 
home  of  the  NBA's  lndi 
ana  Pacers  owned  by 
none  other  than  the  Si 
mon  family.  Better  still, 
Hilbert  was  headed  to  a 
dedication  ceremony  of 


UNITED  WE  STAND:  To  buy  the  GM  building,  Donald 
Trump  found  an  unlikely  ally  in  Conseco's  Stephen  Hilbert. 

die  Conseco  Fieldhouse  when  Trump  called.  The  sale  of 
the  GM  Building  was  scaled  within  hours  of  a  handshake 
between  Hilbert  and  David  Simon. 

Did  the  duo  overpay?  Widi  just  over  1.6  million 
square  feet  of  inhabitable  space,  the  purchase  price  of 
$492  per  square  foot  is  w  ell  above  rents  now  averaging  a 
paltry  S50  a  square  foot  a  year. 

But  Trump  should  come  out  a  winner.  For  roughly 
1 0%  ot  the  $185  million  the  partnership  had  to  put  up, 
Trump  receives  50%  of  the  equity.  "We're  leaning  on 
him  heavily  to  manage  and  drive  the  project,"  Hilbert 
C  onsidering  the  Donald's  ego,  we  doubt  he  feels 
terribly  burdened.  -Carleen  Hawn 
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REDATOR  OR  PREY 

..THE  ^AME  LAWS  APPLY  IN  THE  CONCRETE  JUNGLE 


In  the  jungle  that  is  business,  the  better 
equipped  you  are,  the  better  your  chances  of 
survival.  That's  why  for  almost  half  a  century, 
companies  like  yours  have  chosen  the  Brother 
Commercial  Division  for  their  business  products. 

We  sell  more  than  products,  we  sell  solutions— value  priced 
solutions  that  recognize  a  great  product  is  nothing  if  it  has  too 
great  an  impact  on  your  bottom  line.  Like  our  Business  Color 
Printers,  our  Multi-Function  Centers — the  ones  that  won  the 
PC  Magazine  Editors'  Choice  Award  for  an  unprecedented 
three  years  in  a  row.  Or  our  line  of  laser  printers  designed  to 
deliver  everything — except  compromise. 


Our  products  are  network  compatible  so  they'll  protect 
your  investment — and  peace  of  mind — for  the  long  term. 

Speaking  of  peace  of  mind,  select  models  even  offer 
service  24  hours  a  day,  seven  days  a  week  so  our  service  will 
be  at  your  side  to  keep  you  up  and  running.  In  addition,  those 
answers  will  be  coming  from  a  service  team  specially  designed 
for  the  demands  of  today's  corporate  environments.  Combine 
that  with  our  on-site  experts  ranging  from  field  engineers  to 
system  consultants,  and  you  can  see  why  our  customers 
aren't  going  to  end  up  as  anybody's  lunch. 

So  call  today  to  find  the  name  of  your  local  Brother  dealer. 
He  makes  all  the  difference  between  predator  and  prey. 


gJ^^^^.  ^^^^^  MFC-7160C  ^Wjfll^-*^    MFC-775Q     ^.^-^^^^ 
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For  more  information,  please  call  1.877.284.3238  or  visit  our  Web  site  at  http://www.brotlier.com 


We're  at  your  side. 


BROTHER  INTERNATIONAL  CORPORATION,  BRIDGEWATER,  NJ  ■  BROTHER  INTERNATIONAL  CORPORATION,  NAGOYA,  JAPAN 


has  7%  currently  invested. 

"This  is  the  premier  buyout  firm  in  the 

country."  Member  since  1993. 

James  Cargill 

$840   MILLION 
Cargill,  Inc.  Minneapolis. 
74.  Married,  3  children 

Margaret  Cargill 

$840   MILLION 

Cargill,  Inc.  La  Jolla,  Calif. 
78.  Single 

W.  Duncan 
MacMillan 

$560   MILLION 

Cargill,  Inc.  Wayzata,  Minn. 

68.  Married,  4  children 

John  MacMillan  III 

$560   MILLION 

Cargill,  Inc.  Hillsboro  Beach,  Fla. 

70.  Twice  divorced,  remarried; 
9  children 

Marion  MacMillan 
Pictet 

$560   MILLION 

Cargill,  Inc.  Hamilton  Beach,  Bermuda. 
66.  Divorced,  1  surviving  child 

Whitney  MacMillan 

$560   MILLION 

Cargill,  Inc.,  Minneapolis. 

69.  Married,  2  children 

Cargill  MacMillan  Jr. 

$560   MILLION 

Cargill,  Inc.  Wayzata,  Minn. 

71.  Divorced,  remarried;  4  children 

Pauline  MacMillan 
Keinath 

$560   MILLION 

Cargill,  Inc.  St.  Louis. 
66.  Married,  4  children 

Heirs  to  fortune,  split  among  three 
family  branches,  generated  by  world's 
largest  privately  held  company,  Grain- 
trading  firm  saw  earnings  drop  by 
more  than  40%  this  year;  blamed  glob 
a!  ovcrsupply,  Asia  woes,  losses  from  its 
consumer  finance  business,  winch  was 
shut  down  this  spring.  A  movement  by 
some  family  members  to  take  the  opci 
ation  public  quelled  last  year.  lame 
Margaret:    siblings,    descendants    o 


ffflE 


founder  William  W.  Cargill. 
James:  with  Cargill  from  1947  till 
1995.  Margaret:  reclusive,  never  mar- 
ried. Duncan  MacMillan:  joined  com- 
pany 1953,  director  since  1966.  John: 
not  active  in  company.  His  sister  Mari- 
on: owns,  manages  real  estate  hold- 
ings. Whitney  MacMillan:  Cargill 
CEO  1977-95,  former  minority  owner 
Minnesota  (football)  Vikings.  Brother 
Cargill:  senior  VP  1973-88.  Retired. 
Sister  Pauline:  not  active  in  company. 
James  and  Margaret  members  since 
1982;  cousins  since  1984. 

A.  Alfred  Taubman 

$840   MILLION 

Real  estate.  Bloomfield  Hills,  Mich. 
73.  Divorced,  remarried;  3  children 

Dyslexic  stutterer  as  a  child;  college 
dropout.  Turned  $5,000  loan  (1950) 
into  a  fortune  building  strip  malls  and 
shopping  centers.  Taubman  Centers 
IPO  kicked  off  1990s  REIT  boom. 
Bought     auction     house     Sotheby's 


NELSON 

PELTZ  juiced 
up  his  holdings 
with  the 
purchase  of 

ale. 


1983;  took  public  1988;  still  chair- 
man, largest  shareholder.  This  year 
sold  NYC  trophy  tower  712  Fifth  Av- 
enue for  top-of-the-market  price: 
.S525  per  square  foot;  netted  S50  mil- 
lion on  deal.  With  Mortimer  Zucker- 
man  (see)  owns  Russian-language 
Moscow  daily  newspaper  Versia.  Mem- 
ber since  1982. 

Nelson  Peltz 

$840   MILLION 

LBOs.  Bedford,  N.Y.; 

Palm  Beach,  Fla. 

56.  Divorced,  remarried;  8  children 

Peltz  and  longtime  sidekick  Peter 
May  back  in  the  fray:  their  Triarc  bev- 
erage company  bought  Snapple  from 
Quaker  Oats  last  year  for  $310  mil- 
lion— a  steal  compared  to  the  $1.7 
billion  Quaker  Oats  ponied  up  to  buy 
the  company  from  Thomas  Lee  (see). 
Peltz:  Wharton  drop-out,  built  up 
family's  food  business  before  selling 
out  in  1978.  With  May  bought  Trian- 
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THE    PEN  INSULA 

HONG     KONG 


Salisbury  Road,  Kowloon,  Hong  Kong.  Tel:  (852)  2366  6251  Fax:  (852)  2722  4170 
■feninsula:  Hong  Kong  •  Manila  •  New  York  'Beverly  Hills  •  Quail  Lodge  Resort  &  Golf  Club  Carmel  •  The  Palace  Hotel  Beijing  •  The  Kowloon  Hotel  Hong  Koi 


B?  Toll  Free:  (800)  323  7500  ih^eadinfiJaeisofih^Wotid-  Toll  Free:  (800)  223  6800  u  teljlToII  Free:  (800)  44  UTELL 

E-mail:  pen@penmsula.com    Website:  www.peninsula.com    or    CONTACT  YOUR  TRAVEL  PROFESSIONAL 


gle  Industries,  National 
Can,  American  Can;  sold  to  France's 
Pechiney  S.A.  Peltz  and  May's  share: 
more  than  $800  million.  What  to  do? 
In  May  bought  singer  Mariah  Carey's 
mansion  in  Westchester  County  for 
more  than  $20  million.  Member 
since  1989. 

Robert  Earl  Holding 

$830   MILLION 

Refining,  gas  stations,  real  estate. 

Salt  Lake  City. 

71.  Married,  3  children 

Investing  S300  million  into  his  Snow 
Basin  ski  resort  in  Utah,  site  of  the 
downhill  and  super  giant  slalom  events 
for  2002  Winter  Olympic  Games.  Son 
of  Mormon  apartment  caretakers,  got 
job  managing  a  hotel/gas  station  com- 
plex after  college  in  Little  America, 
Wyoming.  Bought  10%  stake  in  opera- 
tion, added  stations  in  Utah,  Arizona. 
Moved  into  refining  as  business  grew; 
bought  Sinclair  Oil  1976.  Diversified 


into  hotels,  including  Sun 
Valley  ski  resort  for  $12  million  1977. 
Member  since  1994. 


Edward  DeBartolo  Jr. 

$830   MILLION 

Shopping  centers.  Youngstown,  Ohio. 
51.  Married,  3  daughters 

Denise  DeBartolo 
York 

$820   MILLION 

Shopping  centers.  Youngstown,  Ohio. 
48.  Married;  2  sons,  twin  daughters 

Last  year  federal  prosecutors  began  in- 
vestigating a  botched  casino  deal  by 
Eddie  Jr.  No  indictment  yet,  but  plen- 
ty of  turmoil.  DeBartolo  stepped 
down  from  board  of  family's  invest- 
ment company,  resigned  as  chairman 
of  San  Francisco  49ers  football  team. 
Sister  Denise  assumed  control  of  both, 
quickly  shelved  plans  for  new  $525 
million  football  stadium,  citing  cost 
overruns.  DeBartolo  now  said  to  be 


trying  to  buy  out  York's  stake  in  team 
in  exchange  for  his  portion  of  family 
real  estate  company.  Also  tried  unsuc- 
cessfully to  strike  out  on  own  develop- 
•  ing  casinos  and  card  clubs.  Siblings  in- 
herited shopping  center  empire  from 
father  Edward  DeBartolo  Sr.  After  fa- 
ther's death  1994,  transferred  most  of 
family's  holdings  into  REIT.  Merged 
with  Simon  Property  Group  1996.  Si- 
mon DeBartolo  Group  now  owns  or 
manages  more  than  200  malls  and 
shopping  centers.  Will  add  23  more 
with  $6  billion  purchase  of  Corporate 
Property  Investors.  Denise  active  in 
National  Center  for  Missing  and  Ex- 
ploited Children.  Member  since  1997; 
Ed  Jr.  since  1995. 

Jerome  Kohlberg  Jr. 

$830  MILLION 

LBOs.  Mount  Kisco,  N.Y. 
73.  Married,  4  children 

New    York- born     lawyer,     Harvard 
M.B.A.    With    Henry    Kravis    and 


If  he  builds  it,  will  they  come? 


here's  nothing  Charles  Schwab  relishes  more 
than  scampering  off  to  his  reclusive  ranch  hide- 
away in  Montana's  up-and-coming  Bitterroot 
Valley,  35  miles  south  of  Missoula. 
Here  the  discount  brokerage  baron  becomes  Chuck, 
the  wader-wearing  fly  fisherman  and  regular  supper  pa- 
tron at  the  20-table  Cantina  La  Cocina  in  downtown  Vic- 
tor. He  loves  tooling  around  the  valley's  dirt  roads  in  his 
brown-and-white  1980  Che\y  Suburban  and  scrapping 
his  business  suits  for  jeans.  "I  wear  the  Gap  denims  — since 
I'm  on  the  board,"  Schwab  explains  over  die  telephone 
from  his  San  Francisco 
headquarters. 

There  was  only  one 
problem  with  Bitter- 
root — the  overcrowd- 
ed, divet-strcwn  pub- 
lic golf  course  in 
nearby  Hamilton  was 
fine  for  duffers  but 
not  for  Schwab's  10- 
handicap  game. 

So  what  docs  a 
Forbes  400  guy  do? 
Pour  an  estimated  $30 
million  into  the  100- 
yeaf  old  2,600  acre 
Stock    Farm,    copper 


king  Marcus  Daly's  Thoroughbred  horse  ranch. 

Schwab  is  intent  on  restoring  the  property,  building 
red  barns  with  galvanized-steel  roofs,  just  as  Daly  did  a 
century  ago.  The  club  buildings  and  guest  houses  will 
consist  of  clapboards  witii  pitched  single  roofs  and  log 
cabins  with  stone  bases. 

Closer  to  Schwab's  heart  will  be  a  new  private  golf 
club  with  an  18-hole  course  designed  by  links  legend 
Tom  Fazio  and  set  to  open  this  fall.  The  350  member- 
ships went  on  die  market  last  summer  and  are  now  fetch- 
ing $40,000  apiece.  So  Far  75  have  been  sold. 

Also  for  sale  are  96 
lots  tucked  in  the 
timber  highlands. 
The  parcels  range  in 
size  from  one  to  35 
acres  and  will  cost  be- 
tween $250,000  and 
1  million.  Only  12 
have  been  purchased 
so  far.  "My  life  is 
about  investing  so 
this  is  just  a  unique 
thing  for  me  to  do," 
Schwab  says.  "It's 
not  about  making 
money." 

-Michelle  Conlin 
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YOU      ARE      NOT      D  E 


BY      BOUNDARIES. 

1 


YOU      MOVE,     BREATHE,     COLOR      OUTSIDE     THE      LINES. 


THERE     ARE     WALLS      ONLY     WHERE     YOU      DECIDE     TO      BUILD      THEM. 


john  hancock  representatives  listen  carefully  to  our  clients'  concerns  and  goals. 
We  never  forget  that  these  change  not  just  from  person  to  person,  but  also  from  year  to  year.  Only 
with  this  understanding  can  we  offer  solutions  that  protect  as  well  as  provide  for  whatever  your  future  holds. 
To  find  a  representative  to  assist  you  in  selecting  the  best  insurance  and  investment  y-/  ^  Jr. 
products  to  help  meet  your  needs,  call  1-800-732-5543.  Or  visit  www.jhancock.com.  y  - 


John  Hancock  Mutual  Life  Insurance  Company.  John  Hancock  Variable  Life  Insurance  Company  (not  licensed  in  NY).  John  Hancock  Distributors,  Inc.,  member  NASD,  Boston,  MA  02117  AGT-AD1  4/98 


George  Roberts  (see  both), 
founded  LBO  firm  Kohlberg  Kravis 
Roberts  1976.  Trio  met  at  Bear 
Stearns,  where  Kohlberg  was  head  of 
investment  banking,  Roberts  and 
Kravis  summer  interns.  Pioneered  the 
leveraged  buyout.  First  deal:  friendly 
buyout  of  dental  products  maker  for 
S9.5  million  in  1965.  Became  disillu- 
sioned with  bigger  hostile  deals;  left 
1987.  Started  Kohlberg  &  Co.  with 
son  James.  Now  rails  against  "soft 
money"  political  contributions. 
Formed  Campaign  Reform  Project. 
Allies  include  Warren  Buffet.  Member 
since  1986. 

Carl  Lindner 

$830   MILLION 

Insurance,  investments.  Cincinnati. 
79.  Married,  3  sons 

Following  a  scathing  article  on  Lind- 
ner's Chiquita  Brands,  the  Cincinnati 
Enquirer  paid  the  banana  company  a 
$10  million  apology.  Young  Carl 
dropped  out  of  school  at  14;  helped 
family  dairy  business  during  Depres- 


sion. Opened  ice  cream 
store  1940  with  brothers,  $1,200. 
Built  220-store  chain,  United  Dairy 
Farmers.  Began  American  Financial 
with  small  S&Ls  1959;  added  insur- 
ance 1971,  Chiquita  Brands  early 
1970s.  Strict  Baptist;  contributor  to 
Jewish  charities,  political  parties.  Sons 
Carl  III,  Craig,  Keith  all  active  in  busi- 
ness, together  worth  well  over  $1  bil- 
lion. "I'm  the  luckiest  man  alive." 
Member  since  1982. 


Stanley  Stub 
Hubbard 

$825   MILLION 

Satellite  broadcasting 
St.  Mary's  Point,  Minn. 
65.  Married,  5  children 

Pioneer  of  satellite  television  took 
his  United  States  Satellite 
Broadcasting  company  public  two 
years  ago,  saw  personal  holdings 
rocket  to  $2  billion.  Fell  back  to 
earth  when  competitor  Echostar  (see 
Ergien)    undercut    industry    prices. 


Father  built  one  of  country's  first 
radio  stations  1923;  added  TV. 
Stanley  took  charge  1981,  pushed 
satellite  delivery.  Hubbard  Broad- 
casting now  9  TV  stations,  2  radio 
stations,  big  stake  in  USSB.  Also 
satellite  news  gathering  service 
Conus  Communications,  sports  TV 
production  companies.  Invested  in 
NHL  expansion  team  Minnesota 
Wild.  Member  since  1984. 

Sidney  Kimmel 

$825   MILLION 

Jones  Apparel  Group.  Philadelphia. 

69.  Single 

Son  of  Philly  cab  driver,  worked  in  knit- 
ting mill  after  dropping  out  of  college. 
Rose  to  president  of  women's  sports- 
wear company  Villager  Inc.  Left  to  run 
Grace  &  Co.'s  label,  Jones  Apparel. 
Bought  company,  began  marketing 
moderately  priced  career  clothing.  Sold 
off  weak  divisions,  held  onto  money- 
makers: Jones  New  York,  Evan-Picone, 
Saville.  Took  public  1991.  Sales  now 
$1.4  billion.  Member  since  1992. 
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Roger  Milliken 

$820   MILLION 

Textiles,  investments.  Spartanburg.  S.C. 
82.  Married.  5  children 
Family's  long-held  position  in  Mercan- 
tile Stores  Co.  turned  to  $1.2  billion  in 
cash  this  year  with  sale  to  Dillard's  Inc. 
still  heads  Milliken  &  Co.,  one 
of  the  country's  largest  private  textile 
rirms,  cofbunded  in  1865  hy  grandfa- 
ther Seth  Milliken  and  William  Deer 
mg  who  lert  to  start  what  became  In- 
ternational Harvester  i.  Financed 
Qcdgling  mills,  wound  up  owning 
many  during  Depression.  Grandson 
Roger  saw  tire  wipe  out  company's 
larger  manufacturing  facility  1995, 
quickly  rebuilt  Lately  benefiting  from 
industry  wide     increase     m     exports 

Member  since  1982 

William  Turner 

$815   MILLION 

Coca-Cola.  Columbus.  Ga. 
75.  6  children 


Sarah  Turner  Butler 

$815   MILLION 

Coca-Cola.  Columbus,  Ga. 
78.  Married,  3  children 

Elizabeth  Turner 
Corn 

$815   MILLION 
Coca-Cola.  Columbus,  Ga. 
72.  Married,  5  children 

Siblings.  Bill  oversees  investments  in  red 
estate,  barbecue  grills,  but  real  wealth 
comes  from  grandfather's  investment  in 
Coke.  Shares  passed  through  trust  to 
grandkids.  Bill  stepped  down  as  Coke 
board  director  1996,  but  family  still  be- 
lieved to  hold  nearly  30  million  Coke 
shares.  Members  since  1993. 

Samuel  Heyman 

$800   MILLION 

GAF  Corp.  New  York  City. 
59.  Married,  4  children 

Aspiring  politico  worked  under  Bobby 
Kennedy  at  Justice  Department; 
drawn  into  family  real  estate  business 


after  father's  death  1968.  Bought 
GAP  shares  1981;  waged  successful 
proxy  fight  against  "selfish  manage- 
ment." With  Michael  Milken's  help, 
went  after  Union  Carbide,  Borg- 
Warner;  made  over  $450  million. 
Took  International  Specialty  Products 
public  1991;  stake  now  worth  over 
$800  million.  Also  Building  Materials 
Corp.  of  America.  Extensive  art  collec- 
tion. Member  since  1991. 

Raymond  Park 

Manufacturing,  real  estate.  Cleveland. 
72.  Twice  divorced,  remarried; 
4  children 

Onetime  professional  trumpet  player, 
life-long  bargain  hunter.  Last  fall 
cleared  more  than  $425  million  on 
$100  million  investment  selling  his 
American  Axle  &  Manufacturing  to 
Blackstone  Croup:  "My  investment 
wasn't  intended  to  be  forever."  Kept 
proceeds  in  cash,  still  owns  5%  of 
company,   liaised  Oregon,  technical 


First  Encounters 
by  Davidoff 


The  Rough  Riders  were  a 

highly  unusual  group  of  men: 

ex-cowboys,  wesf em  bad  men 

and  ivy  league  graduates.  Teddy 

was  a  leader  who  had  ordered 

uniforms  from  Brooks  Brothers. 

Late  one  afternoon  after  a 

hard  day  of  riding  in  Santiago, 

Teddy  and  the  boys  stood  on 

a  lush  ridge  and  enjoyed  a  brief 

respite  with  a  few  great  cigars. 

After  all,  disappearing  into  a 

cloud  of  smoke  is  what 

becomes  a  legend  most. 


FOR  MORE  INFORMATION  AND  YOUR 

NEAREST  RETAILER  CALL  1-800-328-4365  OR  VISIT 

OUR  WEBSITE  AT  www.davidoflusa.com 


-  Teddy  Roosevelt,  the  Rough  Riders  ahd  fine  cigars. 


For  those  obsessed 
with  quality. 


GENP/A.  BRUSSELS.  AMSTERDAM.  LONDON.  SAO  RAULO.  MONTREAL.  NEW  YORK.  PANAMA  CITY.  MEXICO  CITY  BEVERLY  HILLS.  TOKYO.  SEOUL.  BEUING.  SINGAPORE  HOI  K3  KONG,  KUALA  LUMPUR.  BANGKOK  MOSCOW.  BERUN.  ZURCH 
535  MADISON  AVENUE.  NEW  YORK.  •  232  VIA  RODEO.  NORTH  RODEO  DRIVE.  BEVERLY  HILLS.  CATALOGUE  ORDERS,  800-328-4365  CORPORATE  ACCOUNTS,  800-353-0061 


school  dropout,  played  in 
swing  bands.  After  Army  Air  Corps, 
bought  low-grade  lumber,  removed 
the  worst,  sold  the  remainder  as  high- 
grade.  Other  fixer  uppers  followed: 
rehabbed  old  sawmills,  stamping 
plants,  steel  mills.  Will  likely  sell  his 
stake  in  a  planned  300-acre  retail/en- 
tertainment development  outside 
Pittsburgh.  Member  since  1997. 

Sheldon  Solow 

$800   MILLION 

Real  estate.  New  York  City. 
70.  Married,  2  sons 

Once  a  small-time  builder,  now  New 
York  City  real  estate  titan  through  one 
big  bet  1972:  50-story  9  West  57th  St. 
skyscraper.  With  values  soaring  in  New 
York's  red-hot  real  estate  market, 
Solow  extracts  premium  rents  for 
great  location,  Central  Park  views. 
Tenants  include  buyout  firm  KKR, 


Chanel,  Toyota.  Also  owns 
East  Side  luxury  residential  buildings, 
brownstone  rentals.  Modern  art  col- 
lector. First  appeared  on  list  1982. 

Harold  FitzGerald 
Lenfest 

$800   MILLION 

Cable  TV.  Huntingdon  Valley,  Pa. 

67.  Married,  3  children 

Son  of  traveling  entrepreneur.  Moth- 
er died  when  he  was  1 3 .  Columbia  law 
school,  landed  job  as  in-house  counsel 
to  Walter  Annenberg  who  later  sold 
him  2  Pennsylvania  cable  systems  for 
S2.3  million  1974.  Built  Lenfest 
Communications  by  regionally  clus- 
tering cable  systems:  acquired  multi- 
ple systems  in  Philadelphia,  Delaware 
area.  Now  boasts  1.2  million  sub- 
scribers. Highly  leveraged;  also  has  ca- 
ble systems  holdings  in  Europe. 
Member  since  1996. 


Harold  Honickman 

$800   MILLION 

Soft  drink  bottler.  NYC;  Philadelphia. 
65.  Married,  2  children 

Father  talked  Pepsi  into  giving  Harold 
bottling/distribution  rights  in  south- 
ern New  Jersey.  Father-in-law  built 
him  a  bottling  plant.  Acquired  strug- 
gling Canada  Dry  bottling  operations 
in  New  York,  suburban  Philly;  added 
private  labels.  Now  one  of  biggest  in- 
dependent bottlers  with  distributor- 
ship that  runs  from  Virginia  to  Rhode 
Island,  including  lucrative  New  York 
City  market.  "I  want  stomach  share." 
Member  since  1996. 

£k  Richard  M. 
Schulze 

$800   MILLION 

Best  Buy.  Edina,  Minn. 
57.  Married,  4  children 

A  year  ago  his  Best  Buy  stores  looked 
headed  the  way  of  the 
2  8 -track    tape.    Today 
x  they're  hotter  than  a 
-   Palm  Pilot:  shares  are 
~  up   385%   in   last   12 
P  months.     Now     289 
|  stores,     S8.4     billion 
5  sales.  Sold  electronics 
for  his  father's  distribu- 
tion    company     after 
high    school.    Started 
own  stores,  Sound  of 
Music,  1966.  First  year 
sales:  $173,000.  Low- 
frills,  low-priced   "su- 
perstore" concept.  Ex- 
tracted      concessions 
from  creditors:  paid  for 
new  product  on  Thurs- 
day,   begged    vendors 
not  to  cash  check  until 
Monday.    IPO    1985. 
Abandoned    commis- 
sion sales  staff  1989, 
overexpanded.      Poor 
inventory  control 

eroded  earnings;  need- 
ed extension  to  pa)-  off 
debts  1997.  Today 
consultant-led  team  fo- 
cusing on  profitability: 
emphasis  on  high-mar- 
gin service  contracts, 
away  from  low-margin 
computers. 
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Even  renowned  cancer  hospitals  depend  on  a 


UR  CEMENT  BUILDS  HOSPITALS 


fundamental  material: 


cement.  And  at  a  growing  number  of  building 
projects,  Cemex  is  the  cement  of  choice.  With 
operations  in  22  countries  and  trade  relations 
with  60  countries,  Cemex  combines  the  use 
of  the  latest  production  and  information 

technology 
with  an  efficient,  environmentally  sound 
approach  to  meet  the  needs  of  customers 
everywhere.  Because  we're  not  just  building 
hospitals— we're  building  a  better  world. 
To  learn  more,  visit  our  web  site  at 


AND  THE  WORLD  GETS  CLOSER  TO  A  CURE. 


www.cemex.com. 
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D.  Anderson  Cancer  Center  in  Houston 

W            tl 

B  u  i  1  d ;  n  g   a   Better  World. 


B.  Thomas 
Golisano 


$800   MILLION 
Paychex,  Inc.  Rochester,  N.Y. 
56.  Divorced; 
2  children,  2  stepchildren 

Rochester  native  says  he'll  run  again 
for  New  York  governor  on  the  Inde- 
pendence Party  platform.  Spent  $6.6 
million  on  first  campaign  1994;  re- 
ceived only  4%  of  the  vote.  Will  dig 
even  deeper  into  his  pockets  this  time. 
"Businesspeople  have  a  far  higher  con- 
science." As  payroll  clerk,  saw  unex- 
ploited  niche  in  targeting  small  compa- 
nies. Opened  Paychex  1971.  Low 
prices  brought  in  clients;  high  failure 
rates  for  small  businesses  drove  them 
out.  Opened  offices  across  country, 
built  volume.  Sales  now  $500  million. 
Member  since  1997. 

Harry  Quadracci 

$775   MILLION 
Printing.  Hartland,  Wis. 
62.  Married,  4  children 

Quad/Graphics  Inc.  started  with  bank 


loans,  mortgage,  people  no 
one  else  would  hire.  Paid  back  in- 
vestors in  2  years  via  high  press  produc- 
tivity. Legendary  party  thrower,  devel- 
oped intense  loyalty  from  customers, 
employees.  When  managers  gather  for 
annual  2 -day  conference,  leaves  non- 
management  employees  in  charge. 
Printing  industry  flat,  but 
Quad/Graphics  flourishing:  effected 
price  increase  last  year  to  fatten  mar- 
gins. Now  making  push  overseas  into 
South  America,  Eastern  Europe. 
Company  owns  more  than  2,000  lith- 
ographic impressions;  donated  $10 
million  to  Milwaukee  Art  Museum. 
Member  since  1995. 

Helen  Copley 

$775   MILLION 
Publishing.  La  Jolla,  Calif. 
75.  Divorced,  widowed;  1  son 

Newspaper  doyenne  stepped  down  last 
year  after  24  years  running  family  busi- 
ness. Only  child,  David,  46,  running 
business  built  around  flagship  San 
Diego  Union-Tribune.  Daughter  of 
Iowa  railroad  man,  became  secretary, 


then  wife  of  James  S.  Copley,  adopted 
son  of  newspaper  magnate  Colonel  Ira 
Copley.  Copley  Press  now  10  dailies, 
23  weeklies.  In  March  shut  down  San- 
ta Monica  Outlook  after  123  years. 
Member  since  1982. 

George  Joseph 

$775   BILLION 

Mercury  General  Corp.  Los  Angeles. 

77.  Divorced,  remarried;  5  children 

Despite  competition  and  reduced  auto 
insurance  rates,  Mercury  still  growing; 
now  sixth-largest  insurance  company 
in  California.  Also  expanded  into  Flori- 
da, Texas,  Oklahoma  and  Kansas.  Ag- 
gressive antifraud  measures  keep  losses 
to  a  minimum.  Total  premiums  up  37% 
last  year  after  changes  in  California  law 
that  forced  thousands  of  previously 
uninsured  drivers  to  buy  policies.  First 
appeared  on  list  1993. 

Oakleigh  Thorne  III 

$760   MILLION 

Publishing.  Millbrook,  N.Y. 

66.  Divorced,  remarried;  4  children 

Great-grandfather  bought,  built  com- 
pany that  became  largest  publisher  of 
tax  guides  for  lawyers,  accountants, 
government;  IRS  biggest  subscriber. 
Oakleigh  III  less  interested  in  com- 
pany than  in  900-acre  Thorndale  es- 
tate. Son  Oakleigh  IV  went  to  work  in- 
stead: trimmed  payroll,  reorganized 
management,  pushed  for  dramatic 
shift  toward  electronic  publishing.  Re- 
warded with  CEO  title  1995.  Sold  out 
2  years  ago  to  Wolters  Kluwer,  ending 
family's  association  with  company. 
First  appeared  on  list  1982. 

Joshua  Green  III 

$760   MILLION 

Inheritance,  banking,  real  estate. 

Seattle. 

62.  Divorced,  remarried;  3  children 

"Jay"  controls  79%  of  fifth-genera- 
tion fortune  originally  made  from 
cotton  mill  and  bank  in  Jackson, 
Miss.  Great-grandfather  moved  fam- 
ily to  Seattle  after  Civil  War.  Son 
Joshua  Green  I  added  shipping, 
more  banks;  survived  1929  Crash  on 
strong  liquidity.  Groomed  son, 
grandson  for  succession  but  didn't 
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A  flash  fire.  It  happens  when  invisible  fumes  creep  along  your  floor  and 

make  contact  with  a  gas  pilot  light.  So  please  ^ft  make  sure  flammable  liquids  are  tightly  sealed 

and  stored  far  away  from  gas  appliances.  ^H     ,     For  more  information  on  home  fire  safety, 

see  an  Allstate  Agent  or  call  I  -888-ALLSFTY.  Being  in  good  hands  is  the  only  place  to  bef 


/instate 

You're  in  good  hands. 


By 


Home  Depot  has  sold  enoug 


Arthur  Blank 

Fired   from   his  job  at   now-defunct 

home  improvement  outfit  Handy 
Dan's,  he  hooked  up  with  Bernard 
Marcus  to  start  Home  Depot.  With  do- 
it-yourself  spirit,  the  partners  turned 
Home  Depot  into  the  world's  largest 
home  improvement  retailer  [seep.  232  > 
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IF  YOU  KNOW  WHAT  COMES 

BETWEEN  33'/3  AND  78, 

IT'S  TIME  TO  CALL  AN  INTERNIST. 


It  you  were  around  before  tapes,  CDs  and  laserdiscs,  it's 
time  to  set  the  record  straight.  You're  old  enough  to  start 
seeing  a  Doctor  of  Internal  Medicine. 

Internists  are  the  medical  doctors  who  make  a  practice 
ot  treating  adults.  They  devote  at  least  three  additional 
years,  after  medical  school,  learning  to  prevent,  diagnose 
and  treat  diseases  that  primarily  affect  grown  ups.  And  many 
internists  choose  additional  training  to  "subspecialize"  in  such 
areas  as  rheumatology  (arthritis),  gastroenterology  (diseases 
of  the  stomach  and  intestines),  endocrinology  (glandular 
diseases  such  as  diabetes),  hepatology  (blood  "diseases)  and 


nephrology  (diseases  of  the  kidneys).  So  they're  well 
prepared  to  listen  and  talk  with  you  about  a  broad  range 
of  adult  health  care  needs.  From  routine  physicals  and 
wellness  programs,  to  the  management  of  complex  medical 
conditions,  like  heart  disease,  cancer,  diabetes  and  arthritis. 

So  when  it's  time  to  choose  a  doctor,  consider  choosing 
a  Doctor  of  Internal  Medicine.  They're  the  doctors  for  adults. 
Because  whatever  else  you  are,  you're  not  a  kid  anymore. 

For  more  information,  contact  a  Doctor  of  Internal 
Medicine  in  your  community,  or  visit  our  website  at 
www.acponline.org. 


DOCTORS     OF     INTERNAL    MEDICINE.     DOCTORS     FOR    ADULTS." 

ncritan  College  of  Physicians -American  Society  ol  Internal  Medicine  with  support  from  the  American  Board  of  Internal   Medicine  I 

©N98  The  American  i  oil  ge  ofPl  of  Internal  Mcdidni 


pass 


mantle    until    1971, 


age  102.  Harvard-educated  Jay  took 
over  1977,  age  37.  Recently  liquidat- 
ing: "Our  family  culture  is  never  to 
fall  in  love  with  an  asset."  Also  stakes 
in  Safeco,  commercial  real  estate  and 
Sage  Corp.,  maker  of  luxury  fly  rods 
and  reels.  Member  since  1997. 

Richard  Adams 

$750   MILLION 

Uunet  Technologies. 

Fairfax,  Va. 

41.  At  least  1  child 


Masters  in  computer  sci- 
ence, worked  at  Center  for  Seismic 
Studies.  Founded  Uunet  Technolo- 
gies 1987,  provided  Internet  access, 
applications  for  scientists,  researchers. " 
Company  focused  on  corporate 
clients,  beat  out  MCI,  AT&T  to  pro- 
vide data  pipelines  for  new  Microsoft 
Network.  IPO  1995.  Year  later 
bought  by  MFS  Communications  for 
$2  billion.  Same  year  WorldCom  ac- 
quired MFS.  Still  Uunet  chairman, 
chief  technical  officer.  Extremely  me- 
dia shy.  Reportedly  bought  111  acres 
of  land  in  northern  Virginia  last  year; 


plans  to  develop  into  an  office  park 
wfth  French  restaurant,  health  club. 
Member  since  1997. 

Henry  Singleton 

$750   MILLION 

Teledyne.  Beverly  Hills. 
81.  Married,  5  children 

Affluent  Texas  rancher's  son,  MIT 
graduate.  Henry  cofounded,  built 
specialty  metals  and  instruments  man- 
ufacturer Teledyne  through  skillful 
acquisition  of  undervalued  businesses 
with  steady  cash  flows.  Brilliant  finan- 
cial engineer.  Early  proponent  of 
stock  buybacks  when  Wall  Street  was 
undervaluing  assets.  Chairman  1960 
to  1991.  Merged  with  stainless  steel 
maker  Allegheny  Ludlum  in  1996 
$2.2  billion  deal.  Maintains  large 
stakes  in  Argonaut  Group,  Unitrin. 
Member  since  1982. 

Marvin  Herb 

$750   MILLION 

Bottling.  Chicago. 
61.  Married,  2  children 

Former  Borden  consumer  products  di- 
vision president  bought  Coca-Cola  bot- 
tlers for  Indianapolis,  Chicago  1981. 
Added  plants  in  Rochester,  N.Y.,  Mil- 
waukee .  Now  Coke's  third-largest  inde- 
pendent bottler,  estimated  sales  over 
S900  million.  Member  since  1991. 

Michael  Price 

$750   MILLION 

Money  manager.  Far  Hills,  N.J. 
47.  Divorced,  3  children 

Two  years  after  selling  his  Heine  Securi- 
ties with  its  family  of  mutual  funds  to 
Franklin  Resources,  Price  plans  to  let 
others  manage  the  money.  Though  his 
funds  have  underperformed  this  year, 
he  won't  stop  collecting  checks:  Payout 
eventually  could  reach  $800  million. 
Started  with  fabled  investor  Max  Heine 
as  $200-a-week  research  assistant. 
Bought  firm  for  bargain  price  after 
Heine  died  in  car  accident  1988.  Unlike 
most  mutual  fund  moguls,  Price  made 
waves  for  managements  of  companies 
held  in  his  portfolios.  Made  big  money 
for  Mutual  Shares  shareholders  with 
Chase  bank  but  Sunbeam  Corp.  was  a 
disaster  for  them.  Member  since  1996. 
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"I  watch  TRIO  all  the  time,  but  I  just  love  Mysterious  Island,  and  I  never  miss  it." 

-  Betty  White.  Kokomo.  Indiana 


FUghtpath  is  a  great  program . . . 
ed  at  your  programming,  it's  absolutely  beautiful." 
Harry  McCartha.  Lakeland.  Florida 


'    ' 


I  thought  The  Boys  of  St.  Vincent  was  an  excellent. 
intense  film,  extraordinarily  well-acted,  and  I  thank  TRIO  for  showing  it. 
-  Dolores  Can.  Long  Beach.  Washington 


ARMCHAIR  CRITICS  ARE  RAVING  ABOUT  IT." 

rou're  tired  of  turning  off  your  brain  when  you  turn  on  the  television,  tune  into  TRIO.  You'll  get  distinctive  and  award- 
nning  Dramas.  Documentaries,  and  Films,  and  the  very  best  of  children's  programming  -  the  pick  of  English  language 
aterial  from  around  the  world.  Quality  television  you  won't  see  elsewhere,  and  without  gratuitous  violence,  sex  or 
fion  stars.  So  call  your  cable  operator  or  satellite  provider  today.  After  all,  you've  already  got  the  best  seat  in  the 
use.  Now  all  you  need  is  TRIO,  the  best  in  new  television.  ^  the    shape    of    quality    television 

on  channel  260 

3irectv  DRAMAS  DOCU  M  ENTAR I ES  Fl  LMS  A  notb,  'Am-ricanSSS £S 
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ten  TRIO  on  \         ^J 

Leonard 
Abramson 


$740   MILLION 

U.S.  Healthcare.  Jupiter,  Fia. 
65.  Married,  3  daughters 

Sold  majority  of  his  Aetna  stock  hold- 
ings after  the  insurer  acquired  his  U.S. 
Healthcare.  But  ties  to  the  company 
remain:  multimillion-dollar  consulting 
contract,  Aetna  pays  for  maintenance 
on  his  private  plane.  Big  step  up  from 
cab  driving,  which  paid  for  his  studies 
at  Philadelphia  College  of  Pharmacy  & 
Science.  "Not  too  many  people  started 


PLEASANT  ROWLAND 

her  dolts  as  a  Barbie  anti- 
dote. Then  she  sold  her  col. 
-iny  to  Barbie  parent  Mattel 


out  with  less  than  I  did."  Salesman  for 
Parke-Davis  1960;  quit  when  denied 
promotion.  Started  HMO  1975,  took 
public  1983.  Last  year  pledged  $100 
million  to  create  cancer  institute  at 
University  of  Pennsylvania.  Member 
since  1992. 

Jesse  Mack 
Robinson 

$740  MILLION 

Banking,  insurance.  Atlanta. 
75.  Married,  2  daughters 

Started  as  used  car  salesman  after  drop- 
ping out  of  college;  created  chain  of 
auto  loan  companies.  Sold  out  to  First 
National  Bank  of  Atlanta,  became  ma- 
jor shareholder.  Hirst  National  merged 


with  Wachovia  1985. 
Robinson  still  owns  large  stake.  Also 
insurance,  lumber,  radio  and  television 
stations.  One  of  original  investors  in 
Yves  St.  Laurent  fashion  house;  sold  in- 
terest in  mid-1960s.  Breeds  race- 
horses; avid  golfer.  Gave  $5  million  to 
the  Westminster  Schools  in  Atlanta. 
Member  since  1986. 

Summerfield 
Johnston  Jr. 

$730   MILLION 

Coca-Cola  Enterprises. 

Chattanooga,  Atlanta. 
66.  Married,  5  children 

Grandfather  James  F. 
awarded  first  Coca-Cola 
bottling  franchise  1890s  in 
Chattanooga.  Johnston 
Bottling  passed  down  3 
generations  to  Summerfield 
1950s;  "Skey"  made  chair- 

<man  1979.  Through  acqui- 
sitions grew  to  be  largest  in- 
dependent Coke  bottler  in 
world.  Merged  with  Coca- 
Cola  Enterprises  1991;  now 
largest  individual  sharehold- 
er. Charitable;  shuns  public- 
ity. Member  since  1997. 

John  Lupton 

$725   MILLION 

Coca-Cola  bottling. 
Lookout  Mountain,  Tenn. 
72.  Married,  4  children 

Elizabeth 
Lupton  Davenport 

$725   MILLION 

Coca-Cola  bottling. 
Lookout  Mountain,  Tenn. 
65.  Divorced,  remarried; 
3  children 

Siblings.  Grandfather  John  T.  Lupton 
(d.  1933)  landed  distribution  rights  for 
Coke  1899.  Father  Thomas  bought, 
sold  franchises  at  frenzied  pace.  John 
started  1954  as  bottle  washer;  ran 
family's  Great  Western  Coca-Cola 
Bottling  Co.  after  dad's  death  1977; 
became  largest  U.S.  Coke  bottler.  Sold 
to  Coke  for  $1.4  billion  1986.  John: 
pillar  of  Chattanooga  society,  major 
shareholder  in  Arnold  Palmer  Golf  Co. 
Member  since    1982.   Elizabeth  lives 


quietly,  philanthropic.  Member  since 
1986. 

Leon  Hess 

$720   MILLION 

Amerada  Hess.  Deal,  N.J. 
84.  Married,  3  children 

Son  of  Lithuanian  immigrant,  dirtied 
carpets  as  oil  delivery  boy,  reorganized 
father's  small  fuel -delivery  company, 
age  19.  Expanded  into  drilling,  refin- 
ing, exploration.  Went  public  1969 
when  Hess  Oil  acquired  Amerada 
Corp.  International's  oil,  natural-gas 
refineries.  Expanding  operations  in 
North  Sea,  Gulf  of  Mexico.  Now  more 
than  500  Hess  gas  stations  in  U.S.  Son 
John  chairman  and  chief  executive. 
Leon  still  on  board.  Owns  football's 
New  York  Jets.  Member  since  1982 . 

Michael  Eisner 

$710   MILLION 

Walt  Disney  Co.  Los  Angeles. 
56.  Married,  3  children 

One  of  America's  best-paid  executives 
exercised  about  7.3  million  shares  last 
year.  Issued  statement  saying  his  action 
would  "provoke  much  discussion." 
That  was  putting  it  mildly.  Renewed 
old  luster  through  animated  movies 
and,  lately,  musicals:  Disney's  stage 
adaptations  of  Beauty  and  the  Beast  ind 
The  Lion  King  huge  success.  Jury  still 
out,  though,  on  Disney's  costly 
takeover  of  Capital  Cities/ABC. 
Member  since  1993. 

William  Bartmann 

$700   MILLION 

Commercial  Financial  Services. 

Tulsa,  Okla. 

48.  Married,  2  daughters 

Kathryn  Bartmann 

$700   MILLION 

Commercial  Financial  Services. 

Tulsa,  Okla. 

48.  Married,  2  daughters 

Childhood  sweethearts,  husband  and 
wife  own  80%  of  Commercial  Financial 
Services,  largest  debt  collection  agency 
in  U.S.  Bill  kicked  out  of  high  school, 
then  earned  GED,  law  degree.  Quit 
law,  bought  real  estate,  then  oil,  nearly 
bankrupted  when  oil  boom  bottomed 
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yjur  new  San  Francisco  office  is  committed 
to  enhancing  wealth.  Especially  yours. 


^Although  our  San  Francisco  office  is  new,  U.S. Trust  is  one  of  America's  most 
experienced  wealth  management  advisors.  For  over  145  years,  through  bear  markets,  bull 
markets,  wars  and  recessions,  we  have  provided  our  clients  with  insightful  investment  advice 
that  has  enabled  them  to  grow  their  assets. 

The  hallmarks  of  our  approach  are  an  unwavering  focus  on  each  client's  specific 
objectives,  a  tax-intelligent  investment  process  and  a  comprehensive  array  of  wealth 
management  services,  including  private  banking,  fiduciary  services  and  financial  planning. 
Now,  U.S.  Trust  is  committed  to  enhancing  the  wealth  of  entrepreneurs,  corporate 
executives  and  others  in  the  Bay  Area.  For  information  more  specific  to  your  needs  and 
objectives,  please  contact  Jay  S.  Welker,  Senior  Vice  President  at  415-743-9000. 


U.S 


A  TRADITION  OF  GROWING  ASSETS 


NEW  YORK   BOCA  RATON   COSTA  MESA   DALLAS   GARDEN  CITY   GREENWICH    HOUSTON    LOS  ANGELES   MORRISTOWN    NAPLES 
PALM  BEACH    PORTLAND    PRINCETON    SAN  FRANCISCO    STAMFORD    VERO  BEACH    WASHINGTON  D.C.    WEST  HARTFORD 


out  in  mid-1980s.  Started 
collection  business  in  1986,  calling 
debtors  out  of  kitchen,  getting  them  to 
pay  up  on  distressed  FDIC  loans.  Shifted 
to  credit  card  debt  1992.  Dunning  be- 
came big  business:  earned  $182  million 
on  revenues  of  $954  million  in  1997. 
Last  year  considered,  passed  on  IPO. 
Expanding  instead:  new  office  in  United 
Kingdom,  looking  at  Argentina.  Also 
creating  own  credit  card  company,  sell- 
ing cards  to  "customers"  who  have  paid 
up.  Members  since  1997. 

Max  Fisher 

$700   MILLION 

Oil,  gas.  Franklin,  Mich. 
90.  Widowed,  remarried; 
5  children 

Attended  Ohio  State  University  on  foot- 
ball scholarship.  After  graduation  rebuilt 
father's  oil  reclamation  plant  that  had 
burned  to  the  ground  in  1930.  Sold  as- 
sets to  Marathon  Oil  1959.  Reinvested: 
owns  stakes  in  Comerica,  Durakon  In- 
dustries, Sotheby's.  At  age  90  still  goes 
to  work  every  day:  Comerica  created  a 
special  age  exemption  so  he  could  be 
a  board  member.  A  big  supporter  of  Is- 
rael, passion  for  Detroit.  Member  since 
1982. 

'J&   Pleasant 
Rowland 

$700   MILLION 

Dolls.  Madison,  Wis. 

57.  Married,  3  stepchildren 

Former  kindergarten  teacher,  San 
Francisco  TV  reporter,  textbook 
writer;  father  heavyweight  at  Chicago 
ad  agency  Leo  Burnett.  Dismayed  by 
busty  Barbie  doll,  conceived  high- 
end,  highbrow  models  for  thinking 
girls.  With  husband,  life  savings, 
founded  Pleasant  Co.  1985.  Sold 
"American  Girls"  line  through  cata- 
logs— $88  dolls  dressed  in  historic 
costumes,  accompanied  by  fictional 
stories.  "We  were  really  the  first  peo- 
ple to  take  girls  7  to  12  seriously." 
Added  books,  clothes,  magazines  (cir- 
culation 750,000).  Sales  $300  mil- 
lion. Found  Barbie  a  lot  less  reprehen- 
sible after  selling  her  company  to 
doll's  parent  Mattel  for  $700  million 
in  June.  "They  stand  in  awe  of  our 
accomplishment." 


Jfe  David  Filo 

$840  MILLION 

Yahoo!  Inc.  Mountain  View,  Calif. 
32.  Single 

Sell -described  proerastinators  cofounded  Internet  gateway  Yahix 
in  lieu  of  working  on  their  Ph.D.s.  Took  off  beyond  their  wildc 
dreams.  Jerrv  Yang:  "It's  weird  and  unreal— and  unsustainable. 
Taiwanese  immigrant,  arrived  California  age  10.  Adapted  quickh 
starred  speaking  English  "like  a  native"  in  2  years.  Gifted  in  mat 
and  science;  to  Stanford  1990.  With  fellow  student  David  Filo  stan 
ed  ail  electronic  directory  to  keep  track  of  their  personal  interests  o| 
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Yahoo! 

received  as 

many  as 


MILLION 

page  views  a 

day  in  the 

month  of 

June. 


Jk  Jerry  Yang 


$830   MILLION 

Yahoo!  Inc.  Los  Altos,  Calif. 
29.  Married 


16  Internet;  converted  it  into  a  customized  database  for  other  users. 
yahoo!  now  Internet's  most  widely  used  search  engine.  Filo  handles 
the  technical  side,  manages  Yahooi's  Web  site.  Still  lives  in  apart- 
ment off  campus.  Only  hobby:  collecting  Web  sites.  Chief  Yahoo 
Yang  sets  business  strategy,  builds  the  brand.  Still  a  procrastinator: 
has  yet  to  finish  his  Ph.D.  Considers  the  stock  price  a  distraction:  "It 
could  all  go  awav  tomorrow." 
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Anne  Getty 
Earhart 

$700   MILLION 

Inheritance.  Laguna  Beach,  Calif. 
46.  Married,  2  children 

Claire  Getty  Perry 

$700   MILLION 

Inheritance.  San  Francisco. 
44.  Married,  4  sons 

Caroline  Marie  Getty 

$700   MILLION 

Inheritance.  San  Francisco. 
41.  Single 

Sisters.  Children  of  George  Getty 
(d.  1973),  oldest  son  of  Jean  Paul  Getty  Sr. 
(d.  1976).  Anne  squabbled  with  half-uncle 
Gordon  (see)  over  control  of  Sarah  S.  Get- 


ty Trust.  Disliked  handling  of 
Getty  Oil  talks  with  Pennzoil  1986,  peti- 
tioned California  Court  for  injunction; 
Getty  Oil  eventually  sold  to  Texaco  for 
S10  billion  same  year.  With  family  trusts 
splintered,  sisters  each  got  about  S400  mil- 
lion. Caroline  active  in  wildlife  preserva- 
tion. All  very  private.  Members  since  1989. 

Michael  Milken 

$700   MILLION 

Investments.  Los  Angeles. 
52.  Married,  3  children 

Lowell  Milken 


Investments.  Los  Angeles. 
49.  Married,  4  children 

This  spring  the  financier  coughed  up 


another  $47  million  to  settle  federal 
charges  he  violated  the  terms  of  his  dis- 
barment from  the  securities  business. 
With  that  behind  him,  Milken  isi 
putting  much  money  and  much  energy 
into  education,  partnering,  among 
others,  with  Oracle  chieftain  Larry  El 
lison.  With  brother  Lowell  runs, 
Knowledge  Universe,  developer  of  ed-i 
ucational  products,  work  training  for 
kids.  Prostate  cancer  sufferer,  big 
backer  of  cancer  research.  Wharton 
grad  already  made  lasting  mark  om 
American  finance  with  his  creation  of 
the  junk  bond  market,  other  financial! 
engineering;  now  determined  to  make 
similar  mark  on  education,  which  he 
views  as  both  great  problem  and  great 
opportunity.  Member  since  1986. 
Lowell  a  partner,  confidant;  member 
since  1992. 

^  Bernard  J. 
Ebbers 

$690   MILLION 

Telephony.  Jackson,  Miss. 
57. 

Raised  in  Edmonton;  first  job 
milkman,  now  WorldCom 
chief  executive  officer.  Leftr 
Canada  because  "delivering, 
milk  in  30  degrees  below  zero 
isn't  a  real  interesting  thing 
to  do  with  the  rest  of  your 
life."  Played  basketball  at 
Mississippi  College,  got  de- 
gree in  phys-ed.  Bought  small 
motel  in  1974;  added  more. 
Invested  in  near-bankrupt 
long  distance  company 
LDDS  in  1983.  Began  buy- 
ing small,  regional  long  dis- 
tance resellers.  At  $37  billion 
outbid  British  Telecom  fot 
MCI,  but  with  most  of  MCI's 
revenue  coming  from  calls  on 
circuit-switched  networks, 
will  have  to  modernize  quick- 
ly to  keep  pace  with  Qwest. 
Level  3.  Fierce  loyalty  among 
employees,  preaches  to  them 
with  messianic  zeal.  Teachej 
Sunday  school  at  local  Baptist 
church.  Wears  jeans,  cowbo\ 
boots,  turquoise  jewelry 
Keeps  a  7-foot  cardboarc 
cutout  of  Michael  Jordan  ir 
office. 


316 


Forbes  400  ■  October  12,  1996 


. 


Cordelia  Scaife 
May 

$690   MILLION 
Inheritance.  Ligonier.  Pa. 
70.  Divorced,  widowed 
Great-granddaughter     of     fudge 
Thomas  Mellon  (see  Mellon  fami- 
ly    Married  Pittsburgh  district  at- 
torney Robert  Duggan,  longtime 
friend,    1973.    Duggan    shot    to 
death  during  corruption  investiga 
tion  lu~4  Brother  Richard  Mellon 
Scaite  was  convinced  Duggan  was 
guilty,  had  turned  against  him.  She 
never  forgave  him  Funds  environ- 
mental, educational  causes.   I  i\cs 
modcstlv,  privately.  Member  since 

Ralph  Roberts 

$680  MILLION 
Comcast.  Coatesville.  Pa. 
78.  Married.  5  children 
Wharton  grad,  served  in  Navy  dur- 
ing World  War  II  Got  into  cable 
business  in  1963  with  $5/ month 
service  in  Mississippi  today  nearly 
4.4  million  subscribers.  Also  home- 
shopping  network  QVC  after  tin- 
dermining  Barry  Dillcr's  proposed 
DVCCBS  merger  L994  Comcasi 
got  big  boost  last  year  when  Bill 
Bates  invested  SI  billion  in  the  com- 
pany. Handed  reins  to  son  Brian  ear 
lier  this  year,  but  still  chairman.  First 
appeared  on  list  1993. 


Robert  Petersen 

$680   MILLION 
Publishing.  Beverly  Hills. 
72.  Married 

Two  years  ago  sold  his  32 -tide  Pe- 
tersen Publishing  magazine  group 
for  S500  million;  kept  small  stake. 
Xew  owners  took  public  as  Petersen 
Cos.  last  year;  shares  now  worth 
over  S100  million.  Auto  mechanic's 
son  started  Hot  Rod  magazine  1948 
with  partner  and  $400;  hawked  for 
25  cents  at  races.  Bought  out  part- 
ner, added  Guns  &Ammo,  Motor 
Trend,  Skin  Diver.  Bestseller:  Teen. 
Car  collector,  runs  aviation  facility  at 
Van  Nuys  airport  outside  Los  Ange- 
les. Member  since  1982. 


ce  in  a  lifetim 


VVorld  admired  pleasures  sculpt  each  sparkling  day 
t  The  Cloister  on  Sea  Island,  Georgia. 

-egendary  sports -golf,  tennis,  private  beach  and 
Beach  Club,  Shooting  School,  seaside  Spa.  Dining, 
M  dancing,  shining  service.  22  consecutive  years 
of  Mobil  5-Slar  recognition,  seventy  years  of  devotion  to  generations 
ol  families  who  return  time  after  time  to  this  happy  isle.  s^) 

Visit  us  soon,  won't  you?  Call  80OSFA  ISLAnd.   J^\C(jC- 
The  Cloister,"  Sea  Island,  Georgia  31561.  (<5 


lUUlli 


www.sea island  i  om    Home  rentals  and  real  estate  available  (  Kitside  I  IS,  912  658-3611. 


GLOBAL  REACH, 
DIVERSIFIED  APPROACH 


T.  Rowe  Price  Global 
Stock  Fund  offers  a 
relatively  conservative 
approach  to  foreign  investing. 
The  fund  invests  primarily  in 
well-established  companies 
located  at  home  and  abroad. 
As  the  chart  shows,  it  has 
outperformed  its  peer  group 
over  time.  Of  course, 
international  investing 
has  special  risks,  including 
currency  fluctuation. 


Performance  Versus  Competitors 

Average  Annual  Total  Returns  as  of  6/30/98 

■    Global  Stock  Fund 

□    Lipper  Global  Funds  Average 


19.89% 


1789% 


14.65%  14.05% 


1  year 


2  years        Since  inception 


Past  performance  cannot  guarantee  future  results.  No  sales  charges. 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-401-5348 

www.  troweprice.  com 


Invest  With  Confidence 

T.RoweRice 
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*Fund  inception  date:  12/29/95.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase. 
(Source  for  Lipper  data:  Lipper  Analytical  Services,  Inc.)  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price 
Investment  Services,  Inc.,  Distributor.  GLS043674 


Sanford  Weill 

$675   MILLION 

Travelers  Group. 

New  York  City;  Greenwich,  Conn. 

65.  Married,  2  children. 

Last  year  Weill  engineered  the  $9  bil- 
lion acquisition  of  Salomon  Inc.  His 
encore?  Merging  Travelers  with  Citi- 
corp, creating  a  $700  billion  (assets)  fi- 
nancial services  giant.  Hard  work,  but 
the  pay's  good:  Weill's  1997  option 
package  alone  worth  $220  million. 
Brooklyn-born,  clerked  at  Bear, 
Stearns  for  $150  a  month.  Founded 
own  brokerage  with  3  partners  1960; 
later  became  Shearson  Lehman  Bros. 
Sold  to  American  Express  198 1 .  AmEx 
president  until  1985.  Took  over  Com- 
mercial Credit  1986,  bought  Smith 
Barney  owner  Primerica  for  $1.5  bil- 
lion 1988.  Repurchased  Shearson  for 
$1  billion,  bought  Travelers  1993  for 
$4.1  billion.  Son,  Marc,  Travelers' 
chief  investment  officer;  daughter,  Jes- 
sica Bibliowicz,  left  Smith  Barney  last 
year.  Carnegie  Hall  recital  hall  named 
in  his  honor;  this  year  pledged  $100 
million  to  med  school  of  alma  mater 
Cornell  University.  Member  since 
1997. 

Norman  Hascoe 

$675   MILLION 

Semiconductor  materials,  investments. 

Greenwich,  Conn. 

69.  Married,  3  children 

Starting  with  $8,000  in  1957,  engi- 
neer accumulated  more  than  100 
patents  for  advanced  semiconductor 
materials.  Sold  part  of  business  1969, 
later  bought  back.  Sold  large  portion 
1983,  got  cash,  1.3  million  AlliedSig- 
nal  shares.  Sons  manage  portfolio: 
Lloyd  oversees  securities;  Andrew  han- 
dles real  estate.  Member  since  1993. 

Teresa  Heinz 

$675   MILLION 

Inheritance.  Fox  Chapel,  Pa. 

60.  Widowed,  remarried;  3  children 

Daughter  of  Portuguese  d<  Ctor,  raised 
Mozambique.  Married  heir  to  ketchup 
company  fortune,  U.S.  Senator  H. 
John  Heinz  III  (R-Pa.)  1966.  Hus- 
band died  in  plane  crash  1 99 1 .  Married 
Senator  John  Forbes  Kelly  (D  Mass  | 
in  1995  but  didn't  switch  parties:  rt 


Toys  "R"  U$ 


Iom  Wolfe  defines  plutography  as  the  graphic  description  of  the  acts 
of  the  rich.  If  that's  true,  then  "meet  one  of  the  nation's  eminent  plu- 
tographers:  Thomas  L.  duPont.  As  chairman  and  publisher  of  the 
Clearwater,  Fla. -based  duPont  Publishing  Inc.,  duPont  caters  to  the 
spending  habits  of  the  wealthy  while  serving  the  curiosity  of  the  not-so-rich. 
He  publishes  three  glossy  magazines  under  the  duPont  Registry  umbrella  that 
sell  expensive  automobiles,  homes  and  yachts. 

DuPont  started  the  publishing  company  in  1984  after  meeting  Steven  Chap- 
man, the  great-grandson  of  publishing  tycoon  George  P.  Putnam  and  Crayola 
heiress  Dorothy  Binney  Putnam.  Chapman  wanted  to  publish  a  four-color 
glossy  magazine  for  the  luxury  auto  market.  An  antique  car  owTier,  duPont  saw 
it  as  an  opportunity  to  take  advantage  of  the  explosive  wealth  and  wild  spending 
habits  of  baby  boomers.  He  invested  close  to  $2  million. 

The  partners  have  targeted  readers  by  sending  complimentary  copies  to  mem- 
bers of  The  Forbes  400,  locker  rooms  of  pro  sports  teams  and  the  homes  and  of- 
fices of  golfers  on  the  pga  tour.  The  strategy  has  paid  off.  Today  the  subscriber- 
ship  reads  like  a  celebrity  who's  who:  John  Travolta,  Jerry  Seinfeld,  Donald 
Trump — even  the  crown  prince  of  Japan  bought  a  car  he  saw  advertised.  A  recent 
issue  listed  a  300-plus  acre  Montana  ranch  for  sale  by  actress  Andie  MacDowell 
and  a  $26.5  million  Miami  mansion  owned  by  Sylvester  Stallone.  Last  year, 
model  Christie  Brinkley  soid  her  1993  limited  edition  Land  Rover  Defender  for 
$62,000. 

The  Registry's  combined  paid  circulation  of  just  87,000  is  peanuts  compared 
with  other  magazines'.  But  that's  no  problem  for  duPont:  "Do  we  want  mil- 
lions of  readers — or  readers  with  millions?" 

What's  next?  Magazines  featuring  airplanes,  watches,  jewelry  and  art  for  sale. 
Promises  duPont:  "Anything  that  speaks  to  the  marketplace." 

-Carrie  Coolidge 
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HOW  TEXHCO  TURNS  WASTE  WATER  INTO  IRRIGHTIDN  FDR  THIRSTY  CROP! 


Oil  and  water  go  together.  When  you  find 
one,  you  find  the  other.  Which  means  we  end 
up  finding  millions  of  gallons  of  water  every  day. 

But  we  didn't  want  to  waste  it.  So  we  came 
up  with  an  innovative  way  to  use  it.  We  take 
water  we  don't  need  from  oil  fields  and  channel 
it  to  farms  all  over  the  California  Central  Valley. 


Where  water  is  as  precious  to  farmers  as  oil  is  to 
us.  And  now,  green  acres  of  farmland  are  feeding 
people  coast  to  coast,  everything  from  apples  to 
oranges,  to  yes,  you  guessed  it,  watermelons. 
It's  one  more  way  our  relentless  pursuit  of 
energy  keeps  the  world  running.  Looks  like  that 
water  made  quite  a  splash. 


■1998  Texaco  Inc. 


© 


Visit  www.texaco.com 


mains  a  registered  Republi- 


can. Avid  arts  benefactor.  Owns  large 
collection  of  rare  17th-century  still 
lifes.  Oversees  family's  foundations 
and  endowments.  Member  since 
1991. 

John  Krehbiel  Jr. 

$675   MILLION 

Molex  Inc.  Lake  Forest,  III. 

61.  Married,  3  children 

Grandfather  Fred  invented  Molex,  in- 
expensive plastic  molding  material 
used  originally  for  toys,  flowerpots.  Fa- 
ther, John  Sr.  (d.  1993),  joined  compa- 
ny 1940.  Switched  to  electric  prod- 
ucts: connectors,  terminals,  cables. 
Today  world's  second-largest  connec- 


different  show.  Boosted 
Chicago's  third-rated  talk  show  to 
number  one.  Started  nationally  syndi- 
cated Oprah  Winfrey  Show  1985.  Ne- 
gotiated best  deal  in  syndication:  be- 
lieved to  get  nearly  two-thirds  of 
show's  revenues.  With  Disney,  pro- 
duces TV  movies,  books,  videos. 
Member  since  1995. 

Robert  McLane  Jr. 

$660   MILLION 

Houston  Astros.  Cameron,  Tex. 

62.  Married,  2  sons 

Grandfather  opened  grocery  1894 
Cameron,  Tex.  Drayton  joined  com- 
pany, expanded.  Sold  in  1990  to 
longtime  friend  Sam  Walton  for  5.6 


&  Jenrette,  Madison  Marquette  plans 
to  invest  $1  billion  in  entertainment 
properties;  also  retail  properties  over- 
seas. "Meshuggener  Mel"  moved  to 
Indianapolis  from  New  York  1957. 
Made  fortune  building  malls  through- 
out the  Midwest.  Known  for  colorful 
clothing,  effusive  manner.  With  broth- 
er Herb,  owns  basketball's  Indiana 
Pacers,  stake  in  Minnesota's  Mall  of 
America.  Hard-driving  son  David 
chief  executive.  Member  since  1982. 

Kenneth  Feld 

$650   MILLION 

Entertainment.  Potomac,  Md. 
49.  Married,  3  children 

Owner,  Ringling  Bros,  and  Barnum  & 
Bailey  circus.  Kenneth's  Feld  Entertain- 
ment also  produces  show  for  magicians 
Siegfried  &  Roy,  9  Walt  Disney  World 
on  Ice  shows.  Latest  production:  The 
Little  Mermaid.  Now  showing:  Anas- 
tasia  on  Ice.  Coming  up:  stage  produc- 
tions of  Goosebumps  children's  books, 
Grease  on  Ice.  Recently  brought  in  new 
president  so  he  can  concentrate  on  cre- 
ative side.  Member  since  1993. 


tor  manufacturer.  IPO  1972.  John  Jr. 
Molex  president  since  1975.  Runs 
business  with  brother  Fred.  Member 
since  1994. 

Oprah  Winfrey 

$675   MILLION 

Television.  Chicago. 
44.  Single 

Winfrey  continues  her  inevitable 
march  to  becoming  the  country's  fust 
African-American  billionaire.  The 
Oprah  Winfrey  Show,  now  in  its  13th 
season,  should  gross  some  $280  mil- 
lion this  year.  Oprah's  cut:  estimated 
$65  million  after  taxes.  Born  rural 
Mississippi,  became  Nashville  news- 
caster To  Baltimore,  but  emotional 
ad-lib  delivery  got  her  transferred  to  a 


million  Wal-Mart  shares,  cash.  Bought 
Houston  (baseball)  Astros  1992. 
Backed  by  pitching  ace  Randy  John- 
son, team  looking  to  make  first  World 
Series  appearance.  First  appeared  on 
list  1989. 

Melvin  Simon 

$660    MILLION 

Shopping  Centers. 
Indianapolis;  Manalapan,  Fla. 
71.  Divorced,  remarried;  5  children 
New  York  tailor's  son  pulled  off  big 
coup  earlier  this  year  with  S5.7  billion 
purchase   of  Corporate   Property   in- 
vestors, one  of  the  nation's  premier  null 
portfolios.  Deal  nukes  Simon  DeBar- 
tolo  far  and  away  the  nation's  biggest 
mall  owner   With   Donaldson,  Lufkin 


Jon  Shirley 


Microsoft.  Bellevue,  Wash. 
60.  Married 

Former  Microsoft  president  who  re- 
tired in  1990  after  just  6  years  on  the 
job.  Position  recently  filled  by  Steve 
Ballmer  (see).  Corporate  high  point: 
shipping  Windows  program  after  long 
delay.  Said  he  was  quitting  to  travel  for 
a  year  and  enjoy  the  benefits  of  his  Mi- 
crosoft stock.  With  wife,  Mary,  a  fix- 
ture on  the  Seattle  art  scene.  "First  we 
collected  Japanese  prints.  But  after  the 
Microsoft  IPO  in  1986  we  started  get- 
ting serious."  In  1996  paid  some  S2 
million  for  Mark  Rothko's  "Green 
over  Blue."  Also  cars:  Ferraris,  includ- 
ing a  1960  California  Spyder — 1  of 
only  7  built. 

Frederick  Koch 

$650   MILLION 

Inheritance. 
London;  Monaco; 
New  York  City. 
63.  Single 
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HE  HAS  THE  TOOLS  AND 

the  training  to  help  make  it  happen. 
First,  to  create  a  strategy  and  then 


Wealth  Architect 


ss 


build  it  -  step-by-step  -  to  help  you 
meet  your  needs  for  a  lifetime 
A  superstar?  Yes.  We've  got  lots 
of  them.  As  part  of  the  globa 
AXA  group,  a  financial  services 
powerhouse  with  more  than 
$530  billion  under  management* 
Equitable  has  a  full  line  of  products 
and  services  for  all  life's  opportunities 
and  challenges.  Our  representatives 
hold  more  dual  CLU  and  ChFC 
professional  designations  than 
anyone  in  the  industry.  And 
they're  ready  to  help.  Give  us  a 
call  and  we'll  help  you  get 
started  building  your  financial 
future.  1-800-590-5995  or  visit 
www.equitable.com 


EQUITABLE 


Member  of  the  Global  I 


I  Group 


lE-98-164  The  Equitable  Life  Assurance  Society 


>nt  of  the  AXA  Group.  Equitable  is  solely  responsible  for  its  own  obligations. 


*As  of  12/31/97 


$650   MILLION 

Inheritance,  Oxbow  Corp. 

Palm  Beach,  Fla. 

58,  Divorced,  remarried;  3  children 

Two  of  4  brothers  who  inherited  oil  ser- 
vices giant  Koch  Industries.  Estranged 
from  brothers  David  and  Charles  (see) 
after    accepting    $1.1     billion    payoff 
1983.  Felt  cheated;  sued,  but  recently 
lost  13-year  fight.  Bill  plans  to  appeal. 
Also  runs  Oxbow  Corp.:  real  estate, 
commodities,    trading,    offshore    oil, 
geothermal   and    cogencration    power 
slants.  Avid  art  collector,  yachtsman. 
•d:    low    key.    Collects    arts;    owns 
>p  Castle  m  Austria.  Member  since 
Bill,  since  1982. 

»,   Richard 
Haworth 

$650  MILLION 


Office  furniture.  Holland,  Mich. 
56.  Married,  3  children 

First  job  paid  a  dollar:  cleaning  out  wood- 
cutting machinery  in  family  furniture  busi- 
ness. Father,  Gerrard,  a  high  school  shop 
teacher,  founded  Modern  Products  Inc.  in 
1948,  handed  $10  million  (sales)  office 
furniture  company  over  to  34-year-old 
Richard  in  1976.  Switched  company  name 
to  Haworth,  narrowed  focus.  Sales  took 
off,  spurred  by  Richard's  own  invention: 
movable  office  panel  with  internal  wiring. 
Growth  fueled  by  acquisitions:  16  compa- 
nies for  $300  million.  Won  long-running 
patent  dispute  with  rival  Steelcase.  After 
$21 1  million  settlement,  two  companies 
agreed  to  bring  future  quarrels  to  arbitra- 
tion instead  of  the  courts.  Number  two  in 
the  office  furniture  business,  widi  $  1 .5  bil- 
lion in  sale-.  1  ,ist  of  the  large  companies  to 
stay  private.  No  intention  of  going  public: 
"Fni  not  in  this  to  maximize  mv  net 
worth." 


Walter  Shorenstein 

$650   MILLION 

Real  estate.  San  Francisco. 

83.  Widowed;  1  son,  2  daughters 

(1  deceased) 

Grew  up  Long  Island,  moved  to  Sanl 
Francisco  with  wife  in  1946.  Worked  as 
broker  for  industrial  properties;  bought 
out  boss  1960.  Now  controls  25%  of  Sanl 
Francisco  downtown  office  space,  in- 
cluding half  of  landmark  BankAmerical 
tower.  Keeps  vacancies  low  by  renegoti- 
ating leases  before  they  expire.  Owns  J 
buildings     in     Boston,     Minneapolis, 
Kansas  City,  Charlotte,  Houston,  Newi 
York.  Shuns  REITs:  "Wall  Street  looks  at| 
tilings  short  term;  real  estate  is  a  long- 
term  investment."  Son,  Douglas,  now( 
runs  day-to-day  business.  Clinton  sup- 
porter, big  Democratic  donor.  Adviserl 
to  LB  J  and  Carter.  Pals  with  Al  Gore  and  | 
George  Mitchell.  Member  since  1982. 

Ernest  Olde 

$650  MILLION 

Discount  stockbroker. 

Detroit;  Cayman  Islands. 

60.  Divorced,  remarried;  3  children 

While  sales  at  his  discount  brokerage] 
slip,  legal  bills  keep  piling  up.  In  Septem- 
ber paid  $7  million  in  fines  to  settle  SEC  I 
and  NASD  fraud,  misleading  advertising] 
charges.  Suspended  from  securities  in- 
dustry for  18  months.  Started  as  Kidder,  I 
Peabody  broker,  left  to  pioneer  own 
brokerage  1971.  Built  up  using  cable  TV  I 
ads,  radio  spots,  mass  mailing.  Pulled 
back  after  1987  crash,  rebuilt.  Now  over  I 
180  offices  nationwide.  Member  since  | 
1995. 

Robert  McNair 

$650   MILLION 

Energy.  Houston. 

60.  Married,  4  children 

His  Cogen  Technologies,  nation's 
largest  privately  held  power  company 
thriving  in  current  deregulation  climate: 
recently  filed  for  $575  million  IPO, 
$400  million  debt  offering.  Portion  of 
debt  proceeds  to  finance  Northeast  ex- 
pansion. Looking  to  bring  NFL  team  to 
Houston;  offering  to  partially  finance 
stadium  construction.  Donated  $20  mil- 
lion to  alma  mater  U.  of  South  Carolina 
to  start  scholarship  fund  for  outstanding 
students.  With  wife,  Janice,  established 
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i^n 


IT'S  POSSIBLE  TO  GROW  YOUR  BUSINESS 


USING  ARTIFICIAL  INTELLIGENCE. 


BUT  ONLY  AFTER  YOU  CONSULT  THE  REAL  THING 


In  an  age  defined  by  computers 


important  to  rely  on  the  human 
mind.  /  ntei  the  insight  n\  youi 
i  .PA   Whethei  you're  consid 

iting  void  ( ompany'Widt 
ms  ox  need  answers  to  the 


^ 


mterm  i  set  urity  issm 
versatile  CPA  i  an  be  trusted  to 
the  smart  dei  ision 


\jter  oil.  they  know  youi  business 


>i  ttei  than  anyone  else.  So  when 


wan  hing  for  i  ustomized 


■oiuiiom  to  guide  von/  company  into 
the  Inline  youi  first  move  should 
be  to  i all  your  CPA.  Chances  ate 


you  II  gi  t  a  person,  not  a  machint 


THE  CPA.  NEVER  UNO  E  R  E 


THE  VALUE 


lie  an   Insniulc  of  Certified  Public  Accountant* 


educational  foundations  in  Houston, 
Forest  City,  N.C.  Member  since  1996. 

Mark  McCormack 

$650  MILLION 

Sports  Management.  Cleveland;  NYC. 
67.  Divorced,  remarried; 
2  sons,  2  daughters 

Owner  of  gigantic  sports  agency  Inter- 
national Management  Group.  Repre- 
sents Tiger  Woods,  Nancy  ..ope/,  1998 
Masters  champion  Mark  O'Mcara,  etc. 
Childhood  injury  prevented  contact 
sports,  look  up  golf.  At  William  &  Mary 
befriended,  competed  against  Arnold 
Palmer,  who  became  first  client;  began 
with  exhibitions  for  pro  goiters.  Palmer, 


others  asked  him  to  review  endorsement 
deals  for  them.  Now  has  5  divisions: 
event  management,  corporate  represen- 
tation, TV  and  film  production,  client 
management,  financial  services.  Mem- 
ber since  1995. 

Joseph  Liemandt 

$650   MILLION 

Software.  Austin. 
30.  Single 

Started  Trilogy  Development  1989  with 
4  Stanford  schoolmates,  22  credit  cards: 
"I  never  missed  a  payment."  Dropped 
out  of  school  in  1990  in  order  to  develop 
"sales  configuration"  software  that  elim- 
inates errors,  saxes  time  in  manufactur- 


ers' sales  processes.  Bridgestone/Fire- 
stone,  Whirlpool,  Ingram  Micro  all  cus- 
tomers. Sales  now  estimated  over  $150 
million,  driven  by  Selling  Chain  soft- 
ware. Plans  to  release  E-commerce 
product  line  this  fall.  Look  for  IPO  next 
year.  Member  since  1996. 


v>  Jeffrey 
Katzenberg 


Movies.  Los  Angeles. 
47.  Married,  2  children 

Teamed  up  with  billionaire  pals  Stever 
Spielberg  and  David  Geffen  to  forril 
DreamWorks  SKG  studio  in  1995.  Civ 
en  22%  stake,  but  "I'm  the  poor  rela- 
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rive  "  As  Disney's  studio  chief,  green- 
lighted  mam  of  the  company's  animat- 
ed hits:  Tl>e  Lion  Kinn,  Ti>c  Little  Mer- 
maid.  Now  pushing  animation  at 
DreamWorks:  Ttu  Prince  of  Ejjypt. 
Wrote  legendary  memo  calling  for 
higher  cost  controls  in  Hollywood. 
Lett  Disney  when  Michael  Eisner  re 
fased  to  appoint  him  president  of  Walt 
Disncv  Co.  Sued,  won  Hollywood 
style:  rumored  SI 00  million-plus  set 
dement.  Better  still:  Microsoft's  Paul 
Allen  keeps  buying  DreamWorks 
shares  at  prices  that  give  the  studio  an 
implied  market  cap  of  $2.7  billion. 
"We  live  to  make  Paul  Allen  look 
smart  " 

John  Anderson 

$650   MILLION 

Investments.  Bel  Air.  Calif. 
81.  Married.  5  children 
(1  deceased) 

As  boy  sold  popcorn,  delivered  West 
em  Union  messages    U<  LA  hockey 
team.  Harvard  MBA,  night  school 
tor  lau   degree    Cofounded  law  firm 
Kindel  &  Anderson  1953.  Clients  in 
eluded   beverage   distributors.    I. iked 
business,  started  Ace  Beverage  Co.  Be 
came  earlv  distributor  of  Budweiser. 
Diversified  into  banks,  insurance,  real 
estate    This  year  sold  his  1st  Business 
Bonk  to  Mellon.  "At  my  age  it  was  the 
wise  thing  todo."  Membersince  1988. 

Thomas  F.  Frist  Jr. 

$650    MILLION 
Columbia/HCA.  Nashville. 
60.  Married.  3  children 

Troubled  H(  A  recently  announced  a 
major  restructuring  that  should  unload 
about  one-third  of  the  company,  in- 
cluding the  home  care  business.  Has 
been  selling  assets  ever  since  a  federal 
witch-hunt  into  the  company's  billing 
practices.  Frist  ceded  active  role  1995, 
returned  last  year  to  oversee  investiga- 
tion. "I'm  here  until  we've  got  every- 
thing going  right  again."  Medical  doc- 
tor, Nashville  native  founded  Hospital 
Corp.  of  America  with  father  after  stint 
as  Air  Force  flight  surgeon.  Took  pub- 
lie  1969;  took  private  in  $5.1  billion 
LBO  1988;  merged  with  Columbia 
Healthcare  Corp.  1994.  Membersince 
1992. 


i^  Holcombe 
Green  Jr. 


$640   MILLION 
See  page  342. 

Aubrey  Chernick 

$640   MILLION 

Software.  Los  Angeles. 
49.  Married.  3  children 
Grocer's  son  started,  fell  in  love  with 
writing  code  while  at  a  low-level  civil 
service  job  in  Canada.  Started  own 
company  in  1975  after  reading  fortune 
cookie:  "Your  wishes  will  come  true." 
Candle  Corp.'s  system  management 
software  troublcshoots  networks  for 
companies  like  Northrop  Grumman, 
the  Gap,  New  York  Stock  Exchange. 
(  andk  investing  in  message  based 
software,  Internet  management  sys- 
tems. Runs  a  computer  learning  labo 
ratorv  tor  LA.  mentoring  program. 
Membersince  1997. 

Joyce  Raley  Teel 

$625   MILLION 

Supermarkets. 
West  Sacramento,  Calif. 
67.  Married,  5  children 
Dad  quit  his  job  as  a  Safeway 
store  manager,  opened  his  own  shop: 
Ralcy's  grocery  in  Placerville,  ( lalif.  In- 
troduced precut,  prepackaged  meat. 
Only  child,  Joyce,  worked  m  store  as  a 
teenager,  left  to  raise  family  with  hus- 
band, Jim — also  from  Ralcy's.  Re- 
turned 1986,  took  over  with  husband 
upon  father's  death  1991.  Expanding 
ever  since:  this  year  purchased  27  Nob 
Hill  stores  in  the  Bay  Area.  Now  116 
stores  m  California,  Nevada.  Son 
Michael,  47,  now  CEO.  Membersince 
1994. 

Jane  Bancroft  Cook 

$625   MILLION 

Dow  Jones.  Cohasset,  Mass. 

86.  Thrice  widowed, 

once  divorced;  3  daughters 

Only  living  grandchild  of  Clarence 
Barron,  builder  of  Dow  Jones  empire: 
Wall  Street  Journal,  Dow  ticker,  Bar- 
ron's. Cook:  major  donor  education, 
hospitals,  "zealous  guardian  of  the 
journalistic  independence  of  the  Jour- 
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Ever  Notice 
low  Good 
Design  Drives 
P^r+ormance? 


n 


Same  Thingf  I 
The  Workplace 


Learn  how  by  contacting  a  professional 

designer  Lnrough  ASID's  Worldwide 

Interior  Design   Referral  Service. 

AS1D  workplace  designers  will  listen 

to  your  needs,   understand  your 

strategic  goals,  and  design  a  space 

that  will  help  you  increase 

workplace  perloiinance. 

Worldwide 
Interior  Design 
Rererral  Service 


1-800-610-ASID 


.'ice  of 


ASID 

American  Society 
of  Interior  Designers 


wwrv.interiors.org' 


naV  But  younger  Ban- 
croft generation  not  so  understand- 
ing. Small  revolt  last  year  seems  to 
have  led  to  changes.  Company  finally 
unloaded  its  ailing  Dow  Jones  Mar- 
kets division  to  Bridge  for  $510  mil- 
lion. Bancroft  family  still  controls 
stock  worth  S2  billion.  First  appeared 
on  list  1982. 

^    Millard  Drexler 

$615   MILLION 

The  Gap,  Inc.  San  Francisco. 
54.  Married,  2  children 

Longtime  Gap  executive  made  chief 
executive  1995.  Transformed  what  was 
just  another  discount  chain  into  global 
brand.  "Mickey"  grew  up  in  the  Bronx. 
Fadier  was  a  buttons  and  fabric  buyer 
for  coat  manufacturer.  Worked  at 
Bloomingdale's,  Macy's  and  Abraham 
&  Straus.  Named  president  of  floun- 
dering Ann  Taylor  in  1980;  turned 
around  in  less  than  2  years.  To  Gap  in 
1983,  dumped  private  labels,  focused 
on  Gap  brand:  hired  new  designers,  im- 
proved quality,  renovated  stores. 
Launched  Old  Navv  line  1994;  instant 


J  success.  Now  opening  Gap 


Body  stores:  lingerie,  fragrances,  men's 
underwear,  soaps  and  candles. 

Bernard  Saul  II 

$615   MILLION 

Inheritance,  banking,  real  estate. 
Chevy  Chase,  Md. 
66.  Married,  5  children 

University  of  Virginia  law  graduate, 
founded  B.F.  Saul  REIT  1964.  With 
lots  of  leverage,  invested  in  regional 
shopping  centers,  office  properties, 
midmarket  hotels.  Founded  Chevy 
Chase  Bank  1989  in  trailer  on  one  of 
his  shopping  centers.  Now  one  of 
largest  thrifts  in  Maryland.  Took  some 
real  estate  holdings  public  as  REIT 
(Saul  Centers  Inc.)  1993.  Doesn't 
want  to  be  on  The  Forbes  400.  "If  you 
forgot  about  me,  I'd  be  grateful."  First 
appeared  on  list  1990. 

Caroline  Rose  Hunt 

$610   MILLION 

Inheritance,  oil,  real  estate.  Dallas. 
75.  Twice  divorced,  5  children 


Youngest  child  of  oil  Baron  H.L.  Hunt. 
Invested  inheritance  with  4  siblings.  But 
with  sister  separated  from  brothers  after 
Bunker  Hunt's  ill-fated  foray  into  silver 
market  1980.  Invested  in  real  estate,  ho- 
tels, savings  &  loans  via  Rosewood 
holding  company  Owns  Dallas  land- 
mark hotel  Mansion  on  Turde  Creek. 
Sold  off  domestic  oil  holdings  for  esti- 
mated $275  million  in  1990.  Built  back 
reserves  through  exploration.  Also 
holds  stake  in  lucrative  North  Sea  Oil 
Field.  Member  since  1982. 

Bill  Daniels 

$610   MILLION 

Cable  TV.  Denver. 

78.  Four  divorces,  2  stepchildren 

Cable  pioneer  back  on  list  thanks  to 
surging  cable  valuations,  John  Ma- 
lone's  deal  to  merge  TCI  with  AT&T. 
Navy  fighter  pilot  World  War  II,  Korea. 
While  driving  to  Wyoming  1952  saw 
fights  on  barroom  TV.  "I  diought, 
there's  got  to  be  a  way  to  get  TV  into 
small  towns."  Cominced  Wyoming 
oilmen  to  back  cable  venture.  Formed 
Daniels  &  Associates  1958.  Bought, 
sold  cable  systems:  some  to  Newhouse 
1980  for  $100  million;  Prime  Ticket 
sports  network  to  TCI  for  $220  million 
ill  stock.  Still  owns  small  system  in 
Desert  Hot  Springs.  First  appeared  on 
list  1990. 
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Weather  risk  management. 
Because  your  budget  ran  out  at  her  knees. 


When  it  comes  to  the 

leather,  your  budget's  always 

>een  pretty  much  a  sitting  duck. 

>ut  not  anymore.   With   Aquila's 

juaranteedWeather^1  options  and  swaps, 

tow  you  can  be  prepared  tor  virtually  any 

ype  of  weather.  Whether  that's  too  much  snow 

>r  too  little.  Too  much  rain  or  not  enough.  Excessive 

teat,  mild  temperatures  -  you  name  it.  And  the  best  part 

s,  payouts  are  based  on  predetermined  criteria,  regardless  of 

:  damage.  To  find  out  more,  look  us  up  on  the  Web  at 
Avw.aquilaenergy.com,  or  call  us  at  1-800-891-3687.  Or  speak  to 
>ne  of  our  weather  experts  direcdy  at  (816)  936-8707.  Because 
f  you  don't  make  the  call,  you  can  bet  Mother  Nature  will. 


Aquila  Energy 


A  UtiliCorp  United  Company 


Leon  Levy 

$600  MILLION 

Investments.  New  York  City. 
73.  Divorced,  remarried;  1  child 

Jack  Nash 

$550   MILLION 
Investments.  New  York  City. 
69.  Married,  2  children 

Longtime  partners;  last  year  liquidated 
their  S3  billion  (assets)  Odyssey  Partners 
hedge  fund.  Reason:  fund  was  getting  too 
big  to  manage.  Pair  also  pushing  retire- 
ment age.  Rising  from  its  ashes:  Odyssey 
Investment  Partners  and  Ulysses  Man- 
agement, both  run  by  former  Odyssey 
members.  Nash's  37-year-old  son  Joshua 
helps  run  Ulysses.  Nash  and  Levy  looking 
to  wind  down  other  private  investments, 
including  their  interest  in  New  York  IBM 
building.  Pair  met  at  Oppenheimer  in  the 
1950s  as  new  recruits.  Helped  develop 
institutional  sales  force;  credited  with  pio- 
neering the  leveraged  buyout.  Eventually 
took  control  of  the  brokerage;  sold  out  to 
British  firm  in  1982  for  $163  million 
cash.  Founded  Odyssey  with  proceeds. 
Made  killings  in  bond  markets,  leveraged 
buyouts.  Nash:  supersecretive,  savvy  deal- 
maker:  "Deals  are  like  your  children.  You 
really  can't  say  which  one  is  best."  Lew: 
sociable,  rumpled.  Big  collector  of  an- 
cient art.  Levy  a  member  since  1994; 
Nash  since  1996. 

JS   Marcy  Carsey 

$600  MILLION 

Television.  Los  Angeles. 
52.  Married,  2  children 

>K   Tom  Werner 

$600  MILLION 

Television.  Los  Angeles. 
47.  Married,  3  children 

Television's  reigning  sitcom  producers: 
Cosby,  Roseanne,  3rd  Rock  From  TJje 
Sun,  etc.  Partners  own  a  debt-free  com- 
pany that  continues  to  throw  off  hits, 
profits.  Carsey  began  as  NBC  page, 
Werner  as  a  documentary  producer. 
Met  at  ABC  in  the  carh  1970s;  left, 
formed  own  company  1981.  First  hit: 
Cosby.  Generated  more  than  SI  billion 
in  syndication.  The  Carsey  Werner  Co. 
only  independent  TV  production  outfit 
in  the  business,  retains  ownership,  dis- 
tribution rights  to  every  program  it's 


created.   This  season:    That 


70s  Show,  on  Fox. 

i>  Phillip  G.  Ruffin 

$600   MILLION 

Real  estate,  hand  trucks. 
Wichita,  Kans.;  Las  Vegas. 
63.  Married,  3  children 

Son  of  Wichita  grocery  store  owner. 
Started  hamburger  stand  in  college  with 
friends  1954.  Burgers  so  successful, 
dropped  out  after  three  years  of  college 
to  run  business:  "We  were  making  more 
than  lawyers."  Sold  stake;  gambled  pro- 
ceeds on  oil  well.  Lost  it  all.  Borrowed 
SI, 500  from  father  to  buy  convenience 
store  1959.  Added  gas  1972.  Sales  rock- 
eted. Began  building  strip  centers,  office 
parks  in  Kansas,  Oklahoma  1970s;  hand 
truck  company  1981;  distressed  hotels 
late  1980s.  Now  owns  full-service  Mar- 
riotts in  Alabama,  California,  Kansas, 
Bahamas.  Last  year  bought  aging  Fron- 
tier casino  on  Las  Vegas  Strip:  "I'm  bet- 
ting SI  65  million  I  can  compete." 

Irene  Pennington 

$600   MILLION 

Oil.  Baton  Rouge. 

99.  Widowed,  3  grandchildren 

Wife  of  oil  baron  Doc  Pennington  (d. 
1997).  Took  control  of  family  affairs  10 
months  before  his  death,  promptly  fired 
many  of  Doc's  oldest  advisers.  Reinvest- 
ed some  S600  million  that  Doc  was  said 
to  keep  in  checking  accounts  at  local 
banks.  Pennington  Oil  still  collects  huge 
royalties  from  Port  Hudson  field,  but 
Irene  investing  more  prudently.  Old  as 
the  century,  last  year  survived  car  crash 
that  injured  two  nurses  and  totaled 
Cadillac.  Member  since  1997. 


Alex  Spanos 


$600  BILLION 

Construction.  Stockton,  Calif. 
76.  Married,  4  children 

Did  Spanos'  game  of  chicken  cost  a  ca- 
reer in  politics?  After  he  threatened  to 
move  his  Chargers  football  team  out  of 
San  Diego  unless  city  leaders  coughed 
up  S80  million  to  expand  lack  Murphv 
stadium,  San  Diego  Mayor  Susan 
Golding,  who  pushed  through  the  mea- 
sure without  a  referendum,  skipped  a 
Senate  bid  in  the  wake  of  the  fiasco. 
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Spanos'  Chargers  subsequent- 


ly won  only  4  of  16  games  last  season,  but 
apartment  construction  business — the  na- 
tion's largest — doing  nicely:  new  projects 
in  Houston,  Sacramento;  over  12,000 
built  last  year  alone.  Dropped  out  from 
University  of  the  Pacific,  started  catering 
business  with  $800  loan,  selling  sandwich- 
es to  migrant  farm  workers.  Began  build- 
ing apartments  in  1960  as  tax  shelter.  Fa- 
mous for  dance  routine  with  buddy  Bob 
Hope.  First  appeared  on  list  1993. 

Thomas  Monaghan 

$600  MILLION 

Domino's  Pizza.  Ann  Arbor,  Mich. 
61.  Married,  4  daughters 

Cold  pizza  company  hot  again  after  mid- 
1990s  slump:  sales  up  8%  last  year.  Re- 
gained focus  after  selling  off  toys:  antique 
cars,  Frank  Lloyd  Wright  prints,  Detroit 
Tigers  baseball  team.  Fatherless  at  4,  raised 
in  Catholic  orphanage.  Expelled  from 
seminary;  joined  Marine  Corps.  With 
brother,  $500  loan,  bought  pizzeria  Ypsi- 
lanti,  Mich.  1960.  Started  "30-minute  de- 


livery" system,  built  giant: 
Domino's  now  6,000  franchises  world- 
wide. Tom  active  in  Catholic  church; 
brother  Jim  joined  Mchigan  Militia  group 
1996.  Member  since  1984. 


Michael  Hitch 

$600   MILLION 

See  page  358. 

William  Connell 

$600   MILLION 

Scrap  metal.  Swampscott,  Mass. 
60.  Married,  6  children 

Boston-born,  became  treasurer  for  Ogden 
Corp.  Bought  its  industrial  companies 
1987;  renamed  Connell  Limited  Partner- 
ship, bought  out  partners.  Now  $  1 .2  billion 
(sales)  metal  recycler.  Sold  Luria  Brothers 
yard  last  year  for  estimated  $150  million, 
also  moneylosing  Danly  Machine  opera- 
tion. Like  other  commodity  businesses, 
Connell  hit  by  falling  prices  this  year,  but  still 
growing:  new  plants  in  Canada,  Mexico,  ex- 
panding in  Europe.  Member  since  1996. 


William  Bennett 

$600   MILLION 

Gambling.  Las  Vegas. 
73.  Married,  2  children 

With  partner  William  Pennington  created 
Circus  Circus,  first  casino  catering  to 
middle-class  tourists  looking  for  nickel 
slots,  cheap  eats;  circus  acts  for  the  kids. 
Upped  ante  with  Luxor  and  Excalibur  on 
Las  Vegas  Strip.  But  after  series  of  man- 
agement defections,  swooning  stock 
price,  stepped  down  from  board  in  1994. 
Next  year  bought  Sahara  Hotel  on  north 
end  of  die  Strip.  Still  gambling:  invested 
$80  million  into  hotel  face-lift.  Member 
since  1985. 

Edmund  Ansin 
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$600  MILLION 

TV  stations.  Miami  Beach. 
62.  Divorced,  3  children 

Son  of  Massachusetts  shoe  manufacturer  i  : 
who  bought  Florida  property  1940,  FCC 
license  for  $3.4  million  1962.  Ed  tookt 
over  Miami  NBC  affiliate  WSVN-TV 
1971.  Dropped  by  NBC  1987.  Ed  re- 
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Eldorado  Touring  Coupe  with  the  Northstar  System  •  A  300-hp  V8.*  The  handling  advantages  of  StabiliTrak  •  An 


vamped  as  tabloid  news  station:  crime, 
sc\,  tlashy  graphics.  S<x>n  revenues  higher 
than  competing  NBC,  CBS  stations.  Ap- 
phmg  same  formula  to  Boston's 
WHDH-TV.  Son  Andrew,  34,  m  real  es- 
tate division;  lames.  32,  TV  marketing, 
sales  Ed's  two  stanons  alone  worth  esti- 
mated S600  million.  Member  since  1984. 

&  Peter 
Karmanos  Jr. 


Compuware.  Detroit. 
55.  Widowed,  remarried;  3  children 
Greek  immigrants'  son,  school  trouble- 
maker: almost  got  kicked  out  tor  truan- 
cy (hipped  in  $3,000  with  co-workers 
Tom  Thcwcs  and  Allen  (  umng,  started 
computer  services  company  in  500 
square  feet  of  a  converted  motel  in 
Southfield,  Mich.  1973  Realized  that 
there's  more  money  in  software. 
One  of  first  products  Abend  AID, 
software  designed  to  find  bugs  in 
mainframe  programs,  recommend  so- 
lutions.    Compuware     now     one     of 


C1998GM  Corp  All  rights  reserved  Cadillac.  Eldorado.  Northstar.  StabiliTr; 


In  A  World  Of 

Bulls  And  Bears, 

There's  Always 

Been  A  Wolf. 


[flrner  on  the  market  for  independent  thinkers. 


Eldorado 

Live  Without  Limits, 


world's  largest  independent  software 
vendors:  SI.  14  billion  sales,  more  than 
9,000  employees.  Also  hockey:  co- 
owner  of  Carolina  Hurricanes,  Ply- 
mouth Whalers,  Florida  Everblades. 
Big  donor  to  cancer  research  following 
death  of  first  wife  and  high  school 
sweetheart,  Barbara,  of  breast  cancer 
1989.  Second  wife,  Debra,  former 
Compuware  sales  rep. 

Sheldon  Adelson 

$600   MILLION 

Trade  shows,  gambling. 
Boston;  Las  Vegas. 
65.  Married,  6  children 

Construction  under  way  on  first  phase  of 
the  Venetian,  S2  billion  Las  Vegas  casino. 
Risk)'  financing:  floated  S515  million  of 
junk  bonds,  $500  million  in  bank  loans. 
Sheldon's  own  cash  in  the  deal?  Just  $20 
million  out  of  his  own  pocket,  $75  mil- 
lion loan  from  Goldman,  Sachs.  Son  of 
Boston  cab  driver.  Studied  to  be  court 
reporter  at  Boston  junior  college.  Lost 
fortunes  in  venture  capital  and  real  estate 
before  striking  it  big  with  trade  shows. 
Started  Comdex — Computer  Dealers 
Expo — in  1979;  sold  to  Japan's  Softbank 
$862  million  1995.  Bought  Sands  casino 
in  1989  for  $128  million;  blew  it  up  with 
1 00  pounds  of  dynamite  t<  >  make  way  fi  a 
Venetian.  Member  since  L995. 


Jean  Wallace 
Douglas 

$590   MILLION 

Pioneer  Hi-Bred  International. 

Washington,  D.C. 

78.  Married,  3  children 

Youngest  child  of  Henry  Agard  Wal- 
lace (d.  1965),  Republican-turned- 
Democrat,  served  as  Secretary  of  Agri- 
culture, Vice  President  under  FDR. 
Founded  genetic-engineering  seed 
company  Pioneer  Hi-Bred  Interna- 
tional. Jean  owns  7.9%  of  company, 
runs  Wallace  Genetic  Foundation,  re- 
searches sustainable  agriculture,  nutri- 
tion, cancer.  Press-shy  environmental- 
ist, distrusts  biotechnology  despite 
Pioneer's  reliance  on  it.  Moved  to 
Washington,  D.C.  from  Iowa  as  child. 
Connecticut  College.  Office  of  Strate- 
gic Services  (OSS)  World  War  II: 
"They  used  to  say  it  stood  for  Oh,  So 
Social."  Manages  family  farm  in 
Westchester  County,  N.Y.  Member 
since  1997. 


Frank  Lyon  Jr. 

$590   MILLION 
Bottling.  Boca  Raton,  Fla. 
57.  Married,  2  stepdaughters 
Father  sold  suits  door-to-door,  be- 
came manager  ar  General  Foods.  Ac- 


quired Coca-Cola  bottler  1969,  be- 
came biggest  bottler  in  Arkansas. 
Frank  Jr.  took  over,  sold  bottling  op- 
eration to  Coke  1989  for  big  gain. 
Acquired  banks,  sold  to  Mercantile 
Bancorporation  for  stock.  Member 
since  1993. 

&  Peter  M. 
Wege  Jr. 

$590   MILLION 

Steelcase.  Grand  Rapids,  Mich. 

78.  7  children 

Vice  chairman  of  nation's  biggest  fur- 
niture company.  Father,  Peter  Wege, 
invented  fireproof  metal  office  furni- 
ture, launched  Metal  Office  Furni- 
ture Co.  1912.  Big  hits:  first  metal 
wastebasket,  suspension  cabinets.  Pe- 
ter Jr.:  military  academy  in  San 
Diego,  studied  industrial  design  at  U. 
Michigan  1940.  WWII  flight  pilot, 
then  to  family  company,  now  Steel- 
case,  1947.  Took  public  in  February, 
but  IPO  mixed:  shares  off  33%  from 
offering  price. 


Roy  Speer 


$580   MILLION 

Precision  Systems.  Clearwater,  Fla. 
66.  Married,  3  children 

Lawyer  who  bought  Tampa  radio  sta- 
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Introducing  Toshiba  Solutions  -  The  One-Stop  Solution  For  All  Your  Office 
Equipment  Needs.  Gain  the  Toshiba  advantage  throughout  your  entire  office 
system  with  Toshiba  Collective  Technology  -  all  from  your  authorized  Toshiba 
dealer.  Now  Toshiba  Solutions  puts  its  entire  line  of  quality  computers,  copiers, 
facsimiles  and  digital  office  products  together,  under  one  roof.   It's  your  one-stop 
source  for  reliability,  service,  and  advanced  technology.  And  because  it's  all  from 
Toshiba,  it  all  works  together  seamlessly.  Contact  your  nearest  Toshiba  dealer  now. 
We've  got  the  right  connections  for  your  success.  Call  1-800-GO-TOSHIBA  or 
visit  our  Website:  http://copier.toshiba.com  or  http://fax.toshiba.com 

In  Touch  with  Tomorrow 


TOSHIBA 

COPIERS  ♦  FAX 


tions  1970s  with  radio  vet- 
eran Lowell  Paxson.  Idea:  shopping 
programs.  Switched  to  cable  TV  as 
Home  Shopping  Network.  Took  pub- 
lic 1986.  Grew  rapidly,  sold  to  Liberty 
Media  1993.  Hit  with  lawsuits,  grand 
jury  investigation  for  secret  vendor 
stakes,  hush  money;  later  dropped.  Re- 
signed as  chairman  August  1993.  In 
April  bought  controlling  stake  in  Preci- 
sion Systems,  maker  of  telecommuni- 
cations software.  First  appeared  on 
list  1986. 

^k  Peter  Sperling 

$580   MILLION 
Apollo  Group.  Phoenix. 
38.  Married,  1  child 

8fe  John  Sperling 

$550  MILLION 

Apollo  Group.  Phoenix. 
77.  Twice  divorced,  1  child 

Father  and  son.  Dad  was  professor  of 
humanities  at  San  Jose  State  Universi- 
ty. Noticed  adults  who  never  finished 
school  were  heading  back  to  finish 
their  degree,  subsidized  in  large  part  by 
their  employers.  Created  the  Universi- 
ty of  Phoenix  as  a  for-profit  institution 
of  higher  education  for  working  adults. 
Took  public  as  Apollo  Group  1994. 
Apollo  Group  now  schooling  49,000 
students  at  65  locations  in  12  states.  An 
accidental  CEO:  "That's  what  I  want 
the  title  of  my  autobiography  to  be." 
Still  writes  books,  memoirs,  papers. 
Son,  Peter,  treasurer — not  involved  in 
day-to-day  operations. 

Charles  Ergen 

$570  MILLION 

Satellite  television.  Denver. 
45.  Married,  5  children 

EchoStar  groaning  under  heavy  debt 
but  still  fastest-growing  satellite  TV 
company  in  the  country.  Recently 
spent  millions  launching  4  new  satel- 
lites. Grew  up  in  Tennessee  started  ca- 
reer as  financial  analyst  for  Frito-Lay 
Started  EchoStar  in  1980  as  a  manu 
facturer  and  distributor  of  C-band 
satellite  dishes.  Expanded  into  direct 
broadcast  satellite  after  realizing  rh.it 
his  vision  of  a  dish  in  every  home  could 
not  be  realized  with  large  dishes.  To- 


day EchoStar  offers  40  channels  for 
$20  a  month  to  more  than  1.4  million 
subscribers.  Sued  Rupert  Murdoch's 
News  Corp.  for  $5  billion  after  pro- 
posed merger  failed  1997;  trial  sched- 
uled for  next  March.  Member  since 
1997. 

^  Terence 
Adderley 

$570   MILLION 
See  page  348. 

Richard  Manoogian 

$570   MILLION 
Masco  Corp. 

Grosse  Pointe  Farms,  Mich. 
62.  Married,  3  children 
Son  of  Alex  Manoogian  (d.  1996), 
founded  Masco  Corp.  in  1929,  per- 
fected the  single  handle  Delta  faucet. 
Yale  -educated  Richard  took  over 
1968,  guided  company  through  ex- 


pansion, diversification.  Growth  strat- 
egy: "Whoever  bought  your  existing 
home  doesn't  like  your  kitchen  and 
bathroom."  Collects  19th-century 
American  art.  Anonymously  donating 
tens  of  millions  to  educational,  civic 
and  religious  causes,  but  paid  himself 
only  $1  in  salary  last  year.  Member 
since  1986. 

$  Jeong  Kim 

$560   MILLION 

Lucent  Technologies.  Potomac,  Md. 

38.  Married,  2  children 

Korean  immigrant  arrived  U.S. 
1975,  age  14.  Worked  graveyard  shift 
at  local  7- Eleven  during  high  school. 
"Life  in  America  was  like  a  living 
hell."  U.S.  Navy  submarine  officer; 
after  service  worked  on  government 
satellite  programs.  Rekindled  old  in- 
terest in  computers,  communica- 
tions. After  taking  out  a  second 
mortgage   on   house,  started  Yurie 
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Her  job  is 


to  verify  the  f inancials 

prepare  quarterly  returns 

finish  the  trend  analysis 

update  17  VPs 

review  productivity  projections 

and  make  sure  Saturdays 

feel  like  Saturdays. 


Our  job  is  to  make  her  family's  insurance 
one  less  thing  to  worry  about. 


T/Etna 

Group  Life,  Disability  and  Long-Term  Care  Insurance    US  Healthcare 


You'll  feel  better  with  us. 


Out  with  the  old  cronies, 
in  with  the  new 


Irene  Wells  Pennington  was  a  dutiful  southern  wife 
throughout  most  of  her  7  5 -year  marriage  to  the  oil 
wildcatter  Claude  B.  (Doc)  Pennington,  who  passed 
away  in  August  of  1997.  "Whatever  C.B.  wanted  to  do 
was  okay  with  me,"  Ms.  Irene  (as  she  prefers  to  be 
called)  recalls  meekly. 

But  in  1995,  with  Doc's  health  failing,  it  seems  Irene 
was  worried  that  her  husband's  cronies  might  plunder  his 
estimated  $600  million  fortune.  In  October  1996,  at  the 
ripe  old  age  of  97,  Irene  marched  into  Baton  Rouge  pro- 
bate court  and  successfully  sued  to  have  96-year-old  Doc 
declared  incompetent  so  she  could  take  over. 

She  immediately  fired  Doc's  cronies  and  brought  in  a 
new  team.  What  they  found  was  a  business  neglected: 
dozens  of  royalty  checks — many  worth  millions  of  dol- 
lars— stuffed  into  the  top  drawer  of  his  desk,  the  rest  of  his 
fortune  dispersed  in  non-interest-bearing  checking  ac- 
counts in  Baton  Rouge  banks. 

Ms.  Irene  set  to  work.  She  moved  company  headquar- 


ters from  the  downtown  high-rise  favored  by  Doc  to  an 
office  a  stone's  throw  from  her  house .  The  bulk  of  the  cash 
was  reinvested  in  tax-planning  ventures,  stocks  and  bonds. 

The  oldest  member  of  The  Forbes  400,  Ms.  Irene  isn't 
terribly  comfortable  with  her  newfound  fame.  She  bought 
herself  a  sparkling  new  white  Mercedes  sedan,  although 
she  never  drives.  And  she  built  a  charming  two-story 
French -Louisiana  bungalow,  though  she  has  not  moved 
out  of  the  house  she  shared  with  Doc  for  over  50  years. 
But  other  than  bimonthly  business  lunches  with  her  3 
grandchildren  (her  only  child,  Claude  Jr.,  was  killed  in  an 
oil  rig  accident  in  1957),  she  no  longer  attends  business 
meetings.  "I'd  rather  crawl  into  a  hole  and  hide,"  Pen- 
nington groans. 

Indeed,  Ms.  Irene  showed  her  true  colors  when  she 
subtly  informed  her  grandchildren  that  to  celebrate  her 
100th  birthday  in  December,  she  would  appreciate  the  at- 
tendance of  a  male  stripper.  "Shooo,  I'd  like  that." 

-Carleen  Hawn 
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Systems  1992,  maker  of  Internet 
data  and  video  transmission  de- 
vices. Sold  1998  to  Lucent  Tech- 
nologies tor  $1  billion.  Lite  in  U.S. 
not  so  hellish  anymore. 

Anne  Bass 

$560  MILLION 
Divorce.  Fort  Worth;  NYC;  Aspen. 
57.  Single.  2  daughters 
Indianapolis- born  socialite  now 
poster  dame  tor  First  Wives  Club: 
came  into  fortune  upon  1989  di- 
vorce from  Sid  Bass  (stt)  after  23- 
year  marriage.  Got  1.38  million 
Disney  shares,  real  estate,  art  in 
settlement.  Yassar  graduate  divides 
time  between  boards  of  12  ballet 
troupes,  libraries,  art  museums  be- 
cause "sharing  bcautv  is  a  responsi- 
bility "  Plays  counsel  to  friend  and 
co-socialite  Anna  Wintour  as  con- 
tributing editor  to  Vojjuc.  Most  of 
fortune  believed  to  be  tied  to  Dis- 
ncv  shares.  First  appeared  on  list 
1989. 

i&  Margaret 
Hardy  Magerko 

$560  MILLION 
Lumber.  Eighty  Four,  Pa. 
32.  Married.  1  son 
Father,  Joseph  Hardy,  founded 
2x4  retailer  84  Lumber  in  1956. 
Became  nation's  largest  privately 
held  lumberyard  chain.  Famous 
for  low  overhead:  No  air-condi- 
tioning or  heating  in  stores,  travel- 
ing executives  stay  in  budget  mo- 
tels. To  save  on  gardeners,  once 
bought  cow  to  nibble  lawns 
around  house.  Tomboy  Maggie 
dropped  out  of  college,  learned 
business  at  father's  knee.  Took 
over  age  27,  five  years  after  dad 
fired  multiple-sclerosis-stricken 
son  1988.  Inherited  father's  brash 
mannerisms  and  tierce  manage- 
ment style.  Today  84  Lumber 
counts  400+  stores,  $1.6  billion 
sales.  Eludes  Home  Depot  by  tar- 
geting small  builders;  contractors 
account  for  75%  of  business.  Start- 
ing to  make  her  own  mark,  but  still 
learning:  "I'm  only  32.  Sometimes 
I  still  don't  know  what  the  hell  I'm 
doing." 
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Wouldn't  it  be  Nice 


if  This  was 


the  Only  Turnover 


Your  Office  Ever  Saw. 


Employees  come  and  go;  it's  a  fact 
of  life.  But  the  ones  who  stay  seem 
better  able  to  cope  with  life's  ups 
and  downs,  especially 
when  it  comes  to  their 
families. 

One  of  the  easiest  and 
most  cost-effective 
ways  to  fortify  your 
staff's  home  life  and 
boost  workplace 
productivity  is  by 
providing  the  Family 
Resource  Center. 


With  everything  from  whole- 
some children's  entertainment  to 
pertinent  advice  for  adults,  this 
family-friendly  library 
offers  the  very  best  in 
products  that  spark  stability 
at  home  and  deepen  inter- 
personal relationships. 

Who  knows?  The  most 
popular  revolving  door 
might  become  the  one  to 
and  from  your  Family 
Resource  Center. 


Family  Resource  Center 

8.6i  Cubic  Feet  of  Hope  and  Encouragement 

For  more  information  or  to  order  call 
Focus  on  the  Family  Educational  Resources  at  1-800-932-9123 
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Wherever  you're  going,  and  whether  your  priorities  are  close 
when  it  comes  to  savings,  investments  and  business  opportunit 
everything  we  do,  our  aim  is  not  to  be  just  any  bank,  but  the  rii 


UBS  AG:  Private  Banking.  Institutional  Asset  Management  (UBS  Bnnson).  Investment  Banking  (Warbug  Dillon  Read),  Private  Equity  (UBS  Capital)  Issued  by  UBS  AG  regulated 


d  or  further  afield,  you  need  a  sense  of  direction.  That's  why 
should  try  talking  to  a  different  type  of  banker.  Because,  in 
k  for  you.  si©  UBS 


.  In  the  US  Warburg  Dillon  Read  LLC,  a  subsidiary  of  UBS  AG,  is  a  registered  broker-dealer  and  member  of  SIPC,  the  New  York  Stock  Exchange  and  other  leading  exchanges. 


Robert 
Pamplin  Jr. 

$560   MILLION 

Textiles. 

Lake  Oswego,  Ore. 

57.  Married,  2  daughters 

Guiding  family's  tex- 
tilemaker  RB.  Pamplin 
Corp.  through  soft 
denim  market:  bought 
2 -year  supply  of  cotton 
before  prices  spiked 
1996.  Eight  degrees, 
including  2  doctorates; 
author  of  13  books. 
Ordained  minister. 
Runs  Christian  com- 
munication company: 
music  label,  retail 
stores,  music  and  video 
distribution.  Recently 
bought  radio  stations 
in  Oregon  and  Wash- 
ington; plans  to  pene- 
trate mid-  to  large-size 
markets.  Spent  $40 
million  to  build  epony- 
mous Civil  War  park 
near  Petersburg,  Va. 
Member  since  1992. 

Frederick 
Smith 

$550   MILLION 
Federal  Express. 
Memphis,  Tenn. 
54.  Divorced,  remarried; 
10  children 

Biggest  winner  in  the  4-year  U.S.- 
Japan aviation  standoff,  thanks  to  his 
prowess  on  Capitol  Hill.  FedEx  now 
allowed  to  fly  direcdy  to  China  and 
the  Philippines  from  Japan.  Memphis 
native  started  company  after  return- 
ing from  duty  in  Vietnam,  where  he 
was  decorated  Marine  Corps  officer. 
Oudined  FedEx  idea  in  Yale  senior 
thesis;  launched  FedEx  1971,  be- 
came number  one  air  delivery  com- 
pany. Some  hard  times,  lost  $300 
million  1986  on  ZapMail  satellite  de- 
livery of  documents.  Now  gambling 
on  terra  firma:  bought  Caliber  Sys- 
tem, parent  of  nation's  second- 
largest  ground  delivery  package  ship- 
per, RPX,  last  October;  formed  i 
First  appeared  on  list  1982. 


Richard  Strong 

$550   MILLION 

Money  management.  Brookfleld,  Wis. 
56.  Married,  1  son 

Estimated  market  value  of  his  Strong 
Capital  Management  climbs  as  in- 
vestors have  poured  money  into  mutual 
funds.  Company  now  manages  $33  bil- 
lion, up  more  than  18%  from  last  year. 
Rumored  sale  earlier  this  year,  but 
Strong  still  owns  more  than  80%,  em- 
ployees the  rest.  Born  in  Wahpeton, 
N.D.,  orphaned  at  age  17.  His  hopes  to 
play  pro  basketball  fizzled;  earned 
M.BA.  instead.  Cofounded  fund  com- 
pany widi  Albert  Nicholas  (owns 
Nicholas  Funds)  in  1968.  Started  own 
firm  in  1974,  soliciting  business  out  of 
Chevy  Impala.  Member  since  1997. 


Leonard  Litwin 

$550   MILLION 

Real  estate.  New  York  City. 

84.  Married,  2  daughters 

Landscaper  from  Long  Island  with 
dad;  still  retains  tree  nurseries  there. 
Built  apartments  on  Manhattan's 
York  Ave.  in  1950s  with  partner 
Martin  Swarzman.  Went  out  on  own, 
formed  Glenwood  Management. 
Branched  into  midtown  Manhattan 
and  Queens.  Now  more  than  20 
New  York  City  properties.  Crown 
jewel:  the  Lucerne  on  East  79th 
Street.  Resisted  urge  to  go  co-op. 
Kept  rents  competitive:  "Everybody 
who  has  a  job  in  New  York  can't 
spend  $5,000  on  a  co-op."  First 
appeared  on  list  1984. 
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Holcombe 
reen  Jr. 

640  MILLION 

..lvestments.  Atlanta. 
59.  Married,  2  children 

Navy  weapons  officer;  law  degree  from  U. 
of  Virginia.  Spent  20  years  with  ArJanta  law 
firm  Hansell  &  Post.  Left  law  1988:  "Bet- 
ter to  be  the  principal  than  the  lawyer." 
Formed  Green  Capital  with  outside  in- 
vestors. First  deals:  buyouts  of  furniture  re- 
taUer  Rhodes  ($240  million)  and  eyewear 
retailer  Opti-World  ($50  million).  Scored 
big  with  bankrupt  tcxtilcmakcr  WestPoint 
Stevens.  Bought  stock  from  creditors  at 
discount;  brought  in  new  management,  re- 
financed $1.3  billion  in  debt.  List  ' 
Nasdaq  1993;  stake  now  worth  '■ 
lion.  "It  just  needed  some  of  the  funda 
mentals."  Big  donor  to  alma  mater  Yale 
Atlanta's  High  Museum  of  Art. 
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Our  latest  contribution 
to  safer  flying. 


Ref.  3251 

The  new  pilot's  watch. 
With  UTC  display  and  Time 
Zone  Corrector.  $  3  695.- 


IWC 


TToYuYRTri)(€)(n)(u 


Where  you  meet  Your  Other  Face. 

NEW  YORK  •  PALM  BEACH  •  BAL  HARBOUR  •  SOUTH  COAST  PLAZA  •  HOUSTON 


For  complete  IWC  catalog  please  call  (800)  432-9330 
http://www.iwc.ch 


Amar  Gopal 
Bose 

$550   MILLION 

Loudspeakers.  Wayland,  Mass. 
68.  Married,  2  children 

MIT  grad  started  Bose  Corp.  in  1964. 
First  contracts  with  U.S.  military, 
NASA.  Started  making  loudspeakers. 
Now  one  of  the  biggest  suppliers  of 
nontrademarked  speakers.  Sales:  $850 
million.  Introduced  first  factory-in- 
stalled car  stereo  system  1982.  Pro- 
vides sound  for  Louisiana  Superdome, 
Sistine  Chapel,  Mercedes-Benz  auto- 
mobiles, computers.  Member  since 
1994. 

J!k  Thomas  Hicks 

$550   MILLION 

Leveraged  buyouts.  Dallas. 

52.  Divorced,  remarried;  6  children 

Father  was  small-time  radio  entrepre- 
neur in  Texas;  4  sons  worked  at  sta- 
tions. Eldest  son,  Tom,  graduated 
from  USC  Business  School,  wanted  to 
do  deals  on  Wall  Street  but  dutifully 
joined  family  business.  When  father 
refused  to  expand,  Tom  left.  Since 
then,   Hicks,   Muse,   Tate    &   Furst 


behind  a  flurry  of  buyouts. 
Among  biggest  scores:  Dr  Pepper  and 
Seven-Up.  Invested  $45  million, 
returned  nearly  $700  million.  Lately 
radio:  "There  is  no  better  single  place 
for  us  to  invest  our  money."  With 
brother  Steven  controls  over  460  sta- 
tions through  Chancellor  Media  and 
Capstar  Broadcasting.  Also  owns  pro 
teams  Dallas  (hockey)  Stars,  Texas 
(baseball)  Rangers. 

Stuart  Subotnick 

$540   MILLION 

Media.  New  York  City. 
56.  Married,  2  children 

Right-hand  man  to  Metromedia 
founder  John  Kluge  (see).  Grew  up  in 
city  projects,  Bensonhurst  in  Brooklyn, 
N.Y.  While  working  for  IRS  inl967  an- 
swered ad  for  tax  position  at  Metrome- 
dia. Hired,  promoted  to  CFO  1 3  years 
later.  Propelled  Metromedia's  biggest 
deals:  liquidated  TV  and  radio  assets  for 
$3.3  billion  profit,  cellular  assets  for 
$3.4  billion  by  1992.  Also  WorldCom: 
sold  stake  1995  for  $1.2  billion.  Gets 
5%  in  most  deals.  Also  owns  large  stake 
in  Big  City  Radio,  50%  of  two  pro  soc- 
cer teams.  First  appeared  on  list  1995. 


Stuart  Levine 

$540   MILLION 

Cabletron  Systems.  Stratham,  N.H. 

40.  Divorced,  1  son 

Levine's  partner,  Craig  Benson,  resumed 
control  of  Cabletron  in  March,  just  8 
months  after  handpicking  a  successor, 
claiming  he'd  found  a  perfect  choice  for 
the  troubled  cable  equipment  company. 
Benson:  "I  can  make  smart  decisions  and 
implement  a  lot  faster  than  he  possibly 
could."  He'd  better  hurry:  Cabletron 
stock  down  75%  in  past  year.  Partners 
started  company  1983  after  seeing  need 
for  custom  cables  to  link  personal  com- 
puters. But  with  demand  for  its  net- 
working hubs  being  replaced  by  faster 
switch  technology,  it  might  take  more 
than  Benson's  second  coming  to  resur- 
rect Cabletron.  Member  since  1991. 

Hugh  Rodney 
Sharp  III 

$540   MILLION 

Inheritance.  Wilmington,  Del. 
63.  Married,  5  children 

Member  of  vast  blue-blood  du  Pont 
clan.  Grandson  of  Isabella  du  Pont 
Sharp  (see  du  Pont  family);  Isabella 
sister  of  Pierre  Samuel   II.   Father, 


r 


THOMAS 
the  LB0  business  with 
Dr  Pepper  and  Seven-Up. 
Now  he's  tuned  in  to  radio. 
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HYATT 


American  Express  Delta  Airlines         Holiday  Inn        Phone  I  -800  325 1-180  to  become  a  Skypass  member 

Hyatt  Hotels  Sheraton  Rnchorajge  Hertz  LUaikiki  Resort  Hotel  Omni  L.fl. 


KSREANAIR   BEYOND  YOUR  IMAGINATION 


Hugh  Jr.  (d.  1990),  active  in 
DuPont  most  of  1938-82,  flew  combat 
missions  during  World  War  II.  Hugh 
III  retired  as  manager  of  computer  sys- 
tems for  DuPont  1991;  still  a  director: 
"Irenee  was  the  last  family  member  to 
be  a  department  head  (1978).  A  lot  of 
family  members  think  they  will  have 
more  freedom  if  they  run  their  own 
businesses."  First  appeared  on  list 
1982. 

i§fe  Rajendra  Singh 

$540   MILLION 
Telephony.  Vienna,  Va. 
43.  Married,  2  sons 

Low-key  but  growing  force  in  cellular 
telephony.  Raised  in  Rajasthan,  India: 
no  telephones  growing  up.  Engineer 
from  India.  To  U.S.  for  graduate  stud- 
ies U.  of  Maine;  doctorate  SMU,  Texas. 
Wife,  Neera,  joined  him  1979.  Togeth- 
er designed  cellular  antenna  grids  for 
country's  first  generation  of  cellular 
telephone  systems.  Early  customers: 
Craig  McCaw,  Airtouch's  Sam  Ginn.  In 


1985  applied  to  FCC  and 


awarded  dozens  of  radio  frequency 
licenses;  took  public  as  Teligent  last 
November,  hired  former  AT&T  presi- 
dent Alex  Mandl  to  run  company: 
Through  venture  arm  Telcom  Ventures 
owns  stakes  in  several  private  wireless 
ventures  in  Latin  America,  India.  Occa- 
sionally water-skis  to  office  in  Old 
Town  Alexandria.  Wife  no  longer  active 
in  business,  but  couple  provides  seed 
money  to  Marymount  College  for 
telecommunications  program.  Also 
money  to  educate  girls  of  home  village 
in  India. 

^William  Kellogg 

$540   MILLION 

Kohl's  Corp.  Oconomowoc,  Wis. 

55.  Married,  2  children 

Chairman  of  Kohl's  Department 
Stores  got  start  as  buyer  for  Federated 
Department  Stores  1962.  Hired  away 
by  Max  Kohl  to  be  store  manager 
1967.  Promoted  to  CEO  when 
British  American  Tobacco  Co.  bought 


Kohl's  1978.  Kept  overhead  low  by 
avoiding  regional  malls,  excessive 
debt,  first-class  travel.  Established 
niche  selling  brand-name  apparel, 
home  furnishings  at  discount-store 
prices.  Company  put  up  for  sale  in 
1986;  Kellogg  led  management  buy- 
out. Took  public  1992;  stock  has 
increased  fourteenfold.  Now  has  203 
stores  in  22  states.  Avid  fisherman, 
supports  children's  charities. 

Alice  du  Pont  Mills 

$540   MILLION 
Inheritance.  Middleburg,  Va. 
85.  Widowed,  3  children 

Daughter  of  A.  Felix  du  Pont,  distant 
cousin  of  Pierre  Samuel  II,  who  sided 
with  Pierre  in  family  split  1915  and 
was  rewarded  with  stake  in  Christiana 
Securities  (family  holding  company). 
Her  brother  Richard,  noted  pilot, 
killed  in  World  War  II  glider  crash.  His 
widow,  one  of  first  women  admitted  to 
Jockey  Club.  Brother  Alexis  died 
1996.  Member  since  1982. 


.. 


The  strength  of  any  element  is  not  in  its  might  bi 


siste 


1  In  (  inunnati  Insurance  Company,  a  subsidiary  of  Cincinnati  Financial  C 


Asistency. 


At  Cincinnati  Insurance,  it's  the  little  things,  done  over  and  over, 
that  add  up  to  big  value  jor  everyone.  Things  like  prompt,  fair 
claim  service  confirmed  time  after  time  in  independent  surveys  of 
agents  and  customers.  And  person-to-person  service  from  a  trusted 
local  independent  agent.  Our  continued  focus  on  small  details 
has  also  produced  some  impressive  financial  results.  An  A  +  + 
rating  from  A.M.  Best  for  financial  strength.  The  recent  addition 
of  our  parent  company,  Cincinnati  Financial  Corporation 
(Nasdacj:CINF),  to  the  S&P  500  Index.  And  increased  dividends 
for  37  consecutive  years.  A  record  that  consistent  is  worth  exploring. 
Call  1-800-769-0548  to  find  out  more  about 
The  Cincinnati  Insurance  Companies. 


Making    our    strength    your    future 


CINCINNATI 

INSURANCE  COMPANIES 


www.cinfin  com 


ranee  through  independent  agents  in  AL,  AR,  AZ,  FL,  GA,  IA,  IL,  IN,  KS,  KY,  MD,  Ml,  MN,  MO,  MT,  NC,  ND,  NE,  NH,  NY,  OH,  PA,  SC,  SD,  TN,  VA,  VT,  WV,  Wl 
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&,  Terence  Adderley 

$570   MILLION 

Kelly  Services.  Detroit. 
65.  Divorced,  remarried;  6  children 

Son  of  Kelly  Services  founder  William  Russell  Kelly 
(d.  1998),  pioneer  of  modern  temporary  employment  in- 
dustry. Hirst  temp  assignment  surveying  restaurants  during 
school  break  led  to  full -rime  job  as  Louisville  office  manag- 
er 1958.  U.  of  Michigan-educated  Terry  groomed  for  suc- 
cession: director  1963,  president  1967,  chairman  1998. 
Dad's  caveat:  "Remember, you're  always  temporary.*'  Russ 
son  of  international  oil  millionaire  who  lost  fortune,  died 
1928  leaving  7  children  and  no  estate.  Left  U.  of  Pitts- 
burgh to  support  siblings.  Started  Russell  Kelly  Office  Ser- 
vice in  1946  with  S10,000  savings  and  some  office  equip 
merit,  recruiting  stay  at-home  moms  for  the  postwar  work 
force.  Sales  totaled  $92,000  in  1947,  nearly  $4  billion  in 
1 997.  Went  public  1962,  expanded  world w  ide:  the  eompa 
ny's  1,700  offices  in  North  America  and  Europe  place 
800,000  people  a  year  tor  administratis e,  legal,  scientific 
and  tech  positions;  25%  of  sales  now  outside  the  U.S.  Ter 
ry's  longtime  hobbv:  restoring  antique  cars. 


TEMPORARY  EMPLOYEES  last  year 


His  agency  placed 
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. I  Gary  Comer 


$530   MILLION 

Lands'  End.  Chicago. 
69.  Married.  2  children 
Chicago  native  skipped  college, 
became  award-winning  copywriter 
at  Young  &  Rubicam.  Olympic- 
class  sailor.  Left  agency  to  marry 
his  passion  for  sailing  with  busi- 
ness. Started  Lands'  End  sailboat 
equipment  catalog.  Added  long- 
wcanng  clothes,  foul-weather 
gear.  By  1977  dropped  sailing  gear 
from  catalog,  stopped  racing  to  fo- 
cus on  business.  Went  public 
1986.  Stepped  aside  as  CEO  1990, 
but  still  owns  53%  of  $1.3  billion 
(sales)  company.  First  appeared  on 
list  1987. 

Clayton  Mathile 

$530  MILLION 
Pet  food.  Dayton,  Ohio. 
57.  Married,  5  children 
Pioneered  premium  puppy  chow 
with  lams.  As  spending  on  pets  by 
indulgent  owners  grows,  so  grows 
lams'  sales:  now  over  $500  mil- 
lion. Former  Campbell  Soup 
buyer  hired  1970  by  Paul  lams. 
Bought  him  out  in  1982.  Con- 
vinced breeders  that  his  premium 
product  would  produce  healthier 
animals.  In  return,  gets  premium 
margins.  Also  veterinary  lines 
such  as  diets  to  manage  canine 
kidney  failure.  Member  since 
1991. 

i&  William  C. 
Morris 

$530   MILLION 

Money  management.  New  York  City. 

60.  Married,  3  sons 

Former  head  of  investment  bank- 
ing division  at  Lehman  Brothers. 
With  senior  officers,  bought 
money  management  firm  J.&W 
Seligman  at  rock- bottom  price 
1988.  Since  then  assets  under 
management  have  ballooned  from 
$6.5  billion  to  $24  billion. 
Schooled  at  MIT,  Harvard 
Business  School.  His  $5  million 
Seligman  investment  recently 
worth  estimated  $300  million. 


Forbes  400  ■  October  12,  1998 


BANK    &   THRIFT   SPECIALISTS 


ADVISORS  TO 

I  )1KI  X  ;  I  ( )KS  &  MANAC  A  :mi  IN  I 


375  Park  Avenue,  New  York,  NY  10152  (212)  754-2000 
Keefe  &  Keefe  International  Inc. 
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Concerned  About  Taxes? 


WE      CAN      HELP 


At  Muhlenkamp,  we  manage  money 

to  maximize  after  tax  returns. 

In  9  years,  we've  paid  only  2  capital 

gains  distributions,  totaling  36t. 


MUHLENKAMP  FUND  AVERAGE  ANNUAL 
RETURNS  FOR  PERIODS  ENDED  6/30/98 

ONE  YEAR 

32.9% 

THREE  YEAR 

32.0% 

FIVE  YEAR 

21.3% 

LIFE  OF  FUND 

SINCE  11/88 

17.7% 

>  100%  No  Load  >  Low  Turnover 
FOR  A  PROSPECTUS 

CALL  1-800-860-3863 

www.muhlenkamp.com 


S3  Muhlenkamp  Fund 

Please  read  die  prospectus  carefully  before  you  invest  Past  performance 
does  nol  guarantee  future  results.  Fund  snares  when  redeemed  may  be 
worth  more  or  less  than  original  cost. 


Am 


James  Lee 
Clayton 


$530  MILLION 
Mobile  homes.  Knoxville,  Tenn. 
64.  Twice  divorced,  remarried; 
4  children 

Sharecropper's  son,  started  mobile 
home  business  1966;  took  Clayton 
Homes  public  1983.  Now  operates  in 
28  states.  Stakes  in  Dollar  General, 
BankFirst  and  Proffitt's,  recent  buyer  of 
Saks  Fifth  Avenue:  "Can  you  imagine  a 
hee-haw  company  from  Tennessee  buy- 
ing Saks  Fifth  Avenue?"  Continues  to 
take  positions  "where  I  know  the  man- 
agement." Looking  to  pass  reins  to  son 
Kevin   next   June.    Intends    to   pilot 


around  the  country  in  new 
jet  with  third  wife.  "I  don't  need  a  co- 
pilot." Member  since  1992. 

Rex  Maughan 

$525   MILLION 

Multilevel  marketing. 
Paradise  Valley,  Ariz. 
59.  Married,  3  children 

Former  Phoenix  real  estate  developer 
quit  job  1978  to  cofound  aloe  vera 
company,  Forever  Living  Products. 
Company  exploits  desert  cactus'  pur- 
ported healing  properties.  First  prod- 
uct: aloe  vera  juice.  Now  Arizona's 
largest  private  company  ($1.2  billion 
sales),  selling  personal  care  items,  nutri- 

Menage  a  trois 


tional  supplements  derived  from  aloe. 
More  than  4  million  sales  representa- 
tives 65  countries.  Also  owns  22  out- 
door recreation  resorts  in  Southwest, 
Rockies.  Bought  Southfork  ranch  (of 
TVs  Dallas  fame);  added  tourist  muse- 
um, rodeo.  Member  since  1997. 


Jerry  Jones 

$525   MILLION 
See  page  328. 

Irenee  du  Pont  Jr. 

$525   MILLION 

Inheritance.  Montchanln,  Del. 
78.  Married,  5  children 


Linda  Sarofim  Lowe 
knew  she  was  get- 
ting a  tough  lawyer 
when  she  hired 
Houston  attorney  Earle 
Lilly  to  represent  her  in  a 
divorce  from  money  man- 
ager and  longtime  Forbes 
400  member  Fayez 
Sarofim.  But  she  never  fig- 
ured she'd  find  herself  on 
the  receiving  end  of  Lilly's 
tough  tactics. 

Three  years  ago  Lilly, 
partner  Robert  Piro  and 
their  client  concocted  a 
nasty  scheme  against 
Fayez  Sarofim  to  force  a 
settlement  in  the  divorce, 
including  publicly  accus- 
ing the  Egyptian-born 
investment  whiz  of  fraud 
and  rape.  Mr.  Sarofim  is 
believed  to  have  paid 
about  $50  million,  10 
times  the  amount  called 
for  in  the  couple's 
prenuptial  agreement. 

With  an  estimated  net  worth  of  more  than  $800  mil- 
lion, Sarofim  wasn't  put  out  by  the  payoff.  But  he  must 
have  been  put  off  by  the  fact  that  Piro  &  Lilly  had  helped 
devise  the  pre-nup  in  the  first  place. 

"I've  never  heard  of  situation  where  lawyers  in  a  firm 
prepare  a  prenuptial  agreement,  and  then  later  the  same 
firm  and  the  same  lawyers  attack  it  as  being  invalid,"  says 


FAYEZ  SAROFIM  and  ex-wife,  Linda  Sarofim  Lowe 


Houston  litigator  and 
Forbes  400  member 
Joseph  Jamail. 

The  treatment  Lowe  got 
from  Piro  &  Lilly  appears 
equally  shabby.  In  a  lawsuit 
now  winding  its  way 
through  Houston  courts, 
Lowe  (who  has  since  re- 
married) claims  Lilly  ro- 
manced her  and,  while  she 
was  high  on  booze  and  pre- 
scription drugs,  coerced 
her  into  signing  a  con- 
tingency-fee-based  con- 
tract to  extricate  her  from 
her  marriage.  But  Lowe 
says  Lilly's  amour  ended 
shortly  after  the  settlement. 
Lowe,  who  had  gone  so  far 
as  to  buy  a  $10,000  wed- 
ding dress,  says  Lilly  disap- 
peared from  her  life  with  $6 
million  and  a  $130,000 
Mercedes  she  had  bought 
for  him. 

Lilly's  fighting  back, 
claiming  he  never  received  the  entire  20%  to  30%  fee 
due  under  the  terms  of  the  contract.  In  support  of  his 
case,  Lilly  is  relying  on  a  series  of  answering  machine 
tapes  in  which  Lowe  insults  his  religion,  manhood  and 
hairline. 

This  farce  is  set  to  go  to  trial  in  April  of  next  year. 
Miraculously,  Piro  &  Lilly  isn't  working  both  sides  of  the 
case-  -Mary  Summers 
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Does  this  look  like 
the  \ear  2000  to  you? 
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To  your  computer,  it  might 

Businesses  everywhere  are  wringing  their  hands  over  the  "Year  2000 
Problem."  That's  when  computers  will  become  totally  confused  over 
what  century  it  is  —  because  many  were  allocated  only  two  digits  to 
identify  the  year  in  a  date  field.  To  them,  the  year  "02"  has  always 
meant  1 902  —  not  2002.  §3  The  problem  is  most  urgent  for  those 
who  deal  with  dates.  Like  actuaries.  And  benefits  administrators,  who 
face  the  prospect  of  benefits  that  may  terminate  before  they  begin. 
83  What  can  they  do?  Find  Year  2000  experts  to  reprogram  all  of 
their  software?  Replace  their  entire  system?  Yes.  Or,  they  can 
download  their  data  to  ABR,  and  let  us  deal  with  it.  We  have  1,400 
people  performing  benefits  outsourcing  services  for  thousands 
of  companies  (who  won't  have  to  worry  about  the  year  2000  — 
or  much  of  anything  else).  COBRA.  HIPAA.  Flex.  401(k).  We  do  it 
all  today—  and  we're  ready  for  tomorrow. 
§§  If  you're  short  a  couple  of  digits, 
give  us  a  call:  1-800-366-3  1  30.      Information  Services,  Inc. 


83ABR 


Nasdaq:  ABRX    http://www.abr.com 


Constance 

du  Pont  Darden 

$525   MILLION 
Inheritance.  Norfolk,  Va. 
94.  Widowed,  3  children 

Brother  and  sister.  Two  of  8  children 
of  Irenee  du  Pont  Sr.  (d.  1963),  pres- 
ident of  Du  Pont  Co.  1919-26. 
Irenee  Jr.  retired  as  senior  VP  1978 
after  32  years  with  Du  Pont;  served 
as  director  until  1990;  on 
Wilmington  Trust  board  until  1992. 
Oversaw  merger  (1977)  of  Du  Pont 
with  family  holding  company 
(Christiana  Securities),  ending  fami- 


ly's 173-year  reign  of  com- 
pany. Constance's  husband,  Colgate 
Whitehead  Darden  (d.  1981),  was 
governor  of  Virginia  in  the  Forties. 
First  appeared  on  list  1982. 

i&  Ted  Forstmann 

$525   MILLION 

Leveraged  buyouts.  NYC;  Los  Angeles. 

58.  Single 

LBO  pioneer  flying  high  with  Gulf- 
stream  Aerospace  Corp.  Bought  corpo- 
rate jet  maker  in  1990  for  $850  million; 
nearly  bankrupt  3  years  later.  Pushed  de- 
velopment of  Gulfstream  V:  long-dis- 

I  fought  the  law 


tance  jet  able  to  fly  from  New  York  to 
Tokyo.  Big  hit;  took  company  public 
1996.  Investment  now  worth  $4  billion. 
With  W  Brian  Litde,  founded  buyout 
firm  Forstmann  Litde  1978.  Spurned 
popular  junk  bonds  to  finance  deals;  in- 
stead, raised  own  low-interest  subordi- 
nated debt,  mainly  from  pension  funds. 
Flits:  Ziff-Davis,  General  Instrument. 
Misses:  Pullman  Co.  Dismisses  some 
current  LBO  rivals:  "It's  amateur  hour 
at  Minsky's."  Big  promoter  free  market 
principles,  critic  of  nation's  educational 
system.  With  John  Walton  committed 
$100  million  to  program  that  provides 
indigent  kids  private  schooling. 


With  a  net 
worth  of 
$11  billion, 
Wal-Mart 
heiress  Alice  Walton  is 
truly  loaded.  She  just 
shouldn't  drive  that  way. 

On  her  way  home  from 
a  business  dinner  in  Janu- 
ary, Walton,  49,  skidded 
her  Toyota  4-Runner  off  a 
curvy  road  in  Springdale, 
Ark.,  demolishing  a  gas 


meter  and  whacking  her 
nose.  Local  cops  arrived 
quickly,  only  to  have 
Walton  pull  some  major 
attitude.  "You  know  who 
I  am,  don't  you?  You 
know  my  last  name?"  she 
demanded  of  the  cops, 
adding  that  they  were 
"harassing"  her  because  of 
who  she  was.  "Her  atti- 
tude," officers  reported, 
"would  change  frequently, 


from  being  belligerent  to 
polite  to  arrogant  to 
indignant." 

Charged  with  driving 
while  intoxicated  and 
offered  a  $650  fine  to  cop 
a  plea — "the  same  deal  I'd 
offer  anyone,"  says  Spring- 
dale  City  Attorney  Jeff 
Harper — Walton  fought  it. 
The  one-day  trial  lasted  16 
hours.  Like  any  celebrity 
trial    of  the    1990s,    it 


ALICE  WALTON  decided 
she'd  rather  fight  than 
switch  her  not  guilty  plea. 
Like  regular  folk,  she  paid 
a  fine  and  performed 
community  service. 


included  a  singular  piece  of 
dramatic  evidence:  Alice's 
blood  test. 

Turns  out  that  Walton, 
after  being  bailed  out  by 
her  brother,  returned  to 
the  hospital  and  took  a 
blood  test  in  hopes  of 
clearing  her  name.  Instead, 
the  test  showed  a  blood 
alcohol  level  of  0.16.  The 
legal  limit  in  Arkansas  is 
0.10.  The  test  was  admin- 
istered some  4  hours  after 
the  accident,  so  the  level 
when  she  drove  off  the 
road  could  have  been  as 
high  as  0.24. 

Walton  and  her  lawyers 
didn't  want  the  test 
admitted  as  evidence.  But 
Judge  Stanley  Ludwig 
allowed  it.  Walton,  whose 
license  had  been  suspend- 
ed for  refusing  a  Breatha- 
lyzer test,  was  convicted 
and  hit  with  $925  in  fines 
and  costs  and  24  hours  of 
community  service. 

Walton  should  have 
done  some  research  before 
deciding  to  make  her 
stand.  The  first  case  han- 
dled by  Harper,  a  former 
policeman,  was  a  DWI 
prosecution  of  chicken  bil- 
lionaire Don  Tyson. 

-Edward  Cone 
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American  Dental  Association 


Dental  Chart. 


90-95% 


Dental 
HMO 


Dental  Indemnity/  Direct 

PPO  Insured       Reimbursement 

■Source:  National  Association  of  Dental  Plans 
2Source:  American  Dental  Association 


Percentage  of  money  that  goes  to  actual  dental  care 


Clearly,  Direct  Reimbursement  offers  cost-efficient  dental 
coverage.  Instead  of  paying  monthly  insurance  premiums, 
even  for  employees  who  don't  use  dental  benefits,  you 
pay  for  actual  treatment  received.  Complex  claim  forms 
and  administrative  overhead  typical  of  outside  insurers 
are  eliminated.  Isn't  it  time  to  give  your  company  a 
dental  benefits  checkup? 


DIRECT 

REIMBURSEMENT 


Dental 

Benefits  Plan 
oHlcirt  Companies 


For  information  or  a  cost  estimate  of  a  Direct  Reimbursement  plan  designed  to  meet  the  company 
needs  you  specify,  just  call  1-800-232-7698  ext.  520.  Or  visit  our  web  site  at  http://www.ada.org 


Am 


We  helped  lay  the  gro  A 


Literally. 

Every  time  an  airplane  touches  down,  in  almost  any 
airport  in  the  world,  we  can  say  we  paved  the  way  -  because 
the  odds  are  our  machines  helped  build  the  runways. 

Caterpillar  machines  also  played  a  key  part  in 


developing  many  of  the  roads  and  railways,  bridj 
and  canals  that  carry  the  world's  commerce.  And  f 
our  engines  provide  power  to  many  of  the  locom 
tives,  tugs,  and  trucks  that  travel  on  them. 

So  we're  proud  of  our  part  in  making  globa 


I  rk  for  the  global  economy. 


I  possible.  But  we're  even  prouder  of  the  things 
liappen  when  trade  itself  takes  off.  Education, 
Jjh,  communications,  and  jobs  all  flourish  in  a 
Piy  world  economy. 
!\nd  when  people  trade  together  they  exchange 


ideas.  They  become  more  understanding  and  more 
open.  And  that  could  be  the  most  important  global 
trade  of  all. 

CATERPILLAR 


Um 


Go  West,  rich  men 


M 


orality  knows  nothing  of  geographical  bound- 
aries," the  English  philosopher  Herbert  Spencer 
wrote  in  1851.  But  American  wealth  does — it's 
been  moving  toward  the  Pacific  since  Forbes  started  track- 
ing the  country's  400  richest  citizens  in  1982.  And  it 
moves  faster  than  the  general  population:  While  12%  of  the 
country  lives  in  California,  nearly  one  in  four  of  America's 
richest  live  there. 

That  gives  some  credence  to  Silicon  Valley  venture  capi- 
talist John  Doerr's  claim  that  the  personal  computer  indus- 
try spurred  the  "greatest  legal  creation  of  wealth  that's  ever 


occurred  on  this  planet."  But  the  maps  below  represent 
more  than  just  the  ascendancy  of  the  microchip  during  the 
last  16  years.  They  also  hint  at  how  quickly  fortunes  can  dis- 
solve. The  inaugural  list  was  compiled  at  the  crest  of  the  oil 
boom,  when  Texans  accounted  for  17%  of  the  list's  mem- 
bership. The  oil-rich  town  of  Midland  (pop.  100,000) 
alone  was  home  to  eight  members.  By  1996  all  eight  had 
dropped  off  the  list. 

Similarly,  in  1982  all  of  Delaware's  17  list  members  were 
du  Ponts.  They've  since  dispersed;  the  state  is  now  repre- 
sented by  only  2  family  members.  -Peter  Kafka 


Caribbean:  1 
England:  1 
Switzerland:  1 


MA  8 


Bermuda:  2 
England:  1 
Switzerland:  2 


MA  15 
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William  Norman 
Pennington 

$520   MILLION 

Gambling.  Reno. 

75.  Widowed,  remarried:  2  children 

With  partner  William  Bennett,  took 
over  gambling  house  Circus  Circus  in 
19~4  Became  industry  giant  by  play- 
ing to  middle-class  tastes:  nickel  slots 
and  cheap  eats;  live  circus  acts  for  the 
kids.  Former  World  War  II  bomber  pi- 
lot, hung  on  as  president  until  1988; 
now  retired.  Likes  boaung,  trapshoot- 
mg.  Member  since  1985. 

Gary  Tharaldson 

$520   MILLION 

Hotels.  Fargo.  N.D. 

52.  Divorced,  remarried;  6  children 

Richest  man  in  South  Dakota,  bent  on 
getting  even  richer,  adding  37  motels 
to  his  portfolio  this  year  alone.  Now 
controls  290  properties  under  brand 
names  Courtyard,  Fairfield,  Comfort 
and  Hampton  Inns.  Harm  boy  from 


Dazey,  N.D.  Earned  living  teaching 
gym,  bookkeeping.  Moonlighted  as 
insurance  broker.  Went  into  insurance 
business  foil  time  1969;  moved  into 
real  estate  to  shelter  income.  Built  em- 
pire of  small  no-frills  motels,  using 
loans  from  backwater  bankers.  Keeps 
costs  low  on  new  construction  by 
owning  his  own  development  com- 
pany. Avoids  the  high  life:  dines  at  lo- 
cal Red  Lobster  in  Fargo,  lives  in 
$300,000  house.  Life's  ambition:  to 
be  on  The  Forbes  400.  Member  since 
1997. 

i&  Roger  W.  Sant 

$520   MILLION 
AES  Corp.  Middleburg,  Va. 
67.  Married,  4  children 
Cofounder  of  AES  Corp.,  worldwide 
power  producer  with  interest  in  90 
plants  in  13  countries.  Former  Stan- 
ford business  school  lecturer,  met 
partner  Dennis  Bakke  while  heading 
energy  conservation  programs  at  the 
Federal   Energy  Administration   in 


1974.  Left,  bought  power  plant  in 
1981  after  raising  $1.3  million.  By 
early  1990s,  6  plants.  Went  public  to 
fund  ventures  overseas.  Sant  ceded 
CEO  spot  to  Bakke  1994. 

Leslie  Schwab 

$510   MILLION 
Tires.  Prineville,  Ore. 
81.  Married,  1  daughter 

Northwest  tire  king  still  adding  stores, 
revenue.  Now  288  Les  Schwab  Tire 
Centers.  Sales:  $746  million.  Hard- 
scrabble  roots:  raised  in  logging  camp, 
schooled  in  boxcar,  orphaned  at  16. 
Bought  rundown  O.K.  Rubber 
Welders  franchise  1952,  went  inde- 
pendent. "It  was  nothing  more  than  a 
shed  with  no  running  water  and  a  2- 
holer  out  back."  Most  stores  are  cor- 
porate-owned, other  "member-deal- 
ers" do  not  pay  conventional  franchise 
fees.  Big  bonuses,  retirement  fond  for 
employees,  uses  open-book  manage- 
ment. Not  big  charitable  donor  but 
gives  away  free  beef  once  a  year  as 


sales  promotion.  Owns  large 

cattle,  wheatgrass  ranches.  Member 

since  1997. 

Anne  Windfohr 
Marion 

$510   MILLION 

Inheritance.  Fort  Worth; 

Santa  Fe;  Palm  Springs,  Calif. 

59.  Thrice  divorced,  remarried;  1  daughter 

Family  fortune  derived  from  oil  reserves 
on  great-grandfather  Burke  Burnett's 
west  Texas  ranches.  Owns  some 
350,000  acres  in  Texas,  most  with  min- 
eral, drilling  rights.  Arts  supporter:  last 
year  opened  lavish  30,000-square-foot 
Georgia  O'Keeffe  museum  in  Santa  Fe; 
also  Kimbell  Museum  in  Fort  Worth. 
Excellent  horsewoman.  Married  to 
former  Sotheby's  chairman  John 
Marion.  Member  since  1988. 

David  Sun 

$505   MILLION 
Kingston  Technology. 
Fountain  Valley,  Calif. 
48.  Married,  2  children 

John  Tu 

$505   MILLION 

Kingston  Technology. 
Fountain  Valley,  Calif. 
58.  Married,  2  children 

Founders  of  computer  memory  board 
maker  Kingston  Technology  sold  80% 
of  their  company  to  Japan's  Softbank 
for  $1.5  billion  in  1996.  Set  aside  $100 
million  for  employees  following  sale, 
then  allowed  Softbank  to  skip  outstand- 
ing $333  million  payment  as  Kingston 
stumbled  from  falling  chip  prices,  Asian 
economic  woes,  and  Softbank  struggled 
under  heavy  debt  load.  Softbank  now  to 
pay  partners  $450  million  in  2004,  pro- 
vided cash  flow  targets  are  met,  or  if 
company  is  sold.  Partners  still  run 
Kingston.  Members  since  1995. 

Ernest  Gallo 

$500   MILLION 

Wine.  Modesto,  Calif. 
89.  Widower,  1  son 

Surviving  brother  of  famous  wine- 
making  duo  Ernest  and  Julio  (Julio 
died  in  car  crash  1993).  Started  winery 
after  father  killed  wife,  self  1933.  Broth- 
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ers  built  business,  raised  younger  broth- 
er Joseph  Jr.  Second  generation  kept 
company  focused  on  inexpensive  wines 
(Thunderbird,  Night  Train),  wine  cool- 
ers, jug  varietals.  Third  generation  dras- 
tically upgraded:  high-grade  cabernets, 
merlots.  Ernest  still  chairman.  Member 
since  1982. 

William  Barron  Hilton 

$500   MILLION 

Hilton  Hotels  Corp. 
Holmby  Hills,  Calif. 

70.  Married,  8  children 

Hilton  may  have  lost  in  its  bid  for  ITT, 
but  the  hotel  chain's  still  hungry:  will 
complete  nearly  $1  billion  in  hotel 
acquisitions  this  year.  Recently 
announced  plan  to  spin  off  gaming 
division.  Hilton  shares  near  52-week 
low  on  slowdown  in  casino  business. 
Barron  the  son  of  hotel  magnate 
Conrad  Hilton  (d.  1979).  Joined  com- 
pany after  stint  as  WWII  Navy  photog- 
rapher; president  Hilton  Hotels  Corp. 
in  1966.  Avid  hunter,  fisherman,  bal- 
loonist. Member  since  1982. 

Lewis  Robert 
Wasserman 

$500   MILLION 

MCA.  Beverly  Hills,  Calif. 
85.  Married,  1  daughter 

Born  Cleveland,  moved  to  Chicago 
1936  to  join  Music  Corp.  of  America. 
President  1946  at  age  33.  Hobnobbed 
with  Ronald  Reagan,  Alfred  Hitchcock, 
Jimmy  Stewart.  Acquired  Universal 
Studios;  distributed  hits  from  Spielberg, 
Geffen  (see  both).  Sold  MCA  to  Mat- 
sushita for  $6.1  billion  1990.  Took 
high-yielding  preferred  stock,  retained 
much  control.  Seagram  bought  80%  of 
MCA  1995;  Lew  still  honorary  chair- 
man. Member  since  1982. 

Richard  Alan  Smith 

$500   MILLION 

Harcourt  General.  Chestnut  Hill,  Mass. 
73.  Married,  3  children 

Nancy  Smith 
Lurie  Marks 

$500   MILLION 

Harcourt  General.  Chestnut  Hill,  Mass. 

71.  Married,  3  children 
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Siblings.  After  brief  retire- 
ment, Richard  back  in  the  top  spot  of 
publishing  and  specialty  retail  compa- 
ny he  first  took  control  of  in  1961. 
Publicity-shy  but  active  philanthropist. 
Nancy's  son  Jeff  Lurie  on  the  board, 
owns  Philadelphia  (football)  Eagles. 
With  families,  brother-and-sister  team 
share  fortune  worth  more  than  $1  bil- 
lion. Richard  member  since  1982; 
Nancy  since  1994. 

Mari  Hulman  George 

$500   MILLION 

Indianapolis  Motor  Speedway. 

Indianapolis. 

63.  Widowed,  4  children 

Father,  Anton  Hulman,  made  fortune 
from  cigars,  baking  powder.  Bought 
Indy  500  track  1945  from  World  War 
I  flying  ace  Eddie  Rickenbacker. 
Daughter  Mari  took  over  1995  from 
ailing  mother,  Mary,  who  died  in 
April,  age  93.  Indianapolis  Motor 
Speedway  largest  spectator  event  on 
earth  but  facing  competition  from 


rival  racing  league  Champi- 
onship Auto  Racing  Teams.  Mari's 
Terre  Haute  home  burned  down  this 
year  while  under  construction:  $3 
million  in  damage.  Sold  broadcasting 
interests  last  year.  Family's  holdings 
including  real  estate,  utilities,  bank- 
ing, now  run  by  Mari's  son  Tony 
George.  Member  since  1997. 

Grover  Connell 

$500   MILLION 
Equipment  leasing,  rice. 
Westfield,  N.J. 
80.  Married,  3  children 

After  WWII  Navy  service,  took  over 
family's  S10  million  (sales)  rice  and 
sugar  company  1950.  Built  Connell 
Co.  into  country's  largest  indepen- 
dent broker/trader  in  rice,  sugar. 
Added  heavy-equipment  leasing  (rail- 
road, aircraft,  power  plants)  1973; 
now  some  $1.5  billion  assets.  Also 
prime  N.J.  real  estate.  Hosted  party 
with  late  dictator  Mobuto,  "a  very 
pleasant  guy."  Member  since  1982. 


.£&  Ira  Leon 
Rennert 

$500   MILLION 
Investments.  New  York  City. 
64.  Married,  3  children 

Would  have  remained  an  under-the 
radar  conglomerateur  had  he  not  made 
plans  to  build  Long  Island's  biggest 
mansion.  But  hard  to  keep  8  buildings, 
110,000  square  feet  on  63  acres  a 
secret — more  than  twice  the  size  of  the 
White  House.  Now  the  focus  of  con-1 
stant  press,  legal  protests  from  future 
neighbors.  Owns  98%  of  Renco  Group 
Inc.;  holding  company  owns  lead,  coal, 
steel  concerns,  among  others.  Also 
HumVee  manufacturer  AM  General 
Corp.  Buys  low-tech  assets  on  the 
cheap,  issues  junk  bonds,  pockets  huge 
dividends:  $108  million  from  WCI 
Steel,  February  1996;  $100  millioni 
from  Renco  Steel  in  February.  Brook- 
lyn College  1954,  then  M.B.A.  from 
New  York  U.;  first  job  as  credit  analyst,: 
started  own  firm  1960.  Purchased 
Consolidated  Sewing  Machine  1975, 
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Florida  businesses  aren't  just  looking  to  the  future.  They're 
creating  it.  Florida's  high-tech  innovation  began  with  the 
laser,  invented  here  some  30  years  ago  And  our  state  now 
ranks  #2  among  the  nation's  fastest-growing  locations  for 


high-tech  businesses,  according  to  Business  Facilities  maga;  | 
That's  because  Florida  has  what  high-tech  companies  ne< 
the  best  and  brightest  talent.  Our  industry  attracts  them, 
our  active  lifestyle,  which  includes  more  golf  courses  t  j 


metals  companies  in  1980s.  Construc- 
tion on  his  Fair  Field  complex  under 
way  in  the  Hamptons,  but  foes  say 
he'll  have  to  tear  the  thing  down  if  he 
loses  zoning  fight. 

Floyd  Roger  Hardesty 

$500   MILLION 
Concrete,  aircraft  repair.  Tulsa.  Okla. 
60.  Married,  2  children 
Hardcsty's  Mid  Continent  Concrete 
Co.   rules   the   concrete   market   in 
much  of  Oklahoma,  Arkansas.  Okla 
homa  farm  hoy,  eloped  with  future 
wife  at  15.  Hirst  job  in  Tulsa  pouring 
concrete  for  54  50  a  day.  Tired  of 
working  for  someone  else;  started 
building  houses  on  his  own.  Switched 
to  apartments,  then  shopping  centers. 
Sold  before  real  estate  crash,  poured 
money  into  distressed  concrete  com 
panics;  jet  engine  repair  via  Bi/Jct 
International    Hunts  polar  bears,  ele- 
phants.   Flies    own    Gulfstrcam    V. 
Doesn't  trust  the  stock  market:  has 
some  S200  million  in  Treasury  bonds. 


"I  sleep  better  at  night."  First  ap- 
peared on  list  1982. 

Henry  R.  Silverman 

$500   MILLION 

Investments.  New  York  City  area. 
58.  Divorced,  remarried;  3  children 

Silverman's  Cendant  Corp.,  formed 
last  year  by  the  marriage  of  his  HFS 
Inc.  with  direct  marketer  CUC  Inter- 
national, in  tatters  after  disclosure  of 
accounting  "irregularities"  in  CUC's 
books.  Silverman  had  no  role  in  the 
fraud,  but  he  sure  feels  the  pain:  Cen- 
dant shares  down  almost  70%  since 
the  disclosure.  Vows  to  turn  around 
company  within  2  years  (see  p.  278). 
Williams  College  grad,  U.  of  Pennsyl- 
vania law  degree.  Learned  dcalmaking 
working  for  Saul  Steinberg.  With 
Blackstonc  Group  bought  Ramada, 
Howard  Johnson  franchises;  took 
public  as  HFS.  In  acquisition  flurry, 
added  car  rental  company  Avis,  real 
estate  broker  Century  21.  Member 
since  1996. 


Viola  Sommer 

$500   MILLION 

Inheritance.  New  York  City. 
77.  Widowed,  3  children 

Sommer  Trust  proceeding  with  $1.3  bil- 
lion casino  entertainment  complex  in 
Las  Vegas  after  imploding  old  Aladdin 
casino  in  April.  Viola's  husband  Sig- 
mund  Sommer  built  apartment  build- 
ings Brooklyn,  single  family  homes  N.J. 
Branched  into  luxury  apartments,  shop- 
ping malls  1970s.  Avid  racehorse  owner. 
Sigmund  died  of  a  heart  attack  at  the 
race  course.  Viola  on  board  of  Racing 
Hall  of  Fame.  Member  since  1990. 

ON  THE  DIGITAL  TOOL 

The  Forbes  Digital  Tool  once  again  takes 
its  own  look  at  the  wealthiest  Americans, 
offering  a  special  glimpse  at  the  rich- 
listers  who  have  made  their  fortunes  in 
technology.  You'll  also  find  interactive 
tools  that  let  you  keep  score  of  who's 
who  and  how  their  wealth  stacks  up 
against  their  peers'.  Check  out  The 
Forbes  400  at  www.forbes.com/rich. 


FAMILY 

FORTUNES 

These  50  families  represent  some  of  America's  great 
fortunes  from  the  past.  All  are  billion-dollar  bundles. 


Alfond 

$1.6  BILLION 
Dexter  Shoe.  Maine 

Harold  Alfond,  84,  started 
his  career  in  shoe  factory  at 
25  cents  per  hour.  "In  1934 
we  didn't  know  what  college 
was;  we  went  to  work." 
Bought,  sold  Norrwock 
Shoe  Co.  Founded  Dexter 
Shoe  1956  with  $10,000. 
Joined  1958  by  nephew  Pe- 
ter Lunder  (now  cochair- 
man).  Key  to  success:  "Make 
a  product  that's  good  value, 
good  quality  and  you  get  the 
customers."  Customers  in- 
clude J.C.  Penney,  Nord- 
strom, May,  etc.  Sold  to 
Berkshire  Hathaway  1993 
for  stock.  Harold  part-owner 
of  Boston  (baseball)  Red  Sox. 


Bacardi 

$2  BILLION 

Liquor. 

Puerto  Rico;  Miami,  et  al. 

Wine  merchant  Don  Facun- 
do  Bacardi  distilled  "civi- 
lized rum,"  founded  Bacardi 
1862.  Built  into  world's 
most  popular  liquor  brand 
Castro  stole  operations  after 
revolution,  but  family  kept 
trademark.  Grew  interna- 
tionally: Bacardi  now  two- 
thirds  of  rum  market.  Family 
credited  with  invention  of 
daiquiri.    Added   vermouth 


1993  by  buying  S1.4  billion 
stake  in  Martini  &  Rossi.  In- 
tegrated corporate  struc- 
ture: Bacardi  Corp.  of  Puer- 
to Rico  sells  to  Bacardi  Corp. 
of  Miami;  royalties  go  to  Ba- 
hamian Bacardi  &  Co.  Ltd. 
Company  now  run  by 
George  Reid,  first  nonfamily 
member  to  become  CEO, 
but  fortune  shared  among 
some  500  family  members. 


Barbey 


$1  BILLION 

Textiles,  apparel. 
California,  et  al. 

Heirs  of  John  Barbey,  co- 
founder  Reading  Glove  & 
Mitten  Manufacturing  Co. 
1899.  Bought  out  5  partners 
1911;  name  changed  to 
Schuylkill  Silk  Mills.  First 
product:  silk  gloves.  Began 
selling  brand-name  lingerie 
as  Vanity  Fair  1917.  First  to 
use  live  underwear  models. 
Son  J.E.  designed  lingerie: 
"He  just  loved  beautiful 
things."  Moved  beyond 
white  and  pink;  introduced 
leopard  and  mermaid  prints. 
Died  1956;  left  stock  in 
trust,  handpicked  outside 
management.  Company  be- 
came VF  Corp.  1970 
quired  Bestform  Group  in 
January,  maker  of  Christian 
Dior  iud  Oscar  de  la  Renia 


intimate  apparel.  Other 
brands:  Lee,  Wrangler, 
Jantzen. 


Berry 


$1  BILLION 

Yellow  Pages.  Ohio,  et  al. 

Heirs  of  John  William  Berry 
Sr.,  who  died  in  May.  John 
was  son  of  "Mr.  Yellow 
Pages,"  Loren  M.  Berry  (d. 
1980),  horseradish  sales- 
man who  convinced  Dayton 
Home  Telephone  Co.  to 
sell  ads  on  yellow  paper  he 
could  buy  cheaply.  Young 
John  bought  out  siblings, 
expanded;  became  second- 
largest  Yellow  Pages  agent. 
Sold  L.M.  Berry  &  Co.  for 
BellSouth  stock  1986.  Do- 
nated millions  to  alma 
mater  Dartmouth  College 
and  native  Dayton,  Ohio. 
Family  (third  wife,  five 
sons)  believed  to  still  hold 
more  than  14  million  Bell- 
South shares.  Son  John  Jr. 
chief  executive  Berrv 
Investments. 


Blaustein 

$1.8  BILLION 
Amoco.  Baltimore 

Descendants  of  Lithuan- 
ian-born Louis  Blaustein 
d.  1937),  who  started  bv 
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delivering  kerosene  door- 
to-door.  Founded  Amoco 
1910;  merged  with  Stan- 
dard Oil  1954.  Son  Jacob 
(d.  1970)  invented  drive- 
in  stations,  metered  gaso- 
line pumps.  Heirs  own 
$1.6  billion  worth  Amoco 
shares;  stakes  in  Signet 
Banking  (bought  by  First 
Union  Corp.).  Also  51% 
of  Crown  Central  Petro- 
leum through  American 
Trading  &  Production 
Corp.  Heirs  Henry 
Rosenberg  Jr.  and  Louis 
B.  Thalheimer  still  active 
in  real  estate,  office  prod- 
ucts, security  systems. 
Family  runs  7  founda- 
tions, gives  to  local  and 
Jewish  causes,  human 
rights. 


Brown 

$2.9  BILLION 

Brown-Forman  Corp. 
Louisville,  Ky. 

Pharmaceutical  salesman 
George  Garvin  Brown  creat- 
ed first  sealed  bottles  (barrels 
then  customary)  for  whiskey 
1870.  Started  small  spirits 
company  with  half-brother 
and  $5,500.  Adapted  to  Pro- 
hibition: received  govern- 
ment license  to  bottle 
whiskey  for  medicinal  pur- 
poses.    WWII:     converted 
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More  Money  Funds 

From  The  People  Who 

Gave  You  The  First 


FOR      ALL      TREASURIES 


American  Century 
Capital  Preservation  Fund 


7-Day  Yield  (as  of  9/14/98) 

4.84% 


FOR      HIGHER      YIELD 


American  Century 

Prime  Money  Market  Fund 


7-Day  Yield  (as  of  9/14/98) 

5.07% 


FOR      TAX-FREE      YIELD 


7-Day  Yield  Taxable-Equivalent  Yield 

American  Century  (as  0f  9/14/98)        (At  36%)       (At  39.6%) 

Tax-Free  Money  Market  fund*    o  1 0o/o     \  QTJ%  C  0^% 


If  you're  shopping  for  a  money  market 
fund,  talk  to  the  people  who  introduced 
the  first  one  ever  offered  to  individual 
investors.  American  Century's  Benham 
group  has  more  years  of  experience  with 
money  market  funds  for  individuals  than 


anyone,  so  it's  no  wonder  we  offer  all  the 
choices  you  see  here,  and  more.  Whether 
you  want  greater  security,  higher  yield, 
or  tax-free  income,  call  American  Century, 
at  1-800-4-SAFETY.  There's  no  source 
like  the  original  source. 


Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before 
you  invest.  Naturally,  past  performance  can't  guarantee  future  results.  A  money  market  fund  is  neither  insured  nor  guaranteed  by  the  U.S. 
government.  Yields  will  fluctuate  and  there  is  no  assurance  that  the  fund  will  maintain  a  stable  SI  share  price.  'State  and  local  taxes  and  the 
alternative  minimum  tax  may  apply  to  the  fund's  income.  ©1998  American  Century  Services  Corporation,  Funds  Distributor,  Inc.  fbs 
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ww.americancentury.com 
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whiskey  plant  to  manufacture 
industrial  alcohol.  Acquired 
Jack  Daniel  Distillery  1956. 
Diversified  into  fine  china, 
crystal;  acquired  Lenox  1983. 
Started  wine  division  1991. 
Other  brands  include  South- 
ern Comfort,  Bolla  wines, 
Dansk  tableware,  Hartmann 
luggage.  Fourth  generation 
Owsley  Brown  II  current  chief 
executive,  cousin  Owsley 
Brown  Frazier  vice  chairman. 
Five  other  Brown  members 
still  active  in  company. 


Busch 

$2  BILLION 

Anheuser-Busch.  St.  Louis 

Bavarian    immigrant    Adol- 


phus  Busch  married  Lilly  An- 
heuser  1861;  joined  father- 
in-law's  brewery  1864. 
Grandson  August  Jr.  (d. 
1989)  president  1946,  be- 
gan "King  of  Beers"  adver- 
tising campaign;  became  na- 
tion's biggest  brewer. 
August  III,  now  61,  unseat- 
ed father  in  1975.  Fierce 
competitor:  "The  goal  is 
dominance.  I  have  to  win." 
Established  Eagle  Snacks 
1979,  later  sold  to  PepsiCo. 
Domestic  beer  share  today 
about  45%.  Family  still  con- 
trols 6%  of  stock.  Presumed 
heir  August  IV,  34,  now  vice 
president  of  marketing.  Re- 
sponsible for  promoting  new 
light  beer  targeting  seniors 
and  female  drinkers. 


Campbell     . 

$1.7  BILLION 

Land,  investments.  Hawaii 

Family  fortune  founded  by 
patriarch  James  Campbell 
(d.  1900).  Campbell  left  Ire- 
land as  1 3-year  old  stowaway 
on  NYC -bound  ship  1839. 
Survived  cannibal  attack, 
shipwreck,  on  voyage  to 
Hawaii  1850.  Turned 
41,000  arid  Oahu  acres  into 
fertile  sugar  plantation  by 
drilling  artesian  well. 
Dubbed  Kimo-Ona  Millona 
(James  the  Millionaire).  Es- 
tate now  70,800  acres  on  3 
islands,  commercial  real  es- 
tate properties  in  Hawaii  and 
mainland  U.S.  More  than  20 
beneficiaries  receive  income 
from    massive    real    estate 


holdings.  Trust  set  to  dis- 
solve in  2007,  twenty  years 
after  death  of  Campbell's 
last  surviving  daughter. 


Chandler 

$2.8  BILLION 

Times  Mirror  Co.  Los  Angeles 

Heirs  of  Henry  Chandler  (d.  i 
1944),  who  married  daugh- 
ter of  L.A.  Times  founder 
Harrison  Gray  Otis  in  1894. 
Built  media  empire;  son  Nor- 
man took  over  at  death.  Con- 
servative, pro-business  lean- 
ings over  the  years.  Son  Otis 
took  over  1960;  turned  paper 
liberal  in  attempt  to  rival  New 
York  Times.  Times  Mirror 
boosted  earnings  per  share 


The  Microsoft  zone 


At  least  4,480  millionaires  live  in  23  square  miles  of 
Seattle's  East  Side.  That  works  out  to  195  million- 
aires per  square  mile.  Almost  35%  of  them  are  Micro- 
soft (or  related)  millionaires,  most  of  whom  are  in 
their  late  30s  or  early  40s. 

Small  wonder  then  that  real  estate  prices  in  Seattle  suburbs 
like  Medina,  Clyde  Hill  and  Mercer  Island  are  up  20%  to  25% 
in  the  last  year — and  as  much  as  35%  from  two  years  ago. 
Medina  is  where  billionaires  Bill  Gates  and  Nathan  Myhrvold 
live.  Paul  Allen  lives  across  the  channel  on  Mercci  Island. 

With  demand  far  outstripping  supply,  bidding  wars  have 
created  a  new  contractual  term  known  as  the  "Pac-Man 
clause."  It  allows  buyers  die  right  to  aui  ill)  exceed  .i 

competing  offer  by  a  set  amount. 

Joseph  Brazen,  of  "the  boutique  real  cs 
Group,  says  almost  half  his  clients  come  fr<  rosoft  mon- 
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The  toys  in  Seattle 

ey.  He  savs  there  are  many  all-cash  require  much  more 
transactions  at  the  closing  table  and  storage  space  than 
that  it's  not  unusual  for  home  buy-      a  four-car  garage. 

ers  to  put  60%  down. 

Microsoft  has  also  had  an  effect  on  the  remodeling  busi- 
ness. "A  typical  remodeling  costs  $250,000  to  $400,000," 
says  Eric  Whiting  of  West  Bellevuc-based  remodeler  Over- 
brook  Construction.  He  says  many  of  his  clients  borrow 
against  their  stock  option  holdings  and  are  known  to  un- 
flinchingly approve  bathroom  fixtures  that  cost  $3,000. 

The  frenzy  has  been  an  eye-opener  for  die  entire  real  estate 
community.  "1  here  they  are  in  shorts  and  sandals,  and  when 
you  least  expect  it  they  say  they'll  do  all-cash  deals,"  says 
Brazen. 

It's  all  part  of  doing  business  in  the  Microsoft  zone. 

-Shailaja  Neelakantan 
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last  year  in  part  by  reducing 
the  number  of  common 
shares  by  6  million  in  a  deal 
with  Chandler  Trust.  Scores 
of  family  members  share  in 
trusts,  which  control  well  over 
50%  of  company. 


Collier 


$1.6  BILLION 
Real  estate. 
Naples.  Fla.;  Phoenix 
Descendants  of  Barron  Gift 
Collier  (d.  1939),  streetcar 
advertiser  who  used  S5  mil- 
lion annual  income  to  pur- 
chase southwest  Honda  land 
starting  1911.  By  1930  over 
1  million  acres;  renamed 
Collier  County.  Heirs  dis- 
agreed on  investment  strate- 
gy, split  empire  with  coin 
toss  1980.  One  branch:  Col- 
lier Enterprises,  led  by  Miles 
Collier,  51.  Other:  Barron 
Collier  Co.,  3  principal  heirs. 
Family's  Private  Capital 
Management  firm,  now 
more  than  $2.5  billion  as- 
sets, overseen  by  money  man 
Bruce  Sherman. 


Coors 


$1  BILLION 
Beer. 
Golden,  Colo. 

Descendants  of  German  im- 
migrant Adolph  Coors,  stow- 
away on  Baltimore -bound 
sailing  ship;  founded  small 
beer  company  1873.  Compa- 
ny survived  Prohibition  mak- 
ing malted  milk,  ceramics, 
near  beer.  Now  almost  1 1%  of 
domestic  beer  market. 
Founder's  great-grandsons 
run  businesses.  Peter,  5 1 ,  now 
at  helm.  Joseph  Jr.,  56,  and 
Jeffrey,  53,  head  ACX  Tech- 
nologies: industrial  ceramics, 
aluminum,  consumer  packag- 
ing. "If  the  3  of  us  were  over 
there,  we'd  be  all  over  each 
other." 
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Miniature  mauve  enamel 
and  gold  candle  stick, 
with  rock  crystal  bobeche. 
Height:  3  3/16  inches 


WWW.ALVR.COM 

(212)752-1727 


Sitting  on  a  tax  write-off? 


Move  excess  inventory  out 
of  your  warehouse,  earn  a 
tax  write-off,  and  help  send 
needy  kids  to  college. 

Request  a  free  guide  to  learn 
how  EAL  can  convert  your 
donation  into  financial  aid. 
Call  (630)  690-0010 
Fax  (630)  690-0565 
Email  scholar@eduassist.org 


Educational  Assistance  Ltd. 
P.O.  Box  3021 
Glen  Ellyn,  IL  60138 


Excess  inventory  today  .  . .  student  opportunity  tomorrow 
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AS/400e= Rapid  Deployment 


Looking  to  jump-start  your  business?  Get  up  and  running  quickly  with  the  AS/400e 


server.  It's  fully  integrated,  tested  and  configured  to  work  with  just  about  anything 


out  there.  Whether  you're  building  bikes  or  building  your  business,  the  fast  track  to 


e-business  starts  at  www.as400.ibm.com/rapid3 


IBM  AS/400  and  the  e-txismess  logo  are  either  Irademails  w  registered  trademark  c I  Me  naiional  Business  Machines  Corporalcr  niheUS  and/or  other  countries  ©1998  IBM  Corp 


e-business  tools 


Attend  a  free 
executive  seminar 

on  using 
digital  strategies 

to  win  in 
the  marketplace. 

IBM  AS/400  is  pleased  to 
sponsor  an  information- 
filled  seminar  featuring 
Larry  Downes,  coauthor  of 
the  best-selling  business 
book  Unleashing  the  Killer 
App:  Digital  Strategies  for 
Market  Dominance. This 
free  seminar  is  for  busi- 
ness executives  who  don't 
want  to  just  plan  for  the 
future...they  want  to  own  it. 
For  the  date,  time  and  loca- 
tion of  a  seminar  in  your 
area,  call  1  800  IBM-7777 
and  ask  for  "Wave  Tour"  or 
visit  www.as400.ibm.com/ 
killerapps3 


I 
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Davis 


$2.7  BILLION 

Winn-Dixie  stores. 
Jacksonville,  Fla. 
Descendants  of  Winn-Dixie 
stores  founder  William  Mil- 
ton Davis.  Purchased  Rock- 
more    Grocery   in   Lemon 


City,  Fla.  for  $10,000  in 
1925.  Named  Winn-Dixie 
1955:  "To  win  Dixie  was 
our  ambition."  Four  sons 
built  company  to  largest 
grocery  chain  based  in  the 
Sunbelt.  Now  has  1,168 
Winn-Dixie,  Thriftway  and 


Marketplace  stores  in  14 
states  and  the  Bahamas. 
Sales:  over  SI 3  billion,  64 
consecutive  years  of  growth. 
Three  family  members  of 
"founding  brothers"  still 
have  seats  on  Winn-Dixie 
board. 


Dayton 

$1.3   BILLION 

Retailing.  Minneapolis 

Descendants  of  George 
Draper  Dayton,  who  found- 
ed Dayton's  department 
stores  1902.  Son  George  ran 
business   1938-1950,  all  5 
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Admission  fee:  $41  billion 


How  do  today's  superrich  stack  up  against  the  nation's 
wealthiest  people  of  all  time?  Not  well.  According  to 
American  Heritage  magazine,  only  three  members  from 


Uohn  D.  Rockefeller 

1839-1937 
$190  BILLION 

America's  first  billionaire  turned  refin- 
ing operation  into  Standard  Oil.  By 
1881  controlled  90%  of  the  nation's 
oil  business.  Broken  up  1911. 


2  Andrew  Carnegie 

1835-1919 
$100  BILLION 

Steel  magnate  whose  mills  ended  up 
producing  more  steel  than  all  of 
Great  Britain.  Sold  to  U.S.  Steel 
1901.  Bulk  of  fortune  given  away. 


3  Cornelius  Vanderbilt 

1794-1877 
$96  BILLION 

His  steamships  captured  most  of  the 
traffic  west  during  the  gold  rush. 
Sold  fleet,  switched  to  railroads 
1860s  with  New  York  Central. 


this  year's  Forbes  400  would  make  it  onto  its  list  of  the  40 
richest  Americans  ever.  Except  Bill  Gates'  digital  wealth, 
the  greatest  fortunes  were  made  in  the  19th  century. 


6  Stephen  Girard 

1750-1831 
$56  BILLION 

Cabin  boy  rose  to  become  trading 
fleet  owner.  Later  shifted  attention  to 
real  estate,  insurance  and  banking. 


7  A.  T.  Stewart 

1803-1876 
$47   BILLION 

Dry  goods  retailer  expanded  shop  into 
world's  largest  department  store.  No 
heirs,  fortune  eventually  mismanaged 
by  his  former  attorney. 


8  Frederick  Weyerhaeuser 

1834-1914 
$43  BILLION 

Sawmill  foreman  partnered  with 
brother-in-law,  accumulated  more 
than  2  million  acres  of  forestland  by 
the  rime  of  bis  death  in  1914. 


4  John  Jacob  Astor 

1763-1848 
$78  BILLION 

Fur  trader  who  swapped  pelts  for 
firearms.  By  1820s  country's  biggest 
fur  trader.  Invested  profits  in 
Manhattan  real  estate. 


~r\ 


5  William  H.  Gates  III 

1955- 

$58   BILLION 

Harvard  dropout  designed  computer 
operating  system  MS-DOS  for  IBM 
1980.  Followed  with  Word,  Excel, 
Windows.  Next  up:  the  Internet 


9  Jay  Gould 

1836-1892 
$42   BILLION 

Stock  speculator  triggered  Black 
Friday  in  1869  after  he  tried  to  cor- 
ner the  gold  market.  Returned  to 
railroads,  took  over  Western  Union. 
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10  Marshall  Field 

1834-1906 
$41   BILLION 

Errand  boy  became  partner  in  Chicago 
dry  goods  house.  Renamed  Marshall 
Field  &  Co.  1881.  By  1895  grossing 
S40  million  a  year. 
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Have  It  All 
This  Fall. 


Triple  Miles. 
Only  At 

AWS 


We  try 
harder- 


t  Avis,  we  try  harder.  That  means  Avis 
?ople  put  their  all  behind  services 
at  assure  you  a  fast,  stress-free  rental 
id  offers  designed  to  give  you  more 
due.  So  only  Avis  could  bring  you 
jr  Have  It  All  This  Fall  Event,  with 
tvings,  bonuses  and  that  famous 
We  try  harder."  spirit. 

From  October  1  through  December  15, 
ave  It  All  means  you  can  receive  a 
Jecial  bonus  —  triple  the  frequent 


flyer  miles  or  hotel  points  you  normally 

get  on  qualifying  rentals  worldwide — 

when  your  rental  of  two  or  more  days 

includes  a 

Saturday 

night. 

And, 
of  course, 


Participating  Airlines  &  Hotels 


And  don't  forget,  Avis  cars  come  with 
Avis  people,  and  trying  harder  is  what 
we  do  best.  So  we'll  try  harder  to  make 
sure  you  Have 


American  Airlines*  United  Airlines 

Continental  Airlines  Delta  Air  Lines 
Alaska  Airlines  Reno  Air 

America  West  Airlines 


Hilton 
Hyatt  Hotels  and  Resorts® 
Best  Western  International 


at  Avis,  you  can  get  reliable  services 
like  Roving  Rapid  Return"  and  Preferred '" 
service  to  check  you  in  and  out  fast. 


It  All  This  Fall. 
For  more 
information 
and  reser- 
vations, call  Avis  at  1-800-331-1212, 
reserve  online  at  www.avis.com  or 
call  your  travel  consultant  today 


iportant  Information:  Offer  good  on  qualifying  rentals  Oct.  1  -  Dec.  15,  1998,  at  participating  airport  locations  worldwide.  An  advance  reservation  is  required.  Blackout  periods 
ary  apply  Bonus  miles  or  points  awarded  for  paid  consecutive -day  rentals  between  2  and  14  days.  A  flight  or  hotel  stay  within  24  hours  of  your  rental  may  be  required.  To  receive 
lies  or  points,  members  of  Avis'  Preferred  program  must  provide  their  frequent  traveler  program  membership  number  at  time  of  reservation.  All  other  renters  must  provide  their  pro- 
sit) membership  number  at  rental  counter.  All  standard  airline  and  hotel  program  rules  and  conditions  apply  American  Airimes  is  a  registered  trademark  oi  Amman  Airlines,  inc 
is  features  GM  cars  ©1998  Wizard  Co.,  Inc. 
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Fami  I  ies 


1 


sons  joined  in  by  1950.  No 
slackers,  please:  "The  only 
thing  worse  than  a  bum  is  a 
rich  bum."  Company  added 
Target  department  stores  in 
1962;  then  Hudson's, 
Mervyn's,  Marshall  Field's. 
Today  1,141  stores,  39 
states.  No  family  member  ac- 
tive in  company  since  1983. 
Great-grandson  Mark  Day- 
ton, loser  in  1982  Senate 
race,  ran  for  Minnesota  gov- 
ernor this  fall,  lost  primary. 


de  Young 

$1.5  BILLION 

Publishing.  San  Francisco 

Descendants  of  Michael  H. 
de  Young,  who  founded  San 
Francisco  Chronicle  1865 
with  brother  Charles.  Paper 
entertained  public  with  local 
scandals,  Wild  West  shoot- 


outs,  mudslinging.  Charles 
shot  mayoral  candidate  in  a 
feud  1879.  Victim's  son 
then  shot  Charles  to  death. 
M.H.  took  over  editorial 
functions;  years  later  angry 
reader  tried  to  shoot  him. 
De  Youngs'  Chronicle  long 
fought  with  rival  Hearsts' 
Examiner,  now  jointly  pub- 
lish Sunday  edition.  Grand- 
daughter Nan  Tucker 
McEvoy  inherited  largest 
share  after  mother  died 
1988,  but  cousins  forced  her 
off  board  1995. 


Donnelley 

$1.4  BILLION 

R.R.  Donnelley  &  Sons. 

Chicago 

Heirs  of  Richard  R.  Donnel- 
ley, Canadian  saddlemaker's 
apprentice.     Started     own 


print  shop,  Chicago  1864. 
Rebuilt  after  Great  Fire  of 
1871  as  R.  R.  Donnelley  & 
Sons.  Went  public.  1956. 
Company  best  known  for 
Sears  catalog  and  bibles. 
Catalog  discontinued,  but 
still  biggest  bible  printer. 
Also  Time,  The  New  Yorker, 
TV  Guide.  Largest  commer- 
cial printer  in  U.S.  still  16% 
owned  by  descendants  of 
Richard  Donnelley. 


du  Pont 

$13  BILLION 

DuPont.  Wilmington,  Del. 

Descendants  of  Pierre 
Samuel  du  Pont  de 
Nemours  (1739-1817), 
French  clockmaker  and 
physiocrat  who  fled  Revolu- 
tionary Terror  for  America 
1800.  Son  Eleuthere  Irenee, 


a  chemist's  apprentice, 
founded  gunpowder  factory 
on  Brandywine  Creek  1802. 
Company  and  family  pros- 
pered, dominated  Powder 
Trust  late  1800s.  After  inter- 
family  battle  for  control  in 
the  next  century,  Pierre  S. 
du  Pont  II  emerged  as 
leader.  WWI  munitions  con- 
tracts produced  massive 
growth  (also  sobriquet 
"Merchants  of  Death"). 
P.  S.  II  introduced  modern 
management  techniques 
and  financed  research  into 
new  chemical  products  as 
that  industry  was  on  the 
verge  of  great  growth. 
Founded  Christiana  Securi- 
ties as  family  holding  com- 
pany for  DuPont.  (Later, 
under  antitrust  pressure 
from  the  Justice  Depart- 
ment, merged  into  DuPont 
1977).     Rescued     nascent 
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General  Motors  1920s,  took 
about  one-third.  Bought 
out  cousins  in  further  strug- 
gles. Childless,  divided  bulk 
of  fortune  among  8  siblings 
before  his  death  in  1958. 
His  branch  of  family  built 
Wilmington  Trust  Co.,  dis- 
sident branches  Delaware 
Trust  Co.  Some  300  descen- 
dants of  Pierre  Samuel  I  still 
hold  15%  of  DuPont  stock 
worth  S10  billion. 


Durst 

$1.2  BILLION 
Real  estate.  New  York  City 
Heirs  to  real  estate  fortune 
started  by  Austrian  emigrant 
Joseph  Durst  (d.  1974). 
Joseph  came  to  New  York 
1902.  Started  managing 
handful  of  buildings.  Sons 
began  building  1956.  Early 


developer  of  Manhattan's 
Thiid  Avenue.  Followed 
cautious  strategy:  "Never 
build  farther  than  you  can 
walk."  Developed  Times 
Square  area  buildings  1960s. 
Left  business  to  3  sons:  Sey- 
mour, Roy,  David.  Family 
now  owns  9  Manhattan  sky- 
scrapers. Currently  building 
48 -story  $600  million 
Conde  Nast  building  in 
Times  Square,  where  con- 
struction site  accident  killed 
85-year  old  woman.  Family 
business  now  led  by  Douglas 
Durst,  son  of  Seymour,  and 
Jody  Durst,  son  of  David. 


Fisher 

$1.3  BILLION 

Real  estate.  New  York  City. 

Three    brothers,    Zachary, 
Lawrence  and  Martin  (d. 


1976)  who  formed  real  es- 
tate company  in  1938. 
Built  hotels  in  Florida, 
apartments  in  the  Bronx. 
Moved  to  Manhattan 
1960s.  Family  now  owns 
over  6  million  square  feet 
of  space,  including  trophy 
properties  Alliance  Capital 
Building,  Westvaco  Build- 
ing. Stake  in  hotel  company 
Chartwell  Leisure  bought 
out  in  March  by  Goldman 
Sachs  fund.  Larry:  tough 
negotiator,  baseball  fanatic. 
Handled  tenants,  lenders. 
Martin:  skillful  financial 
type.  "Mr.  Inside." 
Zachary:  managed  build- 
ings. Big  philanthropist. 
Bankrolled  conversion  of 
900-foot  aircraft  carrier  In- 
trepid into  floating  muse- 
um. Martin's  son  Richard 
active  in  business,  oversees 
family's  large  portfolio. 


Goizueta 


$1.2  BILLION 
Coca-Cola.  Atlanta 

Wife  and  3  children  of  Rober- 
to Goizueta,  late  CEO  of 
Coca-Cola.  Cuban  exile:  nev- 
er returned  from  family  vaca- 
tion to  Miami  in  1961 .  Joined 
Coke  in  1954  as  chemist  in 
Havana  after  answering  news- 
paper ad.  U.S.  citizen  1969. 
Coke  CEO  1981.  Intro- 
duced Diet  Coke  1982,  saw 
Coke  market  value  rise  from 
$4  billion  to  $  145  billion  over 
his  16-year  leadership;  never 
sold  a  share.  Heavy  smoker, 
died  of  lung  cancer  1997. 


Gore 


$1.4  BILLION 

W.L.  Gore  &  Associates. 

Newark,  Del. 

Family      company      makes 


DOES   YOUR    LENDER   UNDERSTAND 
HOW   THIS    GAVE   AN    ENTIRE 
,  INDUSTRY    A    LIFT? 

Every  company,  in  every  industry,  is  being  asked  to  do  more,  charge  less  and  get  it  done  faster.  At 
C\T  Group,  a  $23  billion  corporation,  we  help  thousands  do  just  that.  From  mining  to  construction  to 
ufacturing,  we  call  on  an  insider's  knowledge  of  the  industries  we  serve  to  create  financings  which  help 
customers  use  everything  at  their  disposal. 

Just  ask  any  of  our  construction  customers,  who  could  also  tell  you  that  new  hydraulic  shovels  dig 
cubic  yards  in  a  single  load,  double  the  capacity  of  the  largest  machines  five  years  ago.  Or,  to  see  what  we 
done  for  companies  like  yours  since  1908,  visit  www.citgroup.com  or  call  1-800-CIT-1908. 


Money    well    lent 


(iSTRUCTION  •  CONSUMER  •  MANUFACTURING  •  RETAIL  •  SERVICE  •  TECHNOLOGY  •  TRANSPORTATION  •  WHOLESALE 


[ 


Families 


J 


Gore-Tex  fabric.  Wilbert  L. 
Gore  (d.  1986)  worked  on 
Teflon  1957  as  a  DuPont  em- 
ployee. DuPont  uninterested 
in  selling  finished  Teflon 
goods,  so  in  1958  Gore  and 
wife  Vieve  start  own  business 
in  basement.  First  insulated 
cable,  then  Gore-Tex.  Son 
Bob  took  over  business  in 
1986.  Gore-Tex  best  known 
for  outerwear,  but  also  used 
in  medicine,  telecommunica- 
tions, consumer  goods.  Sales: 


SI. 3  billion.  Family  believed 
to  own  60%  of  company. 


Gottwald 

$1  BILLION 

Ethyl  Corp.  Richmond,  Va. 

Brothers  Floyd  Jr.,  Bruce 
inherited  fortune  started  as 
paper  company  by  father 
Floyd  (d.  1982).  Dad  ac- 
quired Ethyl  Corp.  1962, 
expanded  into  plastics,  met- 


als. Sons  diversified  into 
electronic  chemicals,  phar- 
maceuticals, insurance,  but 
lately  unbundling:  spun  off 
plastics,  energy,  aluminum, 
and  specialty  chemicals. 
Sold  insurance  business  to 
General  Electric  for  SI. 8 
billion  cash.  Bruce  chair- 
man Ethyl;  Floyd  chairs  spe- 
cialty chemicals  spinoff 
Albemarle.  Three  third- 
generation  Gottwalds  active 
in  business. 


Graham 

$1.2  BILLION 

Washington  Post. 
Washington,  D.C. 

Financier  Eugene  Meyer 
bought  Washington  Post  in 
bankruptcy  auction  1933. 
Daughter  Katharine  mar- 
ried hotshot  lawyer  Phil 
Graham  1940.  Katharine 
worked  in  circulation  while 
Phil  fought  in  Pacific 
WWII.  Phil  made  Post  pub- 
lisher, editor-in-chief  1947. 


Lawyers,  guns  and  money 


Northern  Vir- 
ginia's lush 
Fauquier  Coun- 
ty is  a  patrician 
countryside  where  polo 
matches  and  foxhunts  are 
part  of  the  social  matrix. 
So,  too,  it  would  seem, 
are  murders,  suicides  and 
untimely  deaths  (six  mur- 
ders last  year  alone ) . 

Which  may  be  why  few- 
eyebrows  were  raised  on 
May  13  when  the  now- 
36-year-old  Susan  Cum- 
mings,  a  daughter  of  the 
late  international  arms 
dealer  and  expatriate  bil- 
lionaire Samuel  Cum- 
mings,  was  convicted  of 
killing  her  Argentinean 
polo-player  boyfriend, 
Roberto  Villegas . 

A  softspoken  brunette, 
Cummings  cut  a  sympa- 
thetic figure  at  trial.  She 
testified  that  Villegas, 
whom  she  supported  and 
outfitted  with  horses,  had 
mistreated  her  for  months  and  threatened  to  kill  her. 

On  the  morning  of  Sept.  7, 1997,  she  said,  Villegas  "took 

a  hold  of  my  neck  and  put  [a]  knife  at  my  face [and]  said 

'I'm  going  to  teach  you  a  lesson.'"  After  allegedly  being 

slashed  by  Villegas  18  times,  Cummings  said  she  snatched 

up  a  hidden  pistol,  fired  4  shots  and  promptly  dialed  9 1 1 

Prosecutors   think   the   killing   was   premeditated.    In 

irt,  the)'  argued  that  when  police  arrived  at  her  estate, 

tnd  Farm,  just  12  minutes  ifter  the  call,  they  found 


Daddy's  girl?  Susan  Cummings  on  her  way  to  jail 
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Villegas  lying  dead  in  a 
pool  of  blood — for  what 
looked  like  nearly  an  hour. 
Forensics  suggested  that 
Villegas  was  shot  while  sit- 
ting down  as  he  ate  a  crois- 
sant, apparently  not  ad- 
vancing toward  her,  as 
defense  claimed.  An  expert 
witness  testified  that  Cum- 
mings' wounds  appeared 
self-inflicted.  Villegas  took 
three  shots  to  the  upper 
body,  and  one  to  the  neck. 
Cummings  first  report- 
ed Villegas'  abusiveness  to 
police  just  two  weeks  be- 
fore killing  him,  yet  she  re- 
fused their  protection  or  to 
have  him  arrested.  And  at 
the  time  of  the  shooting, 
Cummings  admitted  to 
having  several  handguns, 
loaded  and  not  holstered, 
stashed  throughout  her 
home — including  the 
9mm  Walther  PI  she  used 
to  kill  Villegas. 

Cummings  was  con- 
victed of  voluntary  manslaughter.  Her  lawyer,  Blair 
Howard,  best  known  for  defending  Lorena  Bobbin:,  argued 
it  was  self-defense.  Cummings  was  sentenced  to  60  davs  in 
jail  (she  served  5 1 )  and  ordered  to  pay  a  paltry  S2,500  fine. 

She  might  have  to  cough  up  more.  Cummings  will  likely 
inherit  a  significant  portion  of  her  father's  fortune;  he  died 
Apr.  29.  On  July  17  Villegas*  estate  filed  a  wrongful-death 
suit  against  her.  claiming  damages  of  $103  million. 

-Carleen  Haws 
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TRUST. 

It  Began  As  A  Vanguard  Principle. 

Now  It's  A  Vanguard  Service. 

Vanguard  Personal  Trust  Services 

We  have  never  been  a  typical  mutual  fund  company.  That's  what  our 
clients  like  about  us.  They  know  we  will  go  out  of  our  way  to  lower 
costs  without  sacrificing  the  quality  of  our  funds  or  the  service  our 
clients  expect. 

These  are  the  same  principles,  guiding  Vanguard  Fiduciary  Trust 
Company.  We  help  you  build  your  estate  plan  on  a  solid  foundation. 
With  experienced  trust  management  and  administration.  Disciplined — 
and  proven  —  investment  expertise.  A  broad  family  of  mutual  funds. 
A  commitment  to  keep  costs  reasonable.  And  the  financial 
strength  of  the  Vanguard  Group,  with  more  than 
$350  billion  in  assets  under  management. 

Finally,  in  a  climate  of  mergers  and  consolidations, 
we  offer  a  continuity  that  is  crucial  to  trust  management. 

If  you  have  a  minimum  of  $500,000  in  investable 
trust  assets  and  want  to  learn  more  about  Vanguard 
Personal  Trust  Services,  call  the  number  below. 
As  your  trustee,  we'll  take  care  of  you  and  your 
loved  ones  today  and  tomorrow. 

For  More  Information  Call 
Vanguard  Fiduciary  Trust  Company  At 

1-800-447-9420 

THEVansuaixlGROUP 

Vanguard  Fiduciary  Trust  Company  is  established  under  the  laws  of  Pennsylvania  Trust  services  may  not  be  available  in 
all  states.  Funds  are  offered  only  by  prospectus,  which  contains  more  complete  information  on  advisory  fees,  distribution 
charges  and  other  expenses.  Please  read  it  carefully  before  you  invest  or  send  money. 

©1998  The  Vanguard  Marketing  Corp.  Distributor. 


[ 


Families 


I 


Close  friend  of  JFK's.  Re- 
built Post  to  profitability. 
Committed  suicide  1963. 
Widowed  Kay  took  over, 
pushed  paper  to  new 
heights:  Pentagon  Papers 
1971,  Watergate  1972-74. 
Son  Donald  CEO  and 
chairman.  Kay,  81,  chairs 
executive  committee. 


Gund 

$1.6  BILLION 

Sanka,  banking.  Cleveland 

Six  children  of  George  Gund 
Jr.  (d.  1966).  Harvard  B- 
School  grad  sold  family 
brewery  during  Prohibition; 
bought  decaffeinated  coffee 
firm,  later  Sanka,  1919.  Sold 
to  Kellogg  1927  for  stock. 
Moved  into  real  estate, 
banks.  Cleveland  Trust  pres- 
ident 1941.  George  III, 
brother  Gordon  own  Cleve- 
land (basketball)  Cavaliers. 
San  Francisco-based  George 
also  has  majority  San  Jose 
(hockey)  Sharks.  Sister 
Agnes  president  NYC  Muse- 
um of  Modern  Art. 


Hillenbrand 

$2.2  BILLION 

Hillenbrand  Industries. 
Batesville,  Ind.  et  al. 
Descendants  of  John  Hil- 
lenbrand, son  of  German 
immigrant  who  rescued 
Batesville  Casket  Co.  from 
bankruptcy  1906.  First  to 
mass-market  airtight,  wa- 
tertight caskets.  Created 
Hill-Rom,  manufacturer  of 
hospital  beds,  1928. 
Batesville  Casket  and  Hill 
Rom  combined  under  par- 
ent Hillenbrand  Industries 
1969.  Public  1971.  Found- 
cd  Forethought  Group 
lift  insurance  for 
nged  funerals. 

75,  chairman.  W 
Ins),    57,   prcsi 


dent  and  CEO.  Three  oth- 
er Hillenbrands  on  board. 


Hixon 


$1.1  BILLION 

Electronics. 
Pasadena,  Calif.; 
San  Antonio. 

Joseph  Hixon  secured  fami- 
ly fortune  with  major  in- 
vestment in  AMP,  world 
leader  in  electronic  connec- 
tors. Son  Frederick  (d. 
1978)  moved  to  San  Anto- 
nio, invested  ranches,  oil, 
venture  capital.  Joseph  III, 
59,  on  AMP  board  since 
1988,  also  retired  chairman 
of  Hixon  Properties  in  San 
Antonio.  AMP  holdings  be- 
lieved to  be  over  10%  of 
company,  split  among  70 
family  members. 


Hughes 


$1  BILLION 

Inheritance.  California  et  al. 

The  remnants  of  reclusive 
tycoon  Howard  Hughes 
Jr.'s  estate  sold  off  two  years 
ago.  Some  250  heirs  forked 
over  the  remaining  16,000 
acres  of  original  22,500- 
acre  Summerlin  (one  of 
best-selling  and  largest 
planned  communities  in 
U.S.)  to  Rouse  Corp.  for 
$530  million;  heirs  get 
piece  of  all  Hughes  land 
sales  until  2009.  Mystery 
man  Hughes  inherited  for- 
tune from  father's  oil  well 
drill-bit  patent  1909.  Start- 
ed Hughes  Aircraft,  owned 
TWA,  discovered  lane  Rus- 
sell. Turned  nutty;  died 
1976  with  no  will  or  imme- 
diate f'amiK  Most  went  to 
Howard  Hughes  Medical 
Institute.  Cousin  William 
Lummis  (now  a  Rouse 
board  member),  attorney 
who  had  not  seen  Hughes 
in  40  years,  took  over  rest 


Jenkins 


$2.2  BILLION 

Publix  Super  Markets. 

Lakeland,  Fla. 

Publix  settled  $81  million 
sex  discrimination  suit  last 
year;  denied  wrongdoing. 
Also  fighting  union  drives, 
but  still  expanding  outside 
Florida  base.  Founded  by 
George  Washington  Jenkins 
(d.  1996),  who  hitched 
from  Georgia  to  Florida  to 
seek  fortune  in  real  estate. 
Worked  instead  at  Piggly 
Wiggly.  Became  manager, 
but  after  snub  from  owner 
opened  own  store  next 
door.  Now  over  570  stores 
in  4  states.  Son  Howard,  47, 
chief  executive. 


Johnson 

$1.8   BILLION 

Inheritance.  Florida;  N.J. 
Descendants  of  John  Seward 
Johnson  (d.  1983),  heirs  to 
Johnson  &  Johnson  fortune. 
Much  of  estate  went  to  John 
Seward's  third  wife  and  for- 
mer chambermaid,  Barbara 
(Basia)  Piasecka  Johnson 
(see),  who  had  ugly  contest 
with  his  children  over  will; 
settled  1986.  Daughter 
Elaine  Wold:  publicity-shy, 
very  low-profile;  married  to 
retired  physician  Jennifer 
Duke:  photographer,  hus- 
band Joseph  designs  furni- 
ture. Their  brother  James: 
gentleman  farmer,  painter. 


Jordan 

$1.2   BILLION 
Retailing,  publishing. 
Washington,  D.C.; 
New  Hampshire 
Ebcn  D.  Jordan  (d.  1895) 
left  Danville,  Me.  with  $1.25 
in  1836  at  age  14  to  make 
fortune.  Became  farmhand, 
errand    boy.    With    partner 
Ben   Marsh  opened   Jordan 


Marsh  department  store. 
Eventually  sold  to  Allied 
Stores.  Invested  proceeds  in 
Boston  Globe.  Heirs  invested 
in  McCaw  Cellular.  Now  big 
AT&T  shareholders  after 
McCaw  was  acquired. 


Lilly 


$1.8   BILLION 
Eli  Lilly  &  Co. 
Indianapolis,  et.  al. 

Colonel  Eli  Lilly,  Civil  War 
veteran,  started  making  Lilly 
Pills  1876.  Son  Josiah  took 
over  in  1898,  introduced  first 
commercial  insulin  1920s. 
Leader  in  barbiturates  1930s, 
antibiotics  1940s,  Salk  polio 
vaccine  1950s.  Many  legal 
problems  1970s,  1980s. 
Added  medical  devices,  diag- 
nostics. Introduced  antide- 
pressant wonder  drug  Prozac 
in  1988.  Family  no  longer 
associated  with  company 
but  heavily  involved  in 
philanthropy. 


Louis 

$1.5   BILLION 

Johnson  Wax.  Winnetka,  III. 

Wife,  3  children,  8  grand- 
children of  John  Jeffrey 
Louis  Jr.  (d.  1995),  mater- 
nal descendant  of  Johnson 
Wax  fortune  (see  first 
cousin  Samuel  Johnson). 
Late  Louis  worked  in  dad's 
advertising  agency;  then  4 
years  Johnson  Wax  interna- 
tional marketing.  Had 
change  of  heart,  became 
venture  capitalist  1960.  Put 
money  in  more  than  24 
companies  over  next  20 
years:  "4  or  5  succeeded." 
Hit  pay  dirt  1981  when 
Combined  Communica- 
tions (billboards,  TV, 
newspapers,  radio)  merged 
with  Gannett.  Family  still 
owns  30%  S.C.  Johnson  & 
Son;    some    income    feeds 
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You  should  listen  to 

what  our  analysts 

have  to  say  about 

your  competition's 

technology. 


£>  GartnerGroup 


■■ 
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The  Voice  of  IT 


Ybu've  heard  about  companies  using  technology 
to  get  ahead.  Now  listen  to  the  company  that 
can  help  you  use  IT  (information  technology) 
to  a  competitive  advantage:  GartnerGroup.  Our 
worldwide  team  of  775  analysts  represent  the  top 
minds  in  IT.  They're  out  there  listening,  watching 
and  anticipating  changes  in  the  marketplace.  Their 
insight  can  help  define  your  company's  strategic 
direction  and  determine  its  future  competitiveness. 

GartnerGroup  is  the  voice  of  IT.  By  combining 
bottom-line,  business-oriented  analysis  with  in-depth 
knowledge  of  technology  trends  and  developments, 
we  help  clients  approach  long-  and  short-term 
IT  issues  with  confidence.  And  with  an  unmatched 
track  record  for  reliability  and  accuracy,  it's  no 
wonder  that  75  %  of  the  country's  top  500 
companies  are  also  GartnerGroup  clients. 

Looking  for  a  better  way  to  manage  IT?  Give 
GartnerGroup  a  call  at  +1-203-316-6202  or  visit  us 
on  the  World  Wide  Web  at  www.gartner.com. 


For  strategic  odvtnloge  through  technology,  subscribe  to  Executive  Edge  horn  GartnerGroup 
and  Forbes.  For  a  complimentary  subscription  fax  your  boshes*  card  to  +1-712-755-7180. 


Everywhere  we  look  we  see  opportunity- 
from  Poland  to  China  to  Mars. 


In  recent  years,  Timken  has  opened  new  facilities  from 
eastern  Europe  to  the  Pacific  Rim.  Timken  hearings  were  on 
the  Pathfinder  mission  to  Mars,  and  Timken  has  been  part  of 
ever\  space  shuttle  mission.  Companies  and  countries  rely 
on  Timken  technology  around  the  world — and  beyond. 
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investment  portfolio  man- 
aged by  son,  John  Jeffry  III. 


Lykes 


$1.3   BILLION 

Banking,  agriculture,  real 
estate.  Tampa 

Howell  Tyson  Lakes  (d. 
1907)  gave  up  medicine  for 
farming  after  inheriting  500 
acres  Florida  land.  He  and  7 
sons  made  fortune  raising 
and  shipping  cattle  to  Cuba. 
Lost  much  of  their  holdings 
to  Castro,  but  by  then  family 
had  diversified:  insurance, 
banking,  real  estate,  natural 
gas,  citrus  groves.  Holdings 
now  being  pared  back:  meat 
processing,  energy  units 
parceled  off,  shipping  busi- 
ness sold  out  of  Chapter  1 1 . 
Focus  now  on  agriculture, 
juice  business.  Holdings  dis- 
tributed to  some  250  family 
members,  but  outsiders  now 
being  brought  in  for  CEO 
and  board  of  directors  slots. 


Magness 

$1.2   BILLION 

Cable  television. 
Englewood,  Colo. 

Wife  and  2  sons  of  Bob  John 
Magness  who  died  in  1996 
of  lymphoma,  at  age  72. 
Born  Oklahoma;  rancher, 
cottonseed  seller.  Started  ca- 
ble system  west  Texas  1955. 
Strategy:  create  systems  in 
small  towns,  rural  areas,  de- 
preciate, sell;  buy  larger  sys- 
tems. Recognized  manageri- 
al shortcomings  in  self;  hired 
John  Malone  as  CEO.  Tele 
Communications,  Inc.  be- 
came nation's  largest  cable 
company.  Magness'  sons 
sued  TCI,  Malone  and 
trustees  of  their  father's  es- 
tate last  year  when  the 
trustees  sold  32  million 
shares  to  TCI  for  $529  mil- 
lion to  pay  inheritance  taxes. 


The  sons  charged  the  shares 
were  worth  much  more.  The 
lawsuit  was  settled  in  Janu- 
ary after  TCI  agreed  to  re- 
turn half  the  sold  stock  and 
pay  an  additional  $124  mil- 
lion in  cash.  TCI  now  set  to 
merge  with  AT&T. 


Mandel 

$1.3   BILLION 
Premier  Industrial  Corp. 
Shaker  Heights,  Ohio 

Three  brothers.  Youngest, 
Morton,  dropped  out  of 
Western  Reserve  U.  1940  to 
join  Joe  and  Jack  in  buying 
uncle's  auto-parts  business 
for  S900;  went  public  1960. 
Bought  Newark  Electronics 
1968  to  expand  beyond 
auto  parts:  provides  hard-to- 
find  electronics  parts  to 
mosdy  low-volume  cus- 
tomers. Heavy  emphasis  on 
customer  service.  Morton: 
"It's  really  right  to  kill 
yourself  for  your  cus- 
tomers." Jack  and  Joe 
chaired  finance,  executive 
committees.  Merged  Pre- 
mier Industrial  with  Eng- 
land's Farnell  Electronics  in 
1996.  Now  Premier  Farnell 
Pic.  Morton  remains  deputy 
chairman.  Major  donors  to 
Jewish  causes,  urban  renewal 
in  Cleveland. 


McGraw 


$1.5   BILLION 
McGraw-Hill  Cos.  NYC  et  al. 

Heirs  of  James  H.  McGraw, 
schoolteacher  who  sold 
magazine  subscriptions 

1800s.  Took  stake  in  ailing 
railroad  publication  in  lieu  of 
back  pay  1888;  revived  it. 
Acquired  other  trade  publi- 
cations. Founded  McGraw- 
Hill  with  partner  John  Hill 
1909.  Introduced  Business 
Week  2  months  before  1929 
stock    market    crash.     \<>\v 


world's  largest  educational 
publisher:  trade  magazines, 
TV  stations,  book  publish- 
ing, CD-ROMs," .  on-line 
database  services,  Internet. 
Sales  over  $3.5  billion. 
Great-grandson  Harold  III 
(Terry),  50,  CEO.  Family 
still  owns  nearly  20%. 


Meijer 


$1   BILLION 

Retailing. 

Grand  Rapids,  Mich. 

Family's  grocery-discount 
chain  still  trying  to  fend  off 
onslaught  from  competitors 
Target,  Kmart,  Wal-Mart 
while  expanding  itself.  Mov- 
ing from  Michigan/Ohio 
base  into  Chicago  next  year. 
Dutch  immigrant  Hendrik 
Meijer  opened  barbershop 
1914,  added  groceries  to  pay 
rent.  Son  Frederik,  now  78, 
pioneered  "one-stop  shop- 
ping concept"  in  1960s, 
now  117  stores.  A  regional 
player  in  a  consolidating 
business,  vows  to  stay  pri- 
vate: "We're  absolutely  not 
for  sale.  As  long  as  Fred  Mei- 
jer is  alive  the  company  is  not 
going  to  be  sold." 


Mellon 

$8.5   BILLION 

Finance.  Pittsburgh  area 
Andrew  Mellon's  grandfa- 
ther arrived  in  the  US  in 
1818.  His  son  Judge 
Thomas  Mellon  studied  law, 
attending  Western  U.  (now 
U.  of  Pittsburgh),  began  in- 
vesting in  coal,  real  estate. 
Successful  enough  to  start 
own  bank  (T.  Mellon  & 
Sons,  predecessor  of  today's 
Mellon  Bank).  Resigned 
common  pleas  judgeship 
1869:  "I  was  making  too 
great  a  pecuniary  sacrifice." 
Sons  Andrew  and  Richard  B. 
developed  holdings  in  one  of 
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the  three  largest  pre-World 
War  I  American  fortunes. 
(Rockefeller  and  Vanderbilt 
were  the  other  2).  Andrew 
created  financial  institutions; 
early  venture  capital  projects 
included  Gulf  Oil,  Alcoa. 
Named  U.S.  Treasury  Secre- 
tary, served  1921-32.  Exon- 
erated of  income  tax  fraud 
charges  after  his  death  in 
1937.  Richard  King,  son  of 
Richard  B.,  managed  family 
business  for  3  decades: 
merged  existing  banks,  cen- 
tralized control  in  Pitts- 
burgh. Revitalized  Pitts- 
burgh, instrumental  in  over 
$160  million  going  to 
Carnegie-Mellon  U. 


Mennen 

$1.9   BILLION 

Mennen  Co.  Morristown,  N  J. 

Gerhard  Mennen  arrived  in 
New  York  in  1871  at  age  15. 
Worked  for  apothecary, 
bought  drugstore  in  Newark 
on  installment  plan  for 
$1,600.  Started  company  in 
1878.  Known  for  packaging 
innovations:  first  canned  tal- 
cum powder,  shaving  cream 
in  a  tube,  stick  deodorant. 
Eventually  made  big  toi- 
letries name:  Speed  Stick, 
Skin  Bracer.  Fierce  competi- 
tion in  growing  market  led 
family  to  sell  in  1992.  Buyer: 
Colgate-Palmolive,  for  $670 
million,  80%  in  stock.  No 
Mennens  remain  on  Colgate 
board. 


Nordstrom 

$1.6  BILLION 

Retailing.  Seattle. 

Swede  John  W.  Nordstrom 
emigrated  1888  with  $5. 
Learned  English  as  mine 
worker,  lumberjack,  made 
$13,000  1896  gold  rush. 
Opened  Seattle  shoe  store 
1901;  retired  1928.  Three 
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the  end  of  journalism? 
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iprter  Communications,  the  recognized  leader  in 
lline  research  and  analysis,  has  created  the 
iprter  Digital  News  Forum  to  shed  light  on  how 
e  Internet  is  changing  the  news  business.  Heavy- 
tters  across  all  media  will  discuss  and  debate 
ich  issues  as: 

•  Reinventing  the  News  Cycle:  Breaking 
Off-line  Rules  Online 

•  Finding  the  Pot  of  Gold:  Subscription  & 
Commerce  Strategies 

•  Web  Local  Content:  Is  It  More  Than  Just 
Listings? 

•  Advertising:  A  Revenue  Source  Worth 
Betting  the  Bank  On? 

hether  you're  already  online  or  planning  to  be, 
hj'II  learn  more  about  the  perils  and  opportunities 
online  news  and  generate  more  ideas  in  these  two 
n-packed  days  than  at  any  other  industry  event. 
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Forum 

December 

8-9 

1998 

Atlanta 


Speakers  Include: 

Thomas  Curley,  President  &  Publisher, 
USA  Today 

Mark  Teren,  President  &  Publisher, 
uuashingtonpost.com 

Andrew  Nibley,  President,  Reuters  New  Media 

Scott  Woelfel,  Editor  in  Chief,  CNN  Interactive 

Merrill  Brown,  Editor  in  Chief,  MSNBC 

Anthony  Gottlieb,  Executive  Editor,  The  Economist 

Michael  A.  Silver,  GM,  Tribune  Interactive 

Hocco  Rossi,  VP  Strategic  Planning  &  New  Media, 
Toronto  Star 
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To  register  or  receive  your  free  conference  brochure: 

Call:  800-611-0390  or  212-780-6060  x142      Web:  www.jup.com/events/forums/news      E-mail:  hema@jup.com 
Exhibit  or  sponsorship:  Rich  Regan,  212-780-6060  x138      E-mail:  rich@jup.com 
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sons  built  into  largest  inde- 
pendent U.S.  shoe  chain  by 
1963;  family  since  diversified 
into  specialty  retailing.  Pub- 
lic 1971.  Now  83  upscale 
stores;  known  for  incredible 
service.  Not  above  accepting 
HUD  grants  to  pay  for  new 
mall  sites. 


Phipps 


$5  BILLION 
Money  management. 
New  York,  Florida,  et  al. 
Heirs  of  Henry  Phipps,  son  of 
Philadelphia  cobbler,  neigh- 
bor of  Andrew  Carnegie. 
Worked  as  accountant,  busi- 
ness partner  for  steel  mag- 
nate, snared  $50  million 
when  Carnegie  sold  out  to 
J.P  Morgan's  U.S.  Steel 
Corp.  1901.  Set  up  Bessemer 
Trust  (named  for  steel-work- 
ing technique)  for  5  children 
1907.  Trust  now  one  of  three 
banks  overseen  by  Bessemer 
Group.  Clients  include 
Phipps  family  descendants, 
other  high  net  worth  in- 
vestors. Bessemer  now  $18.4 
billion  of  assets  under  man- 
agement 1997.  Grandchil- 
dren Howard  Jr.  (vice  chair- 
man of  Bessemer  board)  and 
Anne  Phipps  Sidamon- 
EristoffTrusts's  major  benefi- 
ciaries. More  than  100  fifth- 
generation  Phippses 
(including  Guests,  Mannings, 
Martins)  share  rest  of  fortune. 


Pulitzer 

$1.6   BILLION 
Publishing.  St.  Louis  et  al. 

Hungarian  immigrant  Jo- 
seph Pulitzer  (d.  1911)  set 
ded  in  St.  Louis  after  Civil 
War,  purchased  bankrupt  St. 
Louis  Dispatch  in  1878  for 
$2,500,  stressed  muckrak 
ing,  yellow  journalism.  Built 
national  newspaper  chain. 
Founded  Columbia's  jour- 


nalism school  1903.  Also 
created  and  maintained 
Pulitzer  Prize.  Grandson 
Joseph  (d.  1993)  led  compa- 
ny 38  years,  continued  cru- 
sade to  "illuminate  dark 
places."  Company  went 
public  1986  amid  family  ac- 
rimony. Joseph's  brother 
Michael,  68,  now  presides 
over  Pulitzer  Publishing:  14 
dailies,  9  TV  stations,  5  radio 
stations.  Also  minority  stake 
in  pro  baseball's  Arizona 
Diamondbacks. 


Reed 

$1.3   BILLION 
Timber,  paper.  Seattle 

Heirs  to  lumber,  paper  for- 
tune started  by  Sol  G.  Simp- 
son. Simpson  cofounded 
Simpson  Timber  Co.  with 
partner  A.  H.  Anderson 
1890.  Added  paper-making 
in  1950s,  profits  took  off. 
Strategy:  buy  timber  proper- 
ties at  discount  and  replant  for 
long  term.  Simpson  Invest- 
ment now  owns  more  than 
800,000  acres  of  rjmberland 
in  Washington  and  Oregon. 
Also  much  valuable  Califor- 
nia redwood.  Company  fo- 
cusing more  on  wood  prod- 
ucts, timber,  packaging  paper 
business.  In  June  bought 
74,000  timber  and  wood 
processing  acres  from 
Louisiana- Pacific  in  Califor- 
nia's Humboldt  County.  This 
August  agreed  to  sell  off  pa- 
per mill  in  Pasadena,  Calif. 
Great  grandson  William 
Reed,  59,  bought  out  last  few 
outside  shareholders  after  le- 
gal contest  1987.  Company 
now  owned  outright  by 
family. 


Richardson 

$1.1    BILLION 
Inheritance.  Greensboro, 
N.C.;  Connecticut 


Descendants  of  teacher- 
turned-pharmacist  Lunsford 
Richardson,  who  bought 
drugstore  1890s.  With 
$8,000  savings  founded 
Vicks  Family  Remedies  in 
1905  (name  picked  from  ad 
for  Vick's  seeds).  Main  prod- 
uct: Vicks  VapoRub,  aro- 
matic ointment;  big  hit  dur- 
ing flu  epidemic  1918-19. 
Family  added  other  over- 
the-counter  products.  Sold 
company  to  Dow  Chemical 
1981.  Merged  into  P&G  for 
$400  million.  Family  also 
has  holdings  in  Lexington 
Global  Asset  Managers, 
Chartwell  RE  Corp.,  Van- 
guard Cellular.  Over  200 
heirs  share  fortune. 


Rockefeller 

$8   BILLION 

Standard  Oil. 

New  York  City,  et  al. 

Descendants  of  John  D. 
Rockefeller,  thrifty  account- 
ing clerk  who  set  up  mer- 
chant grain  business  1858. 
With  $4,000  capital,  made 
first  investment  in  oil  refin- 
ing. Seven  years  later:  Stan- 
dard Oil.  Furor  led  by 
muckrakers  forced  breakup 
1911.  Only  son,  John  Jr., 
married  Abby  Aldrich, 
daughter  of  Senaror  Nelson 
Aldrich.  Father  and  son  do- 
nated over  $1  billion  to 
charity.  John  D.  Jr.  had  6 
children:  daughter  Abby,  5 
sons  (the  brothers):  J.D. 
Ill,  Nelson,  Winthrop,  (all 
deceased),  Laurance  and 
David.  Nelson:  ("Rocky," 
d.  1979),  Four-term  liberal 
GOP  N.Y.  governor,  Vice- 
President  under  Ford.  John 
D.  IV  ("Jay"):  Son  of  John 
D.  Ill  (d.  1978),  senator 
(D-W.Va.);  also  WVa.  gov- 
ernor 1977-84.  David  Jr.: 
Apparent  leader  of  his  gen- 
eration (a.k.a.  the  Cousins). 
John  Sr.'s  brother,  William 
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(d.  1922),  left  his  heirs  a 
substantial  inheritance,  be- 
lieved now  to  be  worth  at 
least  $500  million,  perhaps 
far  more. 


Scripps  (E.W.) 

$4.4  BILLION 
Publishing.  Cincinnati 

Descendants  of  E.W. 
Scripps  (d.  1926),  founded 
Cleveland  Press  in  1878  at 
age  24.  Built  Scripps 
Howard  newspaper  chain, 
at  one  time  the  country's 
largest.  Also  founded  UPI. 
E.W.  had  bitter  split  with 
half-brother  James  (see  J.E. 
Scripps  family) .  E.W.'s  son 
James  also  split,  founded 
Scripps  League  newspapers, 
a  privately  held  chain  of  lo- 
cal dailies.  Today  Scripps 
runs  20  daily  newspapers,  9 
network  affiliated  television 
stations  and  2  cable  televi- 
sion networks.  Family  trusts 
that  control  majority  of  the 
company  terminate  upon 
the  death  of  the  last  of 
E.W.'s  grandchildren. 


Scripps  (J.E.) 

$1   BILLION 

Publishing.  Detroit,  et  al. 

English  immigrant  James 
Edmund  Scripps  arrived  in 
Illinois  1844.  Started  De- 
troit News  1873.  Kept  sto- 
ries short  and  simple  for 
minimally  educated  factory 
workers.  Circulation  rocket- 
ed to  five  times  local  com- 
petitor's. Repeated  formula 
in  Cleveland,  Cincinnati, 
other  cities.  Bitter  split  with 
half-brother  E.W.  (see);  J.E. 
merged  with  other  papers, 
built  Evening  News  Associa- 
tion. Great-grandson  Peter 
Clark  sold  to  Gannett  for 
$717  million  1986.  Fortune 
shared  by  more  than  200 
family  members. 
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Searle 


$1.5   BILLION 

Inheritance,  drugs.  Chicago 
Gideon  Daniel  Searle  bought 
tinv  Indiana  drugstore  1888. 
Became  drugmakcr  G.D. 
Searle.  Grandson  John  devel- 
oped motion-sickness  reme- 
dy Dramamine;  also  first  oral 
contraceptive.  His  son 
Daniel  CEO  1966  7":  bad 
acquisitions,  FDA  probe 
black  eye  tor  company.  Turn- 
around led  by  former  defense 
secretarv  Donald  Rumsfeld. 
Sold  to  Monsanto  1985. 
Fortune  now  splintered. 
Daniel  donated  his  share  of 
Degas'  "Landscape  with 
Smokestacks"  to  the  Art  In 
stitute  of  Chicago  as  part  of 
settlement  with  descendants 
of  Holocaust  victims. 


Smith 


$4.2   BILLION 

Illinois  Tool  Works. 
Chicago,  et  al. 

Descendants  of  Solomon  A. 
Smith,  early  president  Mer 
chants'  Savings,  Loan  & 
Trust  Co.  Son  Byron  found- 
ed Northern  Trust  1889.  Fi- 
nanced 2  Swedish  toolmak- 
ers  to  form  Illinois  Tool 
Works  1912;  later  took  con- 
trol. Expanded  into  fasten- 
ers, screws,  washers.  Great 
.grandson  Harold  (d.  1990) 
diversified  into  packaging 
systems,  engineering  compo- 
nents, medical  and  computer 
supplies.  His  son  Harold  Jr., 
64,  (Princeton,  Northwest- 
ern M.B.A.),  heads  the  Illi- 
nois Tool  Works  executive 
committee. 


Upjohn 


$1.6   BILLION 

Upjohn  Co. 

Kalamazoo,  Mich.,  et  al. 

Descendants      of      William 
Erastus  Upjohn,  inventor  of 
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the  first  dissolvable  pill. 
Founded  Upjohn  Pill  & 
Granule  Co.  with  brothers  in 
1885,  later  bought  them 
out.  Company  went  public 
1958.  Developed  Phenolax 
mint  laxative  in  1908,  Ro- 
gaine  baldness  treatment  in 
1988,  injectable  contracep- 
tive Depo-Provera  in  1993. 
Merged  with  Swedish  com- 
pany Pharmacia  AB  in  1995. 
Combined  company  healthy 
with  new  drugs  (Xalatan  for 
glaucoma,  Camptosar  for 
colorectal  cancer,  Mirapcx 
for  Parkinson's  disease, 
Fdronax  for  depression)  and 
older  products  (Depo- 
Provera,  Nicorette,  Ro- 
gaine).  Family  still  represent- 
ed on  board  of  Pharmacia  & 
I'piohn. 


Weyerhaeuser 

$1.1   BILLION 

Timber,  paper.  Minnesota; 
Washington,  et  al. 

Family  fortune  founded  by 
German  immigrant  Freder- 
ick Weyerhaeuser  (d.  1914) 
who  worked  in  Illinois 
sawmill  as  teenager.  With 
brother-in-law,  bought  mill 
out  of  bankruptcy,  became 
leading  timber  baron.  Ac- 
quired 900,000  acres  of  tim- 
berland  at  $6  an  acre  from 
railroad  pioneer  James  J.  Hill 
1900.  Formed  Weyerhaeuser 
Co.  Criticized  for  cut-and- 
run  methods.  In  1940s  pio- 
neered tree  farms.  Won 
grudging  respect  of  environ- 
mentalists: "Best  of  the 
S.O.B.s."  Company  now 
third  largest  U.S.  maker  of 
paper  and  wood  products. 
Looking  overseas:  earlier  this 
year  opened  corrugated  box 
plant  in  China.  Shares  down 
35%  over  the  past  year  on 
weak  demand  for  wood 
in  Asian  markets.  Fortune 
spread  among  more  than 
200  heirs. 
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If  you're  logging  your  newest 
discovery,  make  sure  to  log  onto 
www.  famousgrouse.  com/explorers, 
the  home  of  the  Loyal  Explorers  of 
The  Famous  Grouse.  Or  write  us  at: 
Famous  Grouse  Explorers 
99  Citizens  Drive 
Glastonbury,  CT  06033. 
You'll  discover  a  truly 
remarkable  Scotch 
and  some  equally 
adventurous  spirits. 

The  Famous  Grouse. 
Scotland's 
favorite  Scotch. 


The  Fomous  Grouse'  Blended  Scotch  Whisky,  40%  Ale.  by  Vol.  (80  pioof) 
©1998  Imported  by  Poloce  Blonds.  Hortford.  CI 


NEAR    MISSES 

Some  are  on  their  way  up — others  on  their  way  down.  The 
market  dip  hit  some  longtime  members  where  it  hurts  most. 


Kenneth 
Behring 


$495   MILLION 

Real  estate. 
Blackhawk,  Calif. 
70.  Married,  5  sons 

Behring  may  be  getting  on  in 
years  but  still  thinking  big: 
plans  to  build  $300  million 
golf  and  marina  resort  in 
Balearic  Islands  off  Spain. 
Grew  up  poor  in  Monroe, 
Wis.  First  job:  cheese  factory, 
age  14.  Quit  U.  of  Wisconsin 
to  sell  used  cars.  Got  into  real 
estate  by  leasing  gravel  lot 
next  door.  Struck  out  for 
Florida,  built  Tamarac  retire- 
ment community.  Sold  out  in 
1972  for  $20  million.  Head- 
ed west,  built  ritzy  Canyon 
Lakes  developments  in  Bay 
Area,  but  unsuccessful  in 
Seattle.  Bought  Seattle  Sea- 
hawks  football  team  for  $100 
million  in  1988.  Attendance 
swooned;  sold  to  Microsoft 
cofounder  Paul  Allen  last 
year.  Big  car  collector. 


0.  Bruton 
Smith 

$490   MILLION 

Speedway  Motorsports. 

Charlotte,  N.C. 

71.  Divorced,  4  children 

Major  figure  in  stock  car 
racing  for  over  35  years,  now 
CEO  of  Speedway,  owner  of 
5  major  Nascar  venues. 
Shocked  everyone  with  suc- 
cessful IPO  in  1995,  financ- 


Netscape's  laurels. 
s's  into  health 


ing  new  tracks,  acquisitions 
and  a  major  seating  expan- 
sion. Legendary  for  his  pre- 
race  shows.  "A  race  is  just  a 
race.  I  want  a  spectacle." 
Example:  parachuting  Elvis 
impersonators  and  a  trapeze 
artist  hanging  from  a  heli- 
copter. Rebuffed  in  a  recent 
effort  to  put  a  track  near 
Atlantic  City,  now  has 
option  for  new  track  in 
Chicago  area.  Began  Char- 
lotte Motor  Speedway  1960; 
bankrupt  by  1962.  Regained 
control  1975.  Also  owns 
large  car  dealership. 


Guilford  Glazer 

$475   MILLION 

Real  estate.  Beverly  Hills 
77.  Divorced,  remarried; 
2  children 

Son    of    Knowilk,    Tenn. 
welder.  After  WWII  service. 


got  into  real  estate  by  build- 
ing apartment  building  for 
widowed  mother.  Built 
shopping  centers  in  Ten- 
nessee, Ohio,  West  Virginia. 
Moved  to  Los  Angeles  in 
1960  for  the  weather.  Built 
3 -million -square -foot  Del 
Amo  Fashion  Center  in  Los 
Angeles  1971.  Owns  office, 
industrial,  retail  properties 
in  Adanta,  Pittsburgh.  Ac- 
ti%re  in  Jewish-American 
causes.  Built  Israeli  commu- 
nity center  with  buddy  Ar- 
mand  Hammer. 


Thomas  Siebel 

$475   MILLION 
Siebel  Systems.  California 
45.  Married 

Oracle  alumnus  who 
founded  Siebel  Systems, 
maker  of  marketing  soft- 
ware geared  for  salesmen. 
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Discipline  and  drive  in- 
stilled early:  attended  Shat- 
tuck  Military  Academy  in 
Minnesota.  Joined  Oracle 
as  salesman  1984  despite 
degree  in  computer  science 
from  the  University  of  Illi- 
nois; beat  every  quota  set 
by  Oracle  chief  Larry  Elli- 
son. Wakes  at  4:30  every 
morning  to  work  out; 
checks  E-mail  before  going 
to  work.  Avid  outdoorsman 
likes  to  fish  and  ski.  Collects 
California  art.  Silicon  Valley 
centimillionaire,  but  "I'm 
still  a  Chicago  boy" 


Ron  Holden 

$460   MILLION 

Corn.  Williamsburg,  Iowa. 
53.  Married,  2  daughters 

After  selling  family  seed 
company  to  Monsanto  for 
$945  million  last  year,  stay- 
ing low-profile,  private:  "It 
hasn't  changed  my  life,  and 
I  don't  want  it  to."  Hold- 
en's  Foundations  Seeds 
founded  by  dad  Roland 
Holden  in  1937.  Produced 
parent  seeds  used  by  retail 
seed  companies  to  create 
hybrids  for  farmers.  Corn 
disease  epidemic  wiped  out 
supply  1970;  father  and  son 
developed  disease-resistant 
seeds  in  south  Florida  dur- 
ing winter.  Result:  high 
yields,  sales  doubled  to 
$1.8  million  in  one  year. 
Roland  (d.  1995)  passed 
control     to     Ron     1971; 
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With  Hilton  HHonors? 
you  can  earn  both  airline 
miles  and  hotel  points  with 
every  qualifying  stay. 

When  you  stay  at  a  Hilton  you  can 
expect  everything  you  need  to  make 
your  trip  a  successful  one.  As  a 
Hilton  HHonors  member,  you  can 
also  expect  your  stay  to  be 
rewarding.   Because  you'll  get  both 
hotel  points  for  free  nights  at  more 
than  400  participating  Hilton, 
Conrad  International  and  Vista 
hotels  worldwide  and  airline  miles 
towards  free  flights  with  your  choice 
of  more  than  25  airline  partner 
programs.  So  while  most  hotels  only 
give  you  one  or  the  other,  we  think 
you  deserve  both.  Free  vacations 
happen  faster  at  the  Hilton. 
For  reservations,  call  your 
professional  travel  agent. 
To  enroll  in  Hilton  HHonors  or 
make  reservations  visit 
www.hilton.com  online  or  call 
1  800-HILTONS. 


It  happens  at  the  Hilton: 


Earn  more  HHonors  points  with  the  Membership  Rewards"  program 
from  American  Express. 

an  earn  one  Membership  Rewards  point  for  every  dollar  charged  to  an  eligible,  enrolled  American  Express® 
.  Membership  Rewards  points  can  be  transferred  into  Hilton  HHonors  points  or  redeemed  for  other  travel, 
and  gourmet  rewards.  To  enroll  your  American  Express  Card*  or  to  transfer  Membership  Rewards  points  into 
HHonors  account,  call  1-800-AXP  EARN,  or  for  more  information,  visit  vwwv.americanexpress.com/rewards. 


do  more 


Cards 


HHonors  membership,  earning  and  redemption  of  points  are  subject  to  HHonors  Terms  and  Conditions.  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply  Refer  to  your 
Hilton  HHonors  program  membership  materials  for  rate  and  other  restrictions.  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton.  ©1998  Hilton  Hotels 
embership  Rewards  program:  There  is  a  $25  annual  program  fee.  Some  Corporate  Cards  and  some  Optima  Cards  are  not  eligible  for  enrollment.  Terms  and  fees  for  Corporate  Cards  may  vary. 
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Holden  seed  stock  now  in 
35%  of  all  corn  crops. 


Wendy  P. 
McCaw 

$450   MILLION 

Divorce. 

Santa  Barbara,  Calif. 

48.  Divorced 

Divorced  from  cellular 
phone  magnate  Craig  Mc- 
Caw last  year  after  2  3 -year 
marriage.  Got  large  stakes 
in  Nextel,  Nextlink.  Cou- 
ple met  while  attending 
Stanford  1970.  Craig, 
dyslexic;  Wendy  helped 
with  coursework.  Married  a 
year  after  graduation,  when 
couple  had  just  $300,000, 
mostly  from  Craig's  late  fa- 
ther's cable,  radio  empire. 
Wendy  middle-class  up- 
bringing; father  worked  at 
Hewlett  Packard  as  a  man- 
ager. After  marriage  trav- 
eled with  husband,  pursued 
small  interior  design  busi- 
ness; designed,  furnished 
McCaw  Cellular  Head- 
quarters Kirkland,  Wash. 
Environmentalist,  vegetari- 
an. Lives  in  Santa  Barbara 
but  not  in  $9  million  sea- 
side property  she  acquired 
after  divorce. 


Virginia 

McKnight 

Binger 

$450   MILLION 

3M.  Wayzata,  Minn. 
82.  Married,  3  children 
(1  deceased) 

Only  child  of  William  S. 
McKnight  (d.  1978),  South 
Dakota  farm  boy  who  rose 
through  ranks  of  sandpaper 
company  that  became  in- 
dustrial giant  3M  Corp. 
Virginia  honorary  chair  of 
$1.6  billion  McKnight 
Foundation  started  by  fa 


ther.  Started  own  founda- 
tion, VMB  fund,  to  help 
Minnesota  indigent.  Hus- 
band James,  former  Hon- 
eywell CEO,  runs  Broad- 
way's Jujamcyn  theater 
chain. 


Stephen 
Hilbert 


$445  MILLION 
Insurance,  financial  services. 
Carmel,  Ind. 
52.  Thrice  divorced, 
remarried;  4  children 
Is  the  Rodney  Dangerfield 
of  insurance  trying  to  bin  a 
little      respect?      Grabbed 
headlines  in  July  when  his 
Conseco  insurance  and  fi- 
nancial   services    company 
partnered      with      Donald 
Trump  to  purchase   Man 
hattan's      GM      Building. 
Price:    $800   million.   Also 
agreed  to  pay  S40  million 
for  naming  rights  to  new 
arena    of    NBA's    Indiana 
Pacers.    Working  class    kid 
from  Terra  Haute,  dropped 
out    of   Indiana    State    to 


sell  encyclopedias.  Aetna 
insurance  salesman  1972. 
Saw  niche:  single-premium 
deferred  annuities.  Found- 
ed Conseco  with  $10,000 
loan  1979;  took  public 
1985.  Acquiring  ever  since: 
this  year  paid  $6  billion  for 
Green  Tree  Financial. 
Flashy  philanthropy,  fourth 
wife  (reputed  ex-stripper) 
earned  him  moniker  "Citi- 
zen Hilbert"  from  Indiana 
media.  But  names  should 
not  hurt  this  horse  enthusi- 
ast and  riverboat  casino 
owner:  paid  himself  $356 
million  over  last  5  years. 


James  H. 
Clark 

$435   MILLION 

Netscape.  Woodside,  Calif. 
54.  Married,  2  children 

(  lark  tails  off  the  list  as 
shares  in  high-flyer 
Netscape  down  more  than 
50%  since  last  year.  Hopes 
pinned  on  Federal  suit  aim- 
ing to  prevent  Microsoft 
from        dominating       the 


browser  market.  Clark  now 
focusing  on  third  startup, 
health  care  infotech  venture 
Healtheon.  Also  on  leisure: 
working  on  estimated  $30 
million,  155-foot  sailboat 
Hyperion;  personally  wrote 
20%  of  code  for  the  highly 
computerized  yacht.  For- 
mer Stanford  professor  quit 
to  create  3-D  computer 
graphics  producer  Silicon 
Graphics.  Left  to  form 
Netscape  1994.  Grew  up 
extremely  poor  in  Texas; 
family  now  wealthy,  except 
for  father  who  abandoned 
family  when  Clark  was  a 
child.  "If  I  have  nothing 
left  when  I  die,  it'll  be  fine." 


Barry  Diller 

$425   MILLION 

Television.  NYC. 
56.  Single 

Back  in  the  running  thanks 
to  shrewd  TV  deals,  lots 
of  stock  options.  Father  was 
a  California  homebuilder. 
Barry  a  UCLA  dropout, 
but  Hollywood  degree:  "I 
went  to  school  at  the 
William  Morris  Agency." 
Got  job  at  ABC  via  friend 
Mario  Thomas;  head  of 
prime -time  programming 
by  age  26.  Pioneered 
movie-of-the-week,  mini- 
series.  At  32  head  of  Para- 
mount. Left  to  build  "fore- 
doomed" Fox  Network 
1984,  then  QVC  Network: 
lost  heated  bid  for  Para- 
mount to  Sumner  Red- 
stone. Left  QVC,  joined 
Silver  King  Communica- 
tions as  chairman  in  1995. 
Turned  smallish  television 
company  into  entertain- 
ment heavyweight:  now 
controls  Home  Shopping 
Network,  Ticketmaster, 
USA  Networks.  Still  look- 
ing: "That's  why  there's 
an  V  at  the  end  of  USA 
Networks." 
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New  Rules  of 
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AIRLINES:  Fewer  Classes  Mean  More  Comfort 


AIRPORTS:  The  Best  Times  to  Fly 

HOTELS:  The  Rise  of  the  Working  Guest  Room 

LUGGAGE:  The  Carry-on  Conundrum 

HIGH-TECH  TRAVEL:  Smaller,  Faster,  Lighter  Tools 


Seven  Highly  Effective 
Rules  of  Business  Flying 

If  you're  flying  up  front  in  a  two-cabin 
configuration  on  international  flights,  you 
know  you're  the  prime  customer,  explains 
one  airline  executive. 


The  rules  of  executive  flying  used 
to  be  easy  enough:  first  class  was 
the  best;  traveling  from  Point  A 
to  Point  B  was  a  matter  of  flying  in  a 
straight  line;  the  best  seats  went  to  those 
who  booked  first;  and  airlines  charged  a 
set  price  for  a  specific  flight  and  class  of 
service. 

But  that,  of  course,  was  then,  and  this 
is  now.  Clearly,  the  rules  of  executive 
flying  are  dramatically  different. 

"The  good  news  is  that  lirlines  have 
finally  realized  that  they  have  to  give 
their  best  service  and  the  most  attention 
to  business  fliers,"  explains  the  market- 
ing chief  of  one  of  the  nation's  largest 
carriers.  "And  the  rationale  is  quite 
simple:  traveling  executives  pay  the  most 
for  their  tickets  and  contribute  the  most 


to  the  bottom  line.  It's  only  logical  to 
assume  that  they  are  entitled  to  the  best 
the  airline  has  to  offer." 

So  what's  the  bad  news?  The  nation's 
airlines  don't  always  tell  their  prime  cus- 
tomers how  to  get  the  best  service  avail- 
able. In  fact,  the  route  to  the  most  com- 
fortable seat,  the  first-class  upgrade  or 
the  lowest  fare  is  often  shrouded  in  mys- 
tery and  jargon. 

With  that  dichotomy  in  mind,  here 
are  Seven  Highly  Effective  Rules  of 
Business  Flying. 

RULE  NO.  1:  The  Shortest 
Distance  Between  Two  Points 
Is  Only  a  Nonstop 

Airline  jargon  is  not  only  confusing, 
it  can  waste  valuable  time.  If  you  want 


to  fly  from  here  to  there  via  the  fastest 
route,  book  only  a  nonstop  flight.  Illog- 
ical as  it  sounds,  direct  flights  aren't 
direct.  They  make  one  or  more  inter 
mediate  stops  between  your  point  of 
departure  and  destination.  Connecting 
flights  are  worse:  they  require  a  change 
of  aircraft  somewhere  along  the  way. 
Worst  of  all  are  funnel  or  change  ofgaugi 
flights.  These  aeronautic  misanthropes 
carry  a  single  flight  number  but  ar 
actually  connecting  flights  in  numeri 
disguise.  In  other  words,  only  nonstop; 
are  flights  without  stops,  connections, 
plane  changes  or  layovers. 

RULE  NO.  2:  Break  Rule  No.  1 
Comfortably 

Unfortunately,  the  vast  majority  o 
routes  in  the  nation  require  a  connection 
at  one  of  the  country's  major  hub  air 
ports,  such  as  Chicago  O'Hare  (used  by 
United  and  American),  Adanta  (Delta), 
Pittsburgh  (US  Airways),  Houston 
(Continental)  or  St.  Louis  (TWA).  So,  if 
you  must  change  planes  along  the  way, 
at  least  do  it  comfortably,  seated  in  the 
cushy  confines  of  the  first-class  cabin 
TWA,  for  example,  offers  a  complimen- 
tary first-class  upgrade  to  travelers  who 
purchase  a  full-fare  coach  seat  and  con- 
nect through  St.  Louis.  Northwest  offers 
a  similar  upgrade  program  for  full-fare 
travelers  using  its  hubs. 

RULE  NO.  3:  The  Early  Booker 
Does  Not  Get  the  Best  Seat 

Coach  cabins  are  more  crowded  than 
ever  on  domestic  flights  —  airline  load 
factors,  the  percentage  of  seats  sold,  have 
soared  to  80%  on  some  carriers  —  sc 
that  means  the  competition  for  window 
and  aisle  seats  is  intense.  But  the  early 
booker  no  longer  gets  to  reserve  the  best 
seats.  The  prime  "far  forward"  seats  — 
those  in  the  first  few  rows  of  the  coach 
cabin  —  are  reserved  for  full-fare  cus- 
tomers and  elite  members  of  the  airlines 
frequent-flier  programs.  That  polic) 
increases  the  chance  that  executive  trav- 
elers get  the  better  seats.  And  exit-row 
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Trans  World  One  is  TWA's  premier  international  service. 


seats,  the  roomiest  chairs  in  the  coach 
cabin,  are  not  assigned  until  24  hours 
before  departure.  If  you  want  those  seats, 
call  the  airline  the  day  before  your  flight. 

RULE  NO.  4:  Two  Is  Better 
Than  Three 

As  growing  numbers  of  American 
business  travelers  cross  the  oceans  in 
search  of  new  markets,  U.S.  airlines  have 
added  international  flights  to  keep  pace. 
But  not  all  international  service  is  creat- 
ed equal.  Airlines  offering  three  classes  of 
international  in-flight  service  —  first 
class,  business  and  economy  —  can't 
match  the  level  of  comfort  and  personal 
space  offered  by  airlines  that  have  com- 
bined their  first  and  business  classes  into 
a  single  "super-business"  cabin.  TWAs 
Trans  World  One,  for  example,  pampers 
long-haul  fliers  with  reclining  seats  that 
offer  as  much  as  62  inches  of  legroom. 
Continental's  BusinessFirst  cabins  have 
sleeper-style  electronic  seats  that  have 
adjustable  head,  leg  and  footrests,  lumbar 
support  and  a  built-in  video  system.  "If 
you're  flying  up  front  in  a  two-cabin  con- 
figuration, you  know  you're  the  prime 
customer,"  explains  Beth  Mack,  TWAs 
vice  president  of  marketing.  Best  of  all: 
seats  and  service  in  the  super-size  business 
cabins  offered  by  Continen  tal  and  TWA 
(as  well  as  Northwest  and  US  Airways) 
are  priced  no  higher  than  the  compara- 
tively spartan  business-class  seats  sold  by 
other  airlines. 


unprecedented  growth  of 
airline  traffic  has  an  unde- 
niable dark  side:  all  carriers 
are  having  difficulty  oper- 
ating flights  on  time. 
According  to  the  most 
recent  statistics  released  by 
the  U.S.  Department  of 
Transportation  (DOT), 
only  70%  of  the  nation's 
flights  now  operate  on  a 
timely  basis.  In  other 
words,  three  of  every  ten  flights  you  take 
will  be  delayed  by  1 5  minutes  or  more. 
How  to  cope?  Prepare  for  the  delays  by 
knowing  the  statistics.  The  DOT's  Web 
site  (http://www.dot.gov/airconsumer/) 
has  extensive  reports  on  flight  delays 
sliced  and  diced  by  airline,  airport  and 
hour  of  travel.  A  little  homework  could 


almost  always  require  a  Saturday-nighi 
stayover  and  a  round-trip  purchase.) 
Advance-purchase  requirements  range 
from  seven  to  21  days;  the  farther  ir 
advance  you  buy,  the  lower  the  fare. 

RULE  NO.  7:  Seek  Out  the  Shuttles 
There  are  only  two  traditional  "shut-i 
tie"  routes  in  the  country  —  from  New 
York's  LaGuardia  Airport  to  Boston's 
Logan  or  Washington's  Ronald  Reag 
National  airports.  Executive  travelers 
adore  the  Delta  and  US  Airways  shut- 
tles because  no  reservations  are  required 
and  seats  are  available  on  flights  that  rum 
every  hour.  But  while  no  other  route; 
offer  seats  on  demand,  several  airlines 
have  created  rapid  shuttle  runs  between 
major  cities  in  their  route  networks. 
United  operates  "Business  One"  service 


You  can  make  yourself  crazy  or  you  can 
accept  the  fact  that  airline  pricing  is 
Byzantine.  Still,  there  is  a  definable  logic 
to  the  fare  system. 


RULE  NO.  5:  Prepare  for  Delays 
The   rollicking   economy   and 


save  you  a  lot  of  time.  And  your  travel 
agent  can  give  you  an  on-time  rating  for 
every  scheduled  domestic  flight.  All  you 
have  to  do  is  ask  at  the  time  you  make  a 
reservation. 

RULE  NO.  6:  No  Price  Fits  All 

You  can  make  yourself  crazy  or  you 
can  accept  the  fact  that  airline  pricing  is 
Byzantine.  One  example:  on  one  Sep- 
tember day  for  flights  between  New 
York  and  Los  Angeles,  the  nation's 
busiest  route,  there  were  173  separate 
fares  ranging  from  $138  to  $2,133  each 
way.  Still,  there  is  a  definable  logic  to  the 
system.  The  lowest  fares  on  business 
routes  are  usually  available  on  Tuesdays 
and  Wednesdays,  and  the  highest  prices 
are  inevitably  on  Sunday  evenings, 
Mondays  and  Fridays.  The  lowest  fares 


to  major  markets  from  its  hub  at  Chica- 
go O'Hare  Airport.  Delta  recently 
announced  dramatic  increases  in  the 
number  of  flights  it  operates  to  major 
cities  from  its  Atlanta  hub.  And  TWA 
offers  "TWQ"  service,  perhaps  the  best- 
articulated  of  the  near-shuttle  opera- 
tions. From  its  hub  at  Lambert  Airport 
in  St.  Louis,  TWA  operates  high- 
frequency  flights  to  LaGuardia,  O'Hare, 
Washington  National,  Philadelphia, 
Dallas  and  Minneapolis.  TWQ  travelers 
fly  from  the  same  gates  every  day;  are 
assisted  by  specially  trained  customer- 
service  agents;  are  offered  complimen- 
tary use  of  workstations  equipped  with 
power  ports  for  laptop  computers  and 
telephones  with  modem  jacks;  and 
receive  beverages,  newspapers  and  busi- 
ness publications. 


CHECK  IN  WITH  CONFIDENCE.  CHOOSE  HARDSIDE.  New  safety  regulations  may  force  you 
to  check  your  bags.  But  don't  worry.  Samsonite  hardside  has  tamper-resistant  locks  and  a  tough 
exterior  to  help  protect  your  belongings.  Now  the  only  thing  your  bag  has  to  fit  in  is  the  plane 
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The  Five  Rules  of  Airport 
Management 

Suddenly  —  and  often  unproductively  — 
business  travelers  are  spending  huge 
amounts  of  their  working  life  at  the  airport. 


Once  upon  a  time  —  say  as 
recently  as  five  years  ago  —  exec- 
utive travelers  rarely  spent  more 
than  a  few  odd  moments  at  the  airport. 
Armed  with  an  advance-boarding  pass,  a 
business  traveler  strode  to  the  gate  a  few 
minutes  before  the  flights  departure, 
hopped  aboard,  then  took  off.  The  air- 
port was  little  more  than  a  blur. 

Today's  executive  travelers  should  be 
so  lucky.  For  starters,  most  airlines  no 
longer  issue  advance-boarding  passes. 
One  by  one  in  recent  months,  they  have 
eliminated  the  practice  of  issuing  board- 
ing passes  along  with  a  ticket.  Travelers 
now  need  to  secure  boarding  documents 
at  the  airport  on  the  day  of  departure. 
Worse,  airlines  currently  expect  travel- 
ers to  present  themselves  for  boarding  at 
least  20  minutes  and  as  much  as  two 
hours  before  the  flight's  scheduled 
departure  time.  Worst  of  all,  the   <  lied- 


uled  departure  time  is  now  little  more 
than  an  estimate,  since  as  many  as  three 
in  ten  flights  leave  at  least  15  minutes 
behind  schedule. 

What  does  all  this  mean  for  time- 
pressed  executive  travelers?  Lots  and  lots 
of  airport  downtime.  Suddenly  —  and 
often  unproductively  —  business  trav- 
elers are  spending  huge  amounts  of  their 
working  life  at  the  airport. 

Can  savvy  travelers  reduce  their  air- 
port waiting  time?  In  a  word,  yes.  Can 
the  time  they  spend  in  the  airport  be 
used  more  effectively?  In  two  words, 
absolurely  yes. 

How  do  you  do  it?  Spend  a  few 
moments  learning  The  Five  Rules  of 
Airport  Management. 

RULE  NO.  1:  Lose  the  Paper  Ticket 
Airport  ticket  counters,  customer- 
service  stations  and  check-in  lines  are 


swamped  now  that  every  traveler  needs 
to  make  a  stop  to  secure  a  boarding  pass. 
Waits  of  30  minutes  are  not  uncommon, 
especially  during  the  busiest  parts  of  the 
day.  But  there  is  a  way  to  beat  the  rush 
and  save  time:  use  electronic  tickets. 
Every  major  airline  now  offers  the  "E- 
ticket"  option  on  most  domestic  and 
some  international  routes.  Losing  the  tra- 
ditional paper  ticket  will  permit  you  to 
use  products  like  Continentals  "E-Ticket 
Machines."  Available  at  about  four  dozen 
airports,  the  machines  permit  passengers 
to  skip  the  lines  of  paper  ticket  holders 
and  choose  their  own  seat  assignments, 
enter  their  frequent-flier  numbers,  check 
their  baggage  and  print  out  their  own 
boarding  passes.  "Our  most  frequent 
fliers  know  how  much  time  E-Ticket 
machines  save  them,"  says  Anna  Adamo, 
manager  of  electronic  marketing  for 
Continental. 

RULE  NO.  2:  Kill  the  Car-Counter 
Stop 

All  the  major  car-rental  firms  offer 
expedited  rental  services  that  allow  you 
to  bypass  the  airport  rental  counter. 
Rather  than  waste  time  filling  out  a  con- 
tract at  the  counter,  travelers  go  direct- 
ly from  their  arrival  gate  to  the  car- 
rental  lot,  where  a  pre-printed  contract 
and  a  car  are  waiting.  These  expedited 
services  go  by  various  trade  names.  Avis 
calls  its  program  "Preferred,"  National 
uses  the  name  "Emerald  Aisle,"  and 
Budget  has  just  launched  "Fastbreak"  — 
but  all  anempt  to  emulate  Hertz's  wildly 
successful  #1  Club  Gold  Service.  After 
enrolling  and  signing  a  master  contract, 
#  1  Club  Gold  travelers  never  need  dally 
at  a  Hertz  counter  again.  At  more  than  I 
three  dozen  airports,  they  go  from  their 
arrival  gate  to  a  Hertz  courtesy  bus  and 
are  driven  to  a  special  Hertz  #1  Gold 
facility.  The  renter's  name  is  displayed 
on  an  electronic  signboard  indicating  a 
stall  number  where  a  car  and  the  com- 
pleted rental  agreement  is  waiting.  At 
600  other  locations,  Hertz  customers 
head  directly  to  a  special  "#1  Club 
(continued  on  page  10) 
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Locals  divide  down- 
town Denver  into  three  dis- 
tinct neighborhoods:  LoDo.the  historic 
part  of  the  city  where  no  skyscrapers 
are  permitted;  the  Central  Business 
District  where  skyscrapers  reign;  and 
Civic  Center  Park,  where  the  key 
streets  of  Broadway  and  Colfax  meet. 
Many  international  firms  are  head- 
quartered in  Denver  Tech  Center, 
a  25-minute  drive  from  downtown. 
Denver's  wealthiest  families  and  biggest 
mansions  are  located  in  Cherry  Creek 

■  Denver  International  Airport 

now  three  years  old,  has  overcome 
its  much-publicized  opening  jitters. 
Despite  the  complaints  of  locals,  it 
isn't  all  that  far  from  downtown 
(about  30  minutes  by  car),  and  it  is 
undeniably  attractive  with  wide,  airy 
concourses  and  a  white  peaked  roof 
that  suggests  the  Rocky  Mountains. 

■  The  weather  is  tricky  in 
Denver.  A  70-degree  day  can  be 
quickly  followed  by  a  1 0-degree  day. 
Dress  in  layers  and  pack  a  pair  of 
boots,  but  don't  forget  your  sun- 
glasses and  spring  clothing. 
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The  superstar  of  Denver  dining  is  Kevin  Tay  q 

who  now  holds  forth  at  Brasserie  Z  (303-293-2322),  a  dazzling  dir 
room  carved  from  the  central  atrium  of  an  old  bank  A  high,  cloi    • 
glass  ceiling  allows  natural  light  to  filter  over  towering  plants,  whims 
murals,  an  open  kitchen  and  Denver's  dining  elrte.The  crowds  are  dt 
at  lunch  and  dinner,  so  book  far 
in  advance. 

Crave     lovingly     prepared 
northern    Italian    cuisine?   Try     L^  ■V'BI    >^'-  tjS*  I 

Barolo  Grill  (303-393-1040) 
and  ask  for  Table  20.  It's  next  to 
the  glowing  hearth  that  is  the 
centerpiece  of  a  dining  room 
done  up  as  a  formalized 
Italian  farmhouse. The  signature 
dishes  are  duckling  in  a  Barolo 
wine  sauce  and  creamy  risotto. 

Bistro  Adde    Brewster 
(303-388-1900)  is  the  latest  home  of  Adde  Bjorklund,  a  local  favo 
who  creates  cozy  restaurants  with  stylish  food  and  exceedingly  p 
fessional  service.  Don't  forget  to  stop  at  the  bar  and  order  a  dnnk  fr 
The  Denver  Post's  "Best  bartender"  two  years  running,  Duey  Kratze 

Denver  is  mad  about  brewpubs  and  a  new  one  seems  to  o| 
every  month.  But  the  city's  first  and  largest,  the  Wynkoop  Brew 
Company  (303-297-2700),  remains  atop  the  sudsy  heap,  thank  - 
good  pub  grub  and  excellent  custom  beers. The  Denver  Ch< 
House  &  Brewery  (303-296-0800),  carved  out  of  a  former  Ur 
railroad  shed,  offers  a  more  complete  dining  experience 
specialty  brews. 
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All  hail  the  Denver  Broncos, 

champions  of  the  football  world.  Hero  quar- 
terback John  Elway  has  returned  to  lead  the 
Broncos  for  the  1998  season.  Check  avail- 
ability of  tickets  for  home  games  at  Mile 
High  Stadium  (303-433-7466).  Basketball's 
Denver  Nuggets  share  McNichols  Sports 
Arena  and  ticket  offices  (303-893-3865) 
with    the    Colorado     Avalanche 
Denver's  top-flight  hockey  team. 

Denver's  mile-high  altitude  is  a 
challenge  for  runners,  but  at  least 
the  2.7-mile  "Lake  Loop"  * 
at  Sloan  Lake  Park 
(303-964-2580)  is  flat.  At  the 
Athletic  Club  at  Denver  Place 
(303-294-9494),  guests  of  any 
downtown  hotel  can  purchase 
access  to  well-appointed  locker 
rooms,  a  huge  free-weight  room, 
an  aerobic  studio,  an  indoor  track, 
and  basketball,  squash  and  rac- 
quetball  courts. 

And  then  there's  the  skiing  at 
dozens  of  world-class  resorts  within 
a  few  hours'  drive.  Most  venues  are 
members  of  Colorado  Ski  Coun- 
try USA  (303-837-0793),  an 


jwntown  Denver  is  dominated 
the  Brown  Palace  (800-321- 
99),  the  106 -year-old  grande  dame 
Colorado  hotels.  A  stained-glass 
ndow  sits  atop  the  gracious  nine- 
ty lobby  atrium,  and  the  230  guest 
Dms  and  suites  are  decorated  in 
ctorian  or  an  deco  style.  The  Eisen- 
wer  Presidential  Suite  —  Ike  was  a 
est  here  —  is  so  spacious  that 
:re's  a  grand  piano  tucked  away  in 
e  corner.  The  hotel's  much-loved 
ling  room,  the  Palace  Arms  (303- 
7-3111),  is  a  classic  with  red 
ither  booths,  a  magnificent  chandelier  and 
rrored  ceilings. 

Completed  in  1891,  The  Oxford  Hotel  (303- 
8-5400)  was  designed  by  the  same  architect 
io  later  created  the  Brown  Palace.  A  top-to- 
•ttom  renovation  has  resulted  in  80  luxurious 
est  rooms.  No  two  are  furnished  alike,  and  all 
;  decorated  with  French  and  English  antiques. 
Jests  rave  about  The  Oxford  Club  (303-628- 
44),  the  adjacent  spa  and  fitness  center.  Besides 
the  requisite  fitness  gear,  there's  a  full-service 
'eda  spa  offering  facials,  herbal  wraps  and  other 
ecialties. 

Behind  a  stark  black  steel-and-reflecting- 
iss  facade  is  Loews  Giorgio  (303-782-9300), 
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THE   BROWN   PALACE   HOTEL 

an  Italian  Renaissance  hotel  outfitted  with  mag- 
nificent frescoes.  The  spacious  and  elegant  guest 
rooms  continue  the  theme  with  silk  wall  cover- 
ings and  marble-topped  furnishings.  There's  an 
excellent  business  center  and  two  floors  of  "busi- 
ness class"  rooms  equipped  with  two-line  phones 
and  fax  machines. 

For  travelers  desiring  a  change  of  lodging  pace, 
there's  Castle  Marne  (303-331-0621).  The  nine- 
room  bed-and-breakfast  is  housed  in  an  1889 
castle.  Some  rooms  have  fireplaces,  others  have 
hot  tubs,  but  each  has  attractive  Victorian 
decorations  and  fittings.  There's  also  a 
lovely  private  dining  room  available  by 
advance  reservation. 


m  umbrella  group  whose  Web  site 
£  (www.skicolorado.org)  is  stuffed 
s»  with  information  about  resort 
%  programs,  slope  data,  special 
|  deals  and  lift  prices.  Among  the 
£  member  ski  areas  are  the  high- 
|  profile  resorts  of  Aspen  (800- 
1  262-7736)  and  Vail  (800-278- 
2372),  as  well  as  the  lesser- 
known  ski  areas  such  as  Arapa- 
hoe Basin  (888-ARAPAHOE) 
and  Sunlight  (800-445-7931). 
For  statewide  snow  conditions, 
call  303-825-SNOW. 


DIGITAL 
DENVER 


Denver  is  well  wired,  starting  with 
Denver.com  (www.denver.com), 
which  offers  terrific  links  to 
city  services  and  attractions. 
The  Web  site  of  The  Denver  Post 
(www.denverpost.com)  is 
loaded  with  news  and 
information.  lnsideDenver.com 
(www.insidedenver.com),  the 
site  maintained  by  the  Rocky 
Mountain  News,  Denver's  other 
daily,  is  especially  well-organized. 
Denver's  weekly  paper,  Weslword 
(www.westword.com),  offers  a 
hip  on-line  section  called  the 
"Best  of  Denver."  And  you  can 
get  locations  and  maps  for 
every  Visa/PLUS  ATM  in 
Denveratwww.viso.com. 


VISA 


UPLUS 


Hertz  Express  Return  eliminates  stops  at  the  car-return  counter. 


(continued from  page  6) 
Gold"  area,  are  handed  their  keys  and  a 
completed  rental  agreement,  and  then 
proceed  to  their  rental  car. 

RULE  NO.  3:  The  Early  Flier  Is 
Least  Often  Delayed 

Statistics  show  that  the  early  flier  is 
the  least  often  delayed.  As  shown  in  the 
accompanying  chart,  airports  operate 
most  efficiently  in  the  early  morning 
hours.  At  most  of  the  nations  major  air- 
ports, the  best  time  to  fly  if  you  want  an 
on-time  departure  is  before  7  a.m.  In 
contrast,  flights  that  are  scheduled  to 
depart  after  7  p.m.  are  subject  to  hor- 
rendous delays.  In  Boston,  for 
example,  planes  scheduled  to 
depart  between  7  p.m.  and  8 
p.m.  leave  on-time  less  than 
half  the  time.  In  Detroit,  less 
than  40%  of  flights  leaving 
between  7  p.m.  and  8  p.m. 
depart  on  time.  Flying  early 
in  the  morning  also  increases 
your  chances  of  arriving  on 
time,  since  most  airports 
report  their  best  on-time 
arrivals  performance  before 
10  a.m.  Book  an  evening 
flight  and  your  chances  of 
arriving  on  time  are  often  no 
better  than  50-50. 


erary,  don't  wait  in  the 
long  lines  at  the  gate  or 
the  ticket  counter  and 
don't  bother  haranguing 
the  airport  agents  work- 
ing to  sort  out  the  con- 
fusion. Instead,  go  direcdy  to  the  nearest 
telephone  and  call  your  airline's  toll-free 
reservations  line.  The  telephone  agents  are 
not  in  the  midst  of  the  airports  crisis,  they 
aren't  dealing  with  hordes  of  disgruntled 
travelers,  and  they  can  do  anything  an  air- 
port employee  can  do  for  you.  Working 
the  phones  instead  of  the  airport  agents 
virtually  guarantees  that  you'll  be  board- 
ing a  flight  before  your  fellow  travelers 
even  get  to  vent  their  anger. 

RULE  NO.  5:  Join  the  Clubs 

Regardless  of  how  well  you  plan,  how- 
ever, you  will  be  spending  more  time 
than  you  want  at  airports.  The  best  way 


to  use  your  down  time  is  to  take  advan- 
tage of  the  worldwide  network  of  airline 
clubs.  Operated  by  the  major  carriers, 
the  lounges  aren't  the  clubby  watering 
holes  of  old,  however.  In  fact,  most  clubs 
now  charge  for  their  alcoholic  beverages. 
These  days,  traveling  executives  join 
TWA's  Ambassadors  Club  or  Continen- 
tal's Presidents  Club  for  the  business  ser- 
vices, not  the  booze.  Modern-day 
lounges,  such  as  the  spacious  new  TWA 
Ambassadors  clubs  in  Los  Angeles  Inter- 
national and  Kennedy  Airport  in  New 
York,  are  outfitted  with  private  work  sta- 
tions, telephones  with  dataports,  com- 
puters, fax  and  copier  machines,  and 
even  conference  rooms.  Annual  mem- 
bership fees  are  reasonable  —  ranging 
from  about  $200  to  $400  —  especially 
when  you  consider  the  shelter  they  pro- 
vide far  from  the  madding  airport 
crowds. 


RULE  NO.  4:  Work  the 
Phones,  Not  the  Agents 

If  a  storm  delays  your  flight 
or  an  airline  cancels  your  itin- 


When  to  Fly  (And  When  Not  To)  At  Major  U.S.  Airports 


ATLANTA 

BOSTON 

CHICAGO/0'HARE 

DETROIT 

DENVER 

HOUSTON 

LOS  ANGELES 

NY/KENNEDY 

NY/LAGUARDIA 

NY/NEWARK 

MIAMI 

MINNEAPOLIS 

PITTSBURGH 

SAN  FRANCISCO 

ST.  LOUIS 


DEPARTURES 
Best  Time* 

6-7  a.m.  (91%) 

6-7  a.m.  (88%) 

6-7  a.m.  (89%) 

8-9  a.m.  (79%) 

6-7  a.m.  (94%) 

6-7  a.m.  (96%) 

6-7  a.m.  (93%) 

9-10  a.m.  (92%) 

6-7  a.m.  (88%) 

6-7  a.m.  (85%) 

7-8  a.m.  (91%) 

6-7  a.m.  (82%) 

6-7  a.m.  (89%) 

6-7  a.m.  (92%) 

6-7  a.m.  (89%) 


DEPARTURES 
Worst  Time* 

8-9  p.m.  (66%) 

7-8  p.m.  (43%) 

9-10  p.m.  (52%) 
7-8  p.m.  (37%) 
8-9  p.m.  (60%) 

10-11  p.m.  (70%) 
8-9  p.m.  (69%) 
7-8  p.m.  (52%) 
7-8  p.m.  (54%) 
7-8  p.m.  (39%) 
8-9  p.m.  (67%) 

9-10  p.m.  (46%) 
7-8  p.m.  (50%) 

12-1  p.m.  (52%) 

10-11  p.m.  (53%) 


ARRIVALS 
Best  Time* 

7-8  a.m.  (87%) 

7-8  a.m.  (84%) 

6-7  a.m.  (79%) 

7^8  a.m.  (85%) 

7-8  a.m.  (89%) 

7-8  a.m.  (93%) 

8-9  a.m.  (95%) 

7-8  a.m.  (93%) 

9-10  a.m.  (82%) 

9-10  a.m.  (84%) 

9-10  a.m.  (91%) 

6-7  a.m.  (75%) 

6-7  a.m.  (90%) 

7-8  a.m.  (94%) 

7-8  a.m.  (78%) 


ARRIVALS 
Worst  Time* 

9-10  p.m.  (68%) 
6-7  p.m.  (45%) 
8-9  p.m.  (49%) 
7-8  p.m.  (50%) 
8-9  p.m.  (52%) 
8-9  p.m.  (65%) 
10-11  p.m.  (57%) 
6-7  p.m.  (53%) 
6-7  p.m.  (49%) 
7-8  p.m.  (43%) 
10-11  p.m.  (59%) 

8-9  p.m.  (51%) 
10-11  p.m.  (53%) 
10-11  p.m.  (42%) 
9-10  p.m.  (57%) 


•Percentage  of  all  flights  arriving  or  departing  on  time.  Based  on  airport  operations  between  6  a.m.  and  11  p.m.  in 
June,  1998.  Source:  Department  of  Transportation. 


got  a  laser  printer  by  her  window, 
got  a  fax  machine  on  her  desk, 
got  breakfast  in  bed. 

who  is  she  sleeping  with? 


Westin 

HOTELS   &.  RESORTS® 

With  WeStllVS  GllCSt  OlllCe,'  you  get  an  entire  room  equipped  for  a  productive  stay. 

Including  a  copier/printer/fax  machine.  Office  supplies.  And  free  local  calls. 

There's  even  an  ergonomic  chair  by  the  well-lit  work  station. 

Or,  if  you  prefer,  a  queen-size  bed  equipped  with  white  fluffy  pillows. 

Choose  your  travel  partner  wisely.8 

Call  your  travel  agent  or 

1-800-WESTIN-l 


tin  Hotels  &  Resorts 


www.westin.com 


A    d    v    e    r    t    i 


s    e    m    e    n    t 


1    2 


The  Golden  Rules 
of  Lodging 

Hotel  prices  have  skyrocketed  and  discounts 
are  scarce.  The  solution:  don't  ask  for  one. 
Instead,  ask  what  special  perks  the  hotel 
offers  if  you  pay  the  undiscounted  rate. 


The  business  traveler's  old  saw  — 
that  the  three  most  important 
factors  in  choosing  accommoda- 
tions are  "location,  location,  location" 
—  remains  largely  true.  After  all,  even 
the  greatest  hotel  is  useless  if  it's  not 
conveniently  located. 

But  choosing  the  "right"  hotel  today 
is  more  than  just  finding  a  convenient 
place  to  rest  your  head.  There  are  all 
sorts  of  considerations  in  the  lodging 
equation:  Do  a  hotel's  services  and  facil- 
ities meet  your  business  needs?  Is  the 
price  right?  Are  the  perks  appropriate? 
Does  the  chain's  frequent-stay  program 
deliver  adequate  rewards,  useful  ameni- 
ties and  appropriate  recognition  of  your 
status  as  a  frequent  business  traveler? 

In  an  era  when  "locati  >n,  location, 
location"  simply  doesn't  cover  it  all,  a 


listing  of  practical  hotel  criteria  is  essen- 
tial. Here  are  the  Golden  Rules  of  Lodg- 
ing for  executive  travelers. 

RULE  NO.  1:  Buy  Up 

Hotel  prices  have  skyrocketed  in 
recent  years  and  even  the  sawiest  busi- 
ness travelers  have  difficulty  securing  a 
discount  off  the  published  room  rate. 
The  solution:  don't  ask  for  one.  Instead, 
ask  about  the  services  and  amenities  the 
hotel  provides  if  you  pay  the  undis- 
counted rate.  The  "buy  up"  approach 
brings  surprising  rewards.  At  the  36  city 
hotels  and  resort  properties  managed  by 
Asia's  Shangri-La  Group,  for  example, 
paying  the  nondiscounted  room  rate 
yields  perks  such  as  free  limousine  ser- 
vice to  and  from  the  airport,  compli- 
mentary breakfast,  free  laundry  and  dry 


cleaning,  free  local  calls,  internationa 
direct-dial  calls  and  faxes  at  cost,  and  a  i 
p.m.  checkout  time.  Until  December  31 
nondiscounted  rates  also  earn  doubl 
miles  in  the  frequent-flier  programs  o 
Shangri-Las  1 2  airline  partners. 

RULE  NO:  2:  Work  Comfortably 

It  has  taken  years  for  hotels  to  realiz 
that  business  travelers  work  in  thei 
rooms.  But  after  decades  of  forcing  guest 
to  do  their  work  on  their  beds  or  a 
skimpy  desks  with  uncomfortable  chairs 
hoteliers  have  begun  to  create  so-calle 
"business  class"  rooms  outfitted  witl 
honest-to-goodness,  business-qualit 
amenities.  One  example:  the  "Gues. 
Office"  rooms  in  38  hotels  managed  b; 
Westin  Hotels  &  Resorts.  Westin  guest 
who  pay  a  modest  $20  a  night  premiun 
receive  what  Westin  Chairman  Juergei 
Barrels  calls  an  "office  within  a  gues 
room."  Each  room  is  equipped  with  I 
multifunction  laser  printer/fax/copier,  i 
speakerphone  with  a  dataport,  and  all  th 
electronic  and  electrical  paraphernali. 
needed  to  connect  a  laptop  computei 
Guest  Office  rooms  are  also  outfitted  wid 
large  work  desks,  adjustable,  ergonomi 
cally  correct  desk  chairs,  glare-free  tasl 
lighting  and  a  coffeemaker. 

RULE  NO.  3:  A  Few  Bucks  a  Day 
Goes  a  Long  Way 

No  matter  how  much  hotels  chang' 
and  life  on  the  road  evolves,  there's  stil 
one  area  that  remains  unchanged:  tip 
ping.  At  a  hotel,  the  friend  you  mos 
want  to  win  is  the  room  maid.  Tippinj 
the  maid  a  few  bucks  a  day  will  ensur< 
that  she's  responsive  to  any  immediate  o 
last-minute  needs  you  may  have:  an  iroi 
and  ironing  board,  a  few  extra  towels  o 
an  additional  pillow.  Since  room  maid 
often  change  shifts  and  vary  their  work 
ing  hours,  make  sure  you  leave  a  up  eacl 
day  rather  than  leaving  one  lump  sum  a 
the  end  of  your  stay.  The  best  places  t< 
leave  your  gratuity?  On  the  nightstanc 
wrapped  inside  a  quick  thank-you  not 
or  under  your  pillow. 


I 


w 


ireless  phones  are  being  offered  in  some  strange  places 


with  even  stranger  promotions 


. . .  confusing  contracts  and  complicated  service  plans. 


At  RadioShack,  you'll  find  more  answers  to  help  you  figure  out  what's  best  for  you. 
More  choices  too,  from  digital  to  analog  phones  and  prepaid  to  lower-cost  plans. 


RadioShack. 

You've  got  questions.  We've  got  answers.' 


For  our  store  near  you, 

call  1 -800-TH  E-SH  AC  K 

(1-800-843-7422) 


Hotels 


RULE  NO.  4:  Don't  Feed 
the  Phone  Monster 

Hotel  guest-room  phones  devour 
cash:  markups  of  500%  over  standard 
telephone  rates  are  common  and  so  are 
annoying  surcharges  for  toll-free  voice 
and  data  calls.  If  you're  not  careful,  you 
can  pay  more  for  telephone  calls  than 
for  your  room.  Don't  feed  the  hotel- 


RULE  NO.  5:  Go  Private 

Executive  travelers  with  special  needs 
gravitate  to  a  hotel's  "concierge  floor" 
accommodations,  which  usually  provide 
an  extra  level  of  service  and  amenities. 
But  some  hotels,  such  as  New  York's 
Waldorf-Astoria,  take  the  concept  to  its 
logical  conclusion:  a  hotel-within-a- 
hotel  for  truly  discriminating  and 
demanding  guests.  Sitting  atop  the 
famed  Waldorf-Astoria  is  The  Waldorf 
Towers,  a  completely  private  enclave  for 
executive  travelers.  The  Towers  has  its 
own  entrance  and  reservation  number. 
The  77  deluxe  guest  rooms  and  118 
suites  are  secluded  on  the  28th  through 
42nd  floors.  Each  of  the  guest  accom- 
modations is  equipped  with  a  fax 
machine  and  printer,  two  telephone 


After  decades  of  forcing  guests  to  work  on 
their  beds,  hoteliers  have  begun  to  create 
so-called  "business  class"  rooms  outfitted 
with  office-quality  amenities. 


phone  monster:  use  AT&T's  raft  of 
business-travel  solutions  instead. 
Example  one:  the  AT&T  Calling  Card, 
which  offers  rates  as  low  as  25  cents  a 
minute  for  domestic  calls  when  you 
dial  800-CALL-ATT  and  charge  the 
call  to  the  card.  Example  two:  AT&T 
Direct  service,  which  allows  you  to  cir- 
cumvent hotel  charges  in  dozens  of 
countries.  Simply  dial  a  local  (and  usu- 
ally toll-free)  AT&T  access  code  from 
your  hotel  guest  phone  and  you'll  be 
connected  to  the  AT&T  network.  You 
can  then  call  around  the  world  at 
AT&T's  standard  rate  and  charge  the 
call  to  your  AT&T  Calling  Card. 
Example  three:  AT&T  Laptop  Access 
Software.  It  permits  your  laptop  com- 
puter to  dial  all  the  AT&T  access  codes 
and  enter  your  AT&T  Card  number  so 
you  can  pay  AT&T  standard  rates  tor 
data  calls,  too. 


lines  and  amenities  such  as  a  safe,  iron 
and  ironing  board,  and  coffeemaker. 
Waldorf  Towers  guests  also  have  access 
to  a  large  fitness  center  and  spa  and  the 
use  of  the  Astoria  Lounge,  a  private  club 
that  serves  complimentary  breakfast, 
afternoon  tea,  snacks  and  desserts. 

RULE  NO.  7:  Get  More  Day 
for  the  Nightly  Rate 

It's  been  a  long-standing  practice  for 
hotels:  the  nightly  rate  covers  a  period 
starting  at  check-in  time  (usually  after  3 
p.m.)  to  checkout  time  the  next  day 
(usually  before  noon).  If  you  do  the 
math,  that  works  out  to  a  21-hour  "day." 
But  you  can  do  better  since  many  hotels 
now  offer  flexible  check-in/check-out 
times,  and  some  offer  an  actual  24-hour 
day.  Hotels  such  as  the  Peninsula  Bever- 
ly Hills  and  the  Four  Seasons  Berlin 
permit  guests  to  check  in  whenever  they 


wish  and  check  out  24  hours  later.  Guests  J 
of  the  Shangri-La  chain  who  pay  the 
nondiscounted  rate  receive  a  6  p.m.— 
checkout  time.  Members  of  the  Priority] 
Club  can  check  into  a  Crowne  Plaza 
hotel  as  early  as  7  a.m.  And  Sheraton's  "9 
to  5"  program  permits  guests  paying; 
specified  nighdy  rates  to  check  in  as  early  j 
as  9  a.m.  and  check  out  as  late  as  5  p.m. 

RULE  NO.  8:  Don't  Wait 
in  the  Lobby 

If  you're  waiting  in  line  in  a  hotel] 
lobby  to  check  in  or  out,  you're  wasting 
your  time.  That's  because  most  hotel 
frequent-guest  plans  offer  expedited: 
check-in  and  checkout  services.  Express 
check-in  service  often  means  your  room 
keys  will  be  waiting  at  a  separate  desk 
in  the  lobby  when  you  arrive.  All  youi 
need  do  is  show  your  credit  card  andj 
frequent-travel     club     membership. 
Express  checkout  service  usually  entails 
nothing  more  complicated  then  leaving 
your  keys  at  the  front  desk  as  you  run 
out    the    door.    Call    your    frequent- 
travel  plan's  customer-service  number  for 
details  and  procedures. 


RULE  NO.  9:  Leverage  Your  Loyalty 
Most  major  hotel  chains  now  operate 
a  portfolio  of  "brands"  in  various  lodg- 
ing segments  and  price  categories.  You'll 
maximize  the  value  of  your  hotel  dollar 
if  you  join  a  frequent-guest  program 
that  counts  all  your  stays  with  that  com- 
pany's brands.  Marriott  Rewards,  for 
example,  gives  points  for  your  patron- 
age of  virtually  any  hotel,  motel  or  other 
lodging  operation  in  Marriott's  family  of 
a  dozen  brands.  And  the  new  program 
from  Starwood,  the  company  that  owns 
both  Sheraton  and  Westin,  will  permit 
travelers  to  earn  credit  at  all  six  Star- 
wood brands,  including  Four  Points,  St. 
Regis/Luxury  Collection  hotels  and  the 
new  W  hotels  chain.  The  worldwide 
program,  which  begins  January  1,  1999, 
and  has  not  yet  been  named,  is  "a  way 
to  recognize  the  loyalty  of  the  traveler" 
to  Starwood,  explains  Hoyt  Harper,  the 
executive  in  charge  of  the  new  plan. 


TWA  RECOGNIZES  the  spirit  of  the  original  aviators 
in  todays  business  traveler.  Because  we  share  it. 

And  while  that  notion  may  seem  a  little 
bit  romantic,  the  people  of  TWA  know  it's 
simply  about  respect.  We've  even  named  our 
frequent  flyer  program  after  you:  Aviators."' 
Where  you  are  recognized  with  dedicated 
check- in  positions,  priority  boarding  privileges, 
and  more.  And  there's  Trans  World  First,"'  our 
expanded  and  enhanced  first-class  service. 


We've  added  60%  more  of  the  big,  comfortable 

first-class  seats  you  ask  for  every  time  you  fly. 
Every  airline  claims  experience,  skill  and 
know-how  when  it  comes  to  flying.  Here  at 
TWA,  we  say  the  exact  same  thing.  About  you. 
That's  why  every  day,  on  every  flight,  we  are 
making  it  our  mission  to  help  you  accomplish 
yours.  And  that's  just  one  of  the  ways  we 
recognize  you,  today's  aviator.  , 
We  want  to  be  your  airline: 


#i  Domestic  Airline  for  Frequent 
Traveler  Satisfaction Long  Flights 

For  more  information,  call  vour  travel  professional  or  TWA  at  1-800-221-2000.  Visit  us  online  at  www.twa.com 


.■>n  Flyer  Magazine.  J.D.Povxr  and Associate  1998  Airline  Customer  Satisfaction  Study — U.S.  Fligh 
Study  conducted am*  igfrrqutnt  airline  travelers  who  completed  5, 938  individual  flight  evaluations.  Long  flight  is  defined  as  500  air  rriles  or  more 


Luggage 


The  Rules  for 
Traveling  Light 

One  way  to  lighten  your  load:  clean  out  your 
laptop  and  toiletries  bags  and  toss  whatever 
hasn't  been  used  during  your  last  six  trips. 


Accept  it:  airlines  have  cracked 
down  on  carry-on  bags.  Gone 
are  the  days  when  you  could  tote 
a  couple  of  pieces  of  luggage,  a  briefcase 
and  a  laptop  aboard  a  flight. 

Now  the  rule  is  clear:  two  bags  max, 
and  your  carry-on  bags  had  better  fit  in 
those  "sizing"  boxes  that  carriers  have 
stationed  at  their  boarding  gates. 

But  there  is  good  news.  You  can  travel 
light,  observe  the  carry-on  rule  and  bring 
everything  you  need  on  a  business  trip. 
Here  are  the  Rules  for  Traveling  Light. 

RULE  NO.  1:  Don't  Think  Pink 

The  easiest  way  to  get  your  bags  down 
to  carry-on  weight  is  to  limit  your  travel 
wardrobe.  Some  travelers  wear  only  black, 
white  or  gray  clothing  on  the  road.  If 
that's  too  stark  a  palate,  at  least  skip  the 
loud  colors  and  exotic  accessories  that 
match  only  one  outfit.  A  travelers 
wardrobe  should  stress  flexible,  mix-and- 
match  outfits  that  are  easy  to  launder. 

RULE  NO.  2:  Let  the  Hotel  Do  It 

Executive  travelers  who  stay  in  better 
hotels  can  carry  fewer  garments.  Why? 
For  starters,  good  hotels  have  same-day 
laundry/dry  cleaning  service.  That  means 
you  needn't  carry  a  fresh  set  of  clothes  for 
each  and  every  day  of  youi  trip.  Good 
hotels  also  have  robes  in  their  guest 
rooms,  so  you  needn't  carry  one  of  your 
own.  And  when  all  else  fails,  better  hotels 
have  top-flight  concierges.  They  make  it 
their  business  to  know  which  clothing 
store  will  send  over  an  emergency  outfit 
or  open  early  to  help  you  out. 


RULE  NO.  3:  Be  Ruthless 

Check  your  laptop  bag  and  toiletries 
case  for  extra  weight  and  useless  items. 
Those  two  heavy  bags  tend  to  collect  the 
minutia  of  previous  trips.  When  was  the 
last  time  you  used  alligator  clips  or  an 
acoustic  coupler  to  connect  your  laptop 
to  the  phone  lines?  Do  you  really  need 
15  little  bottles  of  shampoo  in  your  toi- 
letries bag?  In  fact,  clean  out  these  two 
bags  regularly  and  toss  whatever  hasn't 
been  used  during  the  last  six  trips. 

RULE  NO.  4:  Buy  Better  Bags 

Very  few  executive  travelers  are  happy 
with  their  luggage.  Some  of  the  discon- 
tent is  purely  psychological,  but  some  of 


it  is  rooted  in  the  simple  fact  that  theii 
bags  aren't  good  enough.  This  is  espe 
daily  true  of  the  flimsy,  badly  con-i 
structed  soft-sided  luggage  many  travel-l 
ers  use.  Where  do  you  find  bette 
soft-sided  bags?  Andiamo,  for  one.  It 
stylish,  but  "frequent-traveler-tough, 
bags  are  built  to  withstand  a  lifetime  o] 
abuse.  The  bag  frames  are  made  from! 
extruded  PVC  plastic;  the  hardware  i; 
constructed  from  welded  steel  wire; 
nylon  webbing  is  virtually  unbreakable 
zippers  are  extra-heavy  duty;  and  the 
fabric  is  DuPont  Cordura  Nylon.  Sam 
sonite's  Silhouette  6  new  soft-sided  bag 
are  another  find.  These  bags  boas 
matte-nickel-plated  hardware  and  fit- 
tings, rugged  Fibreloc  Plus  polyester 
fabric,  and  recessed  components  for 
maximum  protection. 

RULE  NO.  5:  Check  Your  Bags 

It's  almost  anathema  for  business  trav- 
elers, but  checking  bags  with  the  airlines 
is  not  a  rigged  game  of  Russian  roulette. 
In  fairness,  the  airlines  mishandle  fewer 
than  five  checked  bags  in  a  thousand, 
and  the  vast  majority  of  those  are  found 
and  delivered  to  their  owners  within  24 
hours.  Checking  luggage  also  allows  you 
to  use  heavier,  hardside  bags  that  offer 
maximum  protection  for  your  garments. 
One  example:  the  hardside  bags  in  Sam- 
sonite's  Silhouette  6  series.  They  are  out- 
fitted with  industrial-strength  shells 
made  of  the  same  material  used  in 
motorcycle  helmets. 

RULE  NO.  6:  Ship  Everything 

There's  no  rule  that  says  you  and  your 
luggage  must  travel  together.  In  fact,  an 
increasing  number  of  executive  travelers 
fly  bag  free.  How  do  they  do  it?  They 
ship  their  luggage  directly  to  their  hotel 
via  an  overnight  courier  service  such  as 
Federal  Express.  Couriers  aren't  only 
convenient,  they're  inexpensive  when 
you  compare  the  financial  cost  to  the 
wear  and  tear  involved  with  schlepping 
your  bags  into  cars  and  taxis,  through 
airports  and  around  hotel  lobbies. 


Fly  through  22  countries 
without  stopping. 


/ 


In  11  countries,  across  3  continents, 

Hertz  #1  Club  Gold  is  the  standard  for 

speed  and  peace  of  mind. 

©o  stopping.  No  waiting  in  lines.  No  worries.  Hertz  #1  Club  Gold 
is  our  fastest  way  to  rent  a  ear.  So  around  this  great  big  world, 
we'll  make  sure  yon  take  oft'  as  soon  as  yon  land.  Helping  yon  fly 
through  airports.  Another  reason  nobody  does  it  exactly  like  Hertz. 
Fly  right  to  our  website  at  www.liertz.eoin. 


Hertz 

exactly. 


High-Tech  Travel 


The  Rules  of  the 
High-Tech  Road 

One  of  the  Internet's  best  attractions  is 
its  collection  of  on-line  "stores,"  which  are 
open  24  hours  a  day  and  boast  a  wide 
variety  of  merchandise  unavailable  at 
traditional  retail  outlets. 


Life  on  the  road  has 
changed  dramatically 
in  the  last  decade,  and 
the  catalyst  foi  change  has 
been  high-technology  tools 
such  as  laptop  computers 
and  wireless  telephones. 

Laptop  computers  have 
become  the  command  center 
for  traveling  business  execu- 
tives. The  machines  give  t 
peripatetic  executives  almost  s 
seamless  on-the-road  access  g 
to  their  E-mail,  their  office 
networks,  their  databases,  financial  news 
and  information  and  the  Internet.  Wire- 
less phones  make  it  possible  to  keep  in 
touch  with  home  and  office  anytime 
and  anyplace. 

"I've  gone  from  an  out-of-touch  lone 
wolf  to  Mr.  Always  Available  in  just  a 
few  years,"  says  Richard  Yellson,  sales 
manager  of  a  New  England  footwear 
manufacturer.  "My  office  could  never 
find  me  on  the  road  in  the  old  days. 
Now  I  shoot  them  E-mail  from  the  air- 
port, write  up  reports  on  the  plane  and 
have  my  cell  phone  glued  to  my  face 
whenever  I'm  driving  a  rental  car." 

Such  dramatic  change  in  how  execu- 
tives manage  their  lives  on  the  road  calls 
for  some  guidelines  for  managing  the 
technology  that  has  made  the  change 
possible.  Here  are  some  of  the  basic 
rules  of  the  high-tech  road. 


RULE  NO.  1:  Keep  Your  Gear 
in  Shape 

High-tech  tools  may  offer  unparalleled 
convenience  and  ground-breaking  func- 
tionality, but  they  require  a  lot  of  main- 
tenance, a  seemingly  endless  supply  of 
batteries  and  a  mind-boggling  array  of 
accessories.  Luckily,  there's  RadioShack, 
the  business  traveler's  omnipresent 
source  of  high-tech  paraphernalia.  With 
6,900  stores  nationwide,  there's  usually 
an  outlet  almost  anywhere  you  travel. 
The  shops  are  treasure  troves  of  elec- 
tronic gadgets,  computer  supplies,  tele- 
phone equipment  and  other  necessities. 
RadioShack  shops  also  specialize  in 
quick  electronic  repairs,  and  RadioShack 
is  the  nation's  largest  retailer  of  wireless 
telephones  and  related  equipment.  For 
more  information,  point  your  Web 
browser  to  www.radioshack.com. 


RULE  NO.  2:  Shop  the  Web 

One  of  the  Internet's  best  attractions 
is  its  collection  of  on-line  "stores,"  which 
are  open  24  hours  a  day,  seven  days  al 
week  and  boast  a  wide  variety  of  mer-J 
chandise  unavailable  at  traditional  retail! 
oudets.  This  is  especially  true  of  luggage,  J 
an  obsession  for  most  business  travelers.) 
Few  luggage  shops  carry  enough  variet 
to  suit  traveling  executives.  But 
Web  sites  maintained  by  Samsonitel 
(www.samsonite.com)  and  Andiamol 
(www.andiamoinc.com)  display  the! 
companies'  full  lines  of  bags,  complete! 
with  specifications,  measurements, 
details  and  photography! 
Shopping  for  luggage  hay 
never  been  so  easy. 

RULE  NO.  3:  Drive 
Down  Phone  Costs 

If  cell  phones  have  .  j 
drawback,   it's   the   cost! 
Prices  have  traditionall)! 
been  inflated  by  a  long  lisj 
of    airtime    fees,     long 
distance  charges  and  roam-l 
ing  surcharges.   But   th(J 
ground-breaking,     priceJ 
busting    AT&T    Digital 
One  Rate  plan  is  driving 
down  wireless  phone  costs.  The  Oml 
Rate  program  is  just  that:  a  universal 
per-minute  price  for  cellular  calls  regard 
less  of  where  you  are  in  the  U.S.  Ther 
are  no  roaming  or  long-distance  charges 
no  airtime  or  line  charges  and  ni| 
hidden  fees.  Call  anywhere  within  th 
U.S.  and  pay  per-minute  rates  as  low  a 
1 1  cents.  That  price  is  lower  than  man 
travelers  pay  for  traditional  telephon 
calls  —  and  it  is  certainly  cheaper  thai 
using  a  pay  phone  at  a  hotel  or  airport 
For  more  information,  point  your  Wei 
browser  to  www.att.com/wireless. 

RULE  NO.  4:  Get  Cash  From 
Your  Computer 

Well,  almost.  Traveling  executive 
who  need  cash  on  the  road  can  no^ 
access  the  Visa/PLUS  ATM  Locator  i 
the  Visa  Web  site  (www.visa.com).  Th 


1 


PRIORITIES 
ARE  SIMPLE 

THEY'RE 
YOURS 


A  clean  plane.  A  comfortable  seat.  On-time  arrivals. 

Getting  your  bags  back.  If  it's  important  to  you, 

it's  important  to  us.  For  reservations,  call 

your  travel  agent  or  Continental 

Airlines  at  1-800-523-FARE. 


www.flycontinental.com 


rlines 


Work  Hard. 
"  Fly  Right. 


High-Tech  Travel 


The  ground-breaking,  price-busting  AT&T 
Digital  One  Rate  plan  is  driving  down 
wireless  phone  costs. 


locator  pinpoints  ATMs  at  thousands  of 
locations  around  the  world  and  will 
even  display  maps  that  will  point  you  to 
the  exact  location  of  the  nearest  cash 
machine. 

RULE  NO.  5:  Never  Get  Lost  Again 
Technological  advances  in  satellite 
communications  and  mapping  software 
virtually  ensure  that  traveling  executives 
need  never  get  lost  again,  even  in  a 
strange  and  unfamiliar  city.  Hertz,  the 
nation's  leading  rental  car  company,  has 
two  systems  to  guide  business  travelers. 
The  company's  Enhanced  Computer- 
ized Driving  Directions  system  allows 


renters  to  plan  an  entire  trip  within  a 
local  geographic  area,  then  print  out 
turn-by-turn  directions.  The  touch- 
screen computers  will  be  available  at 
more  than  50  airport  locations  by  year 
end.  And  in  35  cities,  Hertz  equips  cars 
with  "NeverLost,"  an  advanced  in-car 
navigation  system.  Using  computer- 
generated  voice  prompts  and  visual- 
turn  icons  displayed  on  4-inch  video 
screens,  NeverLost  guides  renters  to  vir- 
tually any  destination  they  choose.  A 
combination  of  Global  Positioning 
Satellite  technology  and  dead-reckon- 
ing and  map-matching  systems  are  used 
to  ensure  that  NeverLost  guides  travel- 


ers along  the  most  efficient  route.  For. 
more  information,  point  your  Web 
browser  to  www.hertz.com. 


RULE  NO.  6:  Simplify 

The  one  down  side  of  high- technology 
tools  is  the  communications  chaos  it 
sometimes  causes.  Traveling  executives 
are  inundated  by  a  constant  stream  ol 
telephone  messages,  faxes,  pager  alerti 
and  E-mail,  all  from  different  sources 
But  a  software  product  called  JFa> 
(www.jfax.com)  does  a  remarkable  jot 
of  combining  message  sources  into  < 
single,  computerized  channel.  The  JFa>. 
system  allows  you  to  send  and  receive 
faxes  through  your  E-mail.  It  also  per 
mits  you  to  receive  voice-mail  message- 
as  E-mail  attachments.  Once  you  down: 
load  the  attachment,  you  can  replay  thr 
message  on  your  computer,  thus  elimii 
nating  the  need  to  call  in  and  checl. 
your  voice-mail  system. 
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FREQUENT  TRAVELER 
INSURANCE 

It's  pretty  scary  each  time  you  get  on  that  plane  and  part  with  your  poor,  defenseless  bags.  They  get 
dragged,  kicked,  crunched  and  thrashed.  Ifs  no  picnic.  What  you  want  is  Andiamo  luggage.  Andiamo 
is  the  insurance  you  need  for  peace  of  mind  no  matter  how  frequently  you  travel. 

With  our  big,  rugged  zippers,  steel-tube  handles  and  tough,  ballistic  Cordura®  nylon,  Andiamo  is  built 
to  face  the  harshest  handling.  In  fact,  luggage  repair  shops  recommend  us  over  all  competitors. 

So  let  'em  chuck  it  on  the  truck.  Cram  it  in  the  cargo.  Pile  big,  fat  bags  on  top  of  it.  Andiamo  can  take  it. 
Trip  after  trip  after  trip. 
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NDAMO 


800-759-9738 
www.andiamoinc.com 
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DROP   OUTS 

There  is  no  lifetime  membership  to  The  Forbes  400. 
These  people  didn't  make  the  cut  this  time  around. 


Died 

Berry,  John 
William 

Yellow  pages.  Dayton,  Ohio. 

Died  in  May  at  age  75. 
(see  Berry  family) 

Goizueta, 
Roberto 

Coca-Cola.  Atlanta. 

Coke  CEO  died  last  year  of 
lung  cancer  at  age  66. 
(see  Goizueta  family) 

Kelly,  William 

Kelly  Services. 
Fort  Lauderdale. 

Died  in  January  at  age  92 . 
Temp  placement  service  now 
run  by  son  Terence  Adderley 
(see). 

Lennon,  Fred 

Pipe  fittings. 
Hunting  Valley,  Ohio. 

Secretive  billionaire  died  in 
July  at  age  92. 

Whitney,  Betsey 
Roosevelt 

Inheritance.  Manhasset,  N.Y. 

Political,  social  doyenne  died 
in  March  at  age  89. 


Left  behind 

Bainum, 
Stewart  Jr. 

Health  care. 
Chevy  Chase,  Md. 

Still  worth  S400  million. 

Bainum, 
Stewart  Sr. 

Health  care. 
Silver  Spring,  Md. 
Shares  in  Manor  Care  worth 
nearly  S400  million. 

Behring,  Kenneth 

Real  estate. 
Blackhawk,  Calif. 
.  ar  Misses) 


Benson,  Craig 

Cabletron.  Rye,  N.H. 

Shares  in  Cabletron  down 
sharply. 

Binger,  Virginia 
McKnight 

3M.  Wayzata,  Minn. 

(see  Near  Misses) 

Bredin,  Octavia 
du  Pont 

Inheritance.  Greenville,  Del. 
Charitable  gi\ings  understated. 


Chan,  Ronnie 

Real  estate.  Hong  Kong. 

Asia  woes  deflated 
holdings. 

Checchi,  Alfred 

Investments.  Los  Angeles. 

Northwest  Airlines  stock 
grounded  by  labor  problems. 

Clark,  James  H. 

Netscape.  Woodside,  Calif. 

(see  Near  Misses) 

Dart,  William 

Dart  Container. 

Sarasota,  Fla. 

Net  worth  uncertain; 

holdings  locked  up  in  family 

squabble. 

Day,  Robert 
Addison 

Money  management. 
New  York  City. 
Value  of  firm  overstated 
last  year. 

Duke,  Jennifer 
Johnson 

Inheritance.  Jacksonville,  Fla. 
(see  Johnson  family) 

Egan,  Michael 

Alamo  Rent-A-Car. 
Fort  Lauderdale. 

Sold  to  Republic  Industries 
1996;  diose  shares  down 
since  last  year. 
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5ome.one  didn'-t 
p&u  ai-fen-fion 

during  iine 
^  di^-tilleru  -four. 

U)e  get  a  lot  of  visitors  to  our  historic 
distiller^.  And  one  of  the  -things  everw- 
bodw  aslcs  is  if  thew  can  dip  -their  ovo<r\ 
bo-ttle  of  Maker's  Mark,  in  oor  distinctive 
red  sealing  toax.  Hew,  good  idea. 

It's  a  lot  of  fun  -  Linda  like  dipping  Easter 
eggs.  So  u)eve  added  a  dipping  booth  to 
oor  gift  shop.   Nou)   folks  can   bow   a 
small  bo-ttle  of  Maker's  Mark., 
hand  dip  it  (yjst  like  u>e  do}  and 
sign  and  date  the  label  to 
commemorate  the  event. 
Needless  to  saw,  the  r\e.[X> 
booth's  a  big  hit. 

If  wood  like  to  visit 
o^c  qoaint  little  distiller^, 
the  onlw  one  that's  a 
National   Historic 
Landmark,  call  Donna 
at  (!>02)  &kt>-Z099.  &o+ 
a  toord  of  advice.  If 
woo  re  planning  to  dip 
wpor  ou>n  bottle,  don't 
let  woor  mind  u)ander 
mobile  woo  re  here. 


~\K°d\    CP^ui^.V^ 


Xr  u  e    art    is    timeless 


Persian  Ferahan  Sarouk,  (above)  13ft.  9in.  x  16ft.  8in.,  Immaculate!)  preserved  at  ISO  years  old. 
Kermanshah,  (above  right)  10ft.  -tin.  x  15ft.  5in.,  This  extremely  finely  woven  19th  century  piece 
demonstrates  the  pinnacle  of  Persian  Court  weaving. 


^:(agag^^^|Wtta^a^^:^ 


Q AREMONT  ^UG  COMPANY 


ANTIQUE     ART     CARPETS 

Serving  a  discriminating  international  clientele 
from  the  beautiful  San  Francisco  Bay  Area 

For  more  information  and  to  order 
a  catalog  ($10):  call  (800)  441-1332 

6087  Claremont  Avenue,  Oakland,  CA  94618   USA 


Jan  David  Winitz,  President  and 
Christine  Hunt  Winitz,  Vice  President 
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Drop   Outs 


I 


Fireman,  Paul 

Reebok.  Newton,  Mass. 

Reebok  shares  stumbling. 

Getty,  J.Paul  Jr. 

Inheritance.  London. 

Gave  up  U.S.  citizenship. 


Glazer,  Guilford 

Real  estate.  Beverly  Hills. 

(see  Near  Misses) 

Goergen,  Robert 

Candles.  Greenwich,  Conn. 

Value  in  Blyth  Industries 
stock  melting  faster  than 
the  market. 


Gottwald,  Bruee 

Ethyl  Corp.  Richmond,  Va. 

(see  Gottwald  family) 

Gottwald,  Floyd 

Ethyl  Corp.  Richmond,  Va. 

(see  Gottwald  family) 


Holden,  Ronald 

Seeds.  Williamsburg,  Iowa. 

Big  tax  bite  after  selling 
company  to  Monsanto. 

Hudson,  Harris 
Whitfield 

Republic  Industries. 
Fort  Lauderdale. 

Shares  in  Republic  down 
since  last  year. 


The  Nantucket  life 


Eleven  years  ago,  when  Alamo 
Rent-A-Car  tycoon  Michael 
Egan  bought  an  Inuit  (Eskimo) 
sculpture  of  a  dancing  bear,  he 
didn't  know  it  was  a  tribal  symbol  for  a 
joyous  and  happy  life . 

Today  the  dancing  bear  pops  up  every- 
where on  Westmoor  Farm,  Egan's  new 
Nantucket  estate.  A  mile  from  the  is- 
land's main  town,  the  60-acre  spread 
boasts  17  living  structures  with  a  total  of 
33  bedrooms,  34  bathrooms  and  21 
kitchens,  a  Field  of  Dreams  softball  dia- 
mond, livestock,  5  barns  and  a  full-time 
staff  of  16.  Cost:  about  S25  million. 

"I  wanted  a  place  where  my  2  boys 
could  run  around  and  have  fun,"  says  Egan.  That  should 
not  be  a  problem:  300,000  tons  of  dirt  were  cleared  from 
die  land  to  create  rolling  hills,  man-made  streams  and 
bridges  that  make  Westmoor  Farm  look  like  it's  been 
around  for  centuries. 


MICHAEL  EGAN  (top)  fell  off 
The  Forbes  400,  but  the 
water  will  be  calmer  on  his 
Chip  Webster-designed  estate. 


The  fact  that  Egan  was  able  to  build  a 
spread  like  Westmoor  on  Nantucket  is  it- 
self an  accomplishment,  as  any  fan  of  This 
Old  House  knows.  The  windswept  island's 
Flistoric  District  Commission  is  one  of 
the  strictest  in  the  nation.  Egan's  team  of 
architects  painstakingly  recreated  an  ide- 
alized New  England  village  complete 
with  fully  stocked  ponds,  all  conforming 
to  historic  guidelines. 

Society  designer  Chip  Webster  fash- 
ioned the  dining  room  in  the  Red  Barn 
(Westmoor  has  1 5  dining  rooms)  after  an 
Italian  \illa,  with  custom  stonework  and 
oak  timbers  that  support  a  cathedral  ceil- 
ing. Carved  in  one  beam  along  the  length 
of  the  room  is  a  passage  from  the  meal  of  the  angels  in  Mil- 
ton's "Paradise  Lost":  "Edunt  bibunt  et  in  societate  dulci 
potant  gaudium  immortalitatemque."  Translation:  "They 
eat,  they  drink,  and  in  communion  quaff  sweet  immortality 
and  joy. "  Pass  the  Pommard.  -Jay  Akasie 


■;2Si-®Sfci: 


410 


Forbes  400  ■  October  12,  19$ 


FROST 


SULLIVAN 


December  8-9,  1998 

Hotel  Nikko 

San  Francisco,  California 


Business  Development  Opportunities  in  Asia  Conference 

Dynamic  Strategies  for  Asian  Economic  Turbulence 


KEYNOTE 


Discover  how  current  Asian  crisis  creates 
extraordinary  long-term  potential 


e  President,  Eastman  Kodak  Company 

>  Ting,  Vice  President  and  Managing  Director, 
ographic  Operations,  Hewlett-Packard  Company 

Terry  de  Jonckheere,  Executive  Director, 

New  Markets  Development,  Ford  Motor  Company 


Joseph  L.  Palazzi,  Pre 
Fasco  Industries,  Inc. 


ENDORSED      BY 


I:  2 1 2.964.7000,  ext.  237    Fax:  2 1 2.6 1 9.083  I 
ternet:  www.frost.com  /conferences 


Key  Speakers  from: 

EASTMAN     KODAK     COMPANY 

FASCO     INDUSTRIES,    INC. 

FORD     MOTOR     COMPANY 

HEWLETT-PACKARD     COMPANY 

SI  N  A  N  ET 

TELSTRA     INC. 

CONSULATE     GENERAL     OF     CHINA 

CONSULATE     GENERAL     OF     INDIA 

CONSULATE     GENERAL     OF 
THE     PHILIPPINES 

A.T.     KEARNEY,    INC. 

BAIN    &     COMPANY 

INTERNATIONAL     STRATEGIC 
ALLIANCES,     INC. 

J.C.     INTERNATIONAL 

SUCCESS     STORIES:    JAPAN 

THE     FUTURES     GROUP 

ROWLAND     &    ASSOCIATES 


[ 


Drop   Outs 


J 


Johnson,  James 

Inheritance.  Pottersville,  N.J. 

(see  Johnson  family) 

Krasny,  Michael 

Mail-order  computer  sales. 
Vernon  Hills,  III. 

His  cdw  stock  off  since 
last  year. 

Krehbiel, 
Frederick 

Molex.  Hinsdale,  III. 

(see  brother, 
John  Krehbiel) 

McGlothlin, 
James 

Coal.  Bristol,  Tenn. 

Failed  to  keep  pace  with 
rising  minimum. 

Milstein,  Monroe 

Burlington  Coat  Factory. 
Burlington,  N.J. 

Coat  manufacturer's  stock 
down  slighdy  from  a  year  ago. 


Mitchell,  George 
Phydias 

Energy.  Houston. 

Mitchell  Energy  &  Develop- 
ment thinly  traded,  but  still 
depressed. 

Perdue,  Frank 

Chicken.  Salisbury,  Md. 

Tender  profit  margins 
slaughtered  last  year. 
But  Frank  might  be  back. 

Price,  David 

Golf  course  management. 
Santa  Monica,  Calif. 

Lost  half  of  for  time  after 
divorce  in  community- 
property  state. 

Schwartz, 
Theodore 

APAC  TeleServices.  Chicago. 

A  billionaire  two  years  ago, 
off  the  list  due  to  sinking 
APAC  stock. 


Sidhu,  Sanjiv  * 

Software.  Dallas,  Tex. 

His  \2  Technologies  stock 
down  nearly  half  in  past  year. 

Simmons, 
Richard 

Allegheny  Teledyne. 
Sewickley,  Pa. 

Stock  off  slighdy  since  last 
year. 

Smith,  0.  Bruton 

Speedway  Motorsports. 
Charlotte,  N.C. 

(see  Near  Misses) 

Stanley,  John 

Gas.  Houston. 

Investments  failed  to  keep 
pace. 

Trefler,  Alan 

Pegasystems. 
Chestnut  Hill,  Mass. 

Stock  down  by  half  in  past 
year. 


Tuchman, 
Kenneth 

TeleTech.  Denver. 

Shares  of  TeleTech  down 
since  last  year. 

Vinciarelli, 
Patrizio 

Vicor  Corp.  Boston. 

Vicor  stock  failed  to  keep 
pace. 

Wilson,  Gary 

Investments.  Los  Angeles. 

Net  worth  down  due  to 
turbulence  at  Northwest 
Airlines. 

Wold,  Elaine 
Johnson 

Inheritance. 
Boca  Raton,  Fla. 

(see  Johnson  family) 

Wynn,  Stephen 

Casinos.  Las  Vegas. 

Like  most  casino  stocks, 
Wynn's  Mirage  stock 
crapping  out. 
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Executive  Education 


perspective.  From  a  faCUlty  broad  enough  to  prOVlde  it. 


With  195  world-class 
faculty  members  in 
diverse  areas,  Wharton 
stands  at  the  center  of  one 
of  the  broadest,  deepest 
intellectual  environments  in  the 
universe.  Every  year,  Wharton 
Executive  Education  draws  on  this 
strength  to  deliver  more  than  200 
programs  to  more  than  9,000  executives 
worldwide  —  giving  you  the  power  to 
propel  your  organization  and  your  career  to 
new  levels. 


\C 


Winning  in  the  Next  Millennium: 
Strategies  for  Driving  Change 

December  13-16.  1998 
April  6-9,  1999 

Integrating  Finance  and  Marketing: 
A  Strategic  Framework 

February  21-26,  1999 


Mergers  and  Acquisitions 

January  10-15,  1999 
June  13-18,  1999 


Critical  Thinking: 

Real-World,  Real-Time  Decisions 

March  28-April  2,  1999 


Aresty  Institute  of  Executive  Education 
215.898.1776  or  800.255.EXEC  ext.  2240 
215.898.2064  fax  (attn.  dept.  2240) 
http://wh-execed.wharton.upenn.edu/2240.cfm 


Wharton 


Executive  Education 


The  Wharton  School 
University  of  Pennsylvania 


N 

=[[by  name] 


NAME 


Abele,  John  E. 
Abramson,  Leonard 
Adams,  Richard  L. 
Adderley,  Terence  E.  * 
Adelson,  Sheldon 
Alfond  family 
Allen,  Herbert  A.  Jr. 
Allen,  Paul  Gardner 
Anderson,  John  Edward 
Annenberg,  Walter  Hubert 
Anschutz,  Philip  F. 
Anselmo,  Mary 
Ansin,  Edmund  Newton 
Anthony,  Barbara  Cox 
Arison,  Micky 
Arrillaga,  John 


B 


Bacardi  family 
Bainum,  Stewart  Jr.  ■ 
Bainum,  Stewart  Sr.  ■ 
Ballmer,  Steven  Anthony 
Barbey  family 
Bartmann,  Kathryn  A. 
Bartmann,  William  R. 
Bass,  Anne  Hendricks 
Bass,  Edward  Perry 
Bass,  Lee  Marshall 
Bass,  Perry  Richardson 
Bass,  Robert  Muse 
Bass,  Sid  Richardson 
Batten,  Frank 
Bechtel,  Riley  P. 
Bechtel,  Stephen  Davison  Jr. 
Behring,  Kenneth  Eugene  »t 
Bennett,  William  Gordon 
Benson,  Craig  Robert  ■ 
Berg,  Carl  Edwin  * 
Berry  family 
Berry,  John  William  Sr.  ■ 
Bezos,  Jeffrey  P.  * 
Binger,  Virginia  Mcknight  if 
Birck,  Michael 
Blank,  Arthur 
Blaustein  family 
Bloomberg,  Michael  Rubens 
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206  Boston,  Massachusetts 

312  Jupiter,  Florida 

310  Fairfax,  Virginia 

348  Detroit,  Michigan 

332  Boston,  Massachusetts 

362  Maine 

248  New  York,  New  York 

172  Mercer  Island,  Washington 

325  Bel  Air,  California 

184  Wynnewood,  Pennsylvania 

180  Denver,  Colorado 

268  Greenwich,  Connecticut 

330  Miami  Beach,  Florida 

179  Honolulu,  Hawaii 

188  Bal  Harbour,  Florida 

270  Palo  Alto,  California 


362  Puerto  Rico;  Miami 

406  Chevy  Chase,  Maryland 

406  Silver  Spring,  Maryland 

178  Bellevue,  Washington 

362  California  et  al. 

312  Tulsa,  Oklahoma 

312  Tulsa,  Oklahoma 

337  Fort  Worth,  Texas 

190  Fort  Worth,  Texas 

190  Fort  Worth,  Texas 

190  Fort  Worth,  Texas 

204  Fort  Worth,  Texas 

190  Fort  Worth,  Texas 

260  Virginia  Beach,  Virginia 

248  San  Francisco,  California 

248  San  Francisco,  California 

382  Blackhawk,  California 

330  Las  Vegas,  Nevada 

406  Rye,  New  Hampshire 

290  Atherton,  California 

362  Dayton,  Ohio 

406  Dayton,  Ohio 

244  Seattle,  Washington 

384  Wayzata,  Minnesota 

282  Hinsdale,  Illinois 

232  Atlanta,  Georgia 

362  Baltimore,  Maryland 

294  New  York,  New  York 


AGE       WORTH  PRIMARY  SOURCE 

(SMIL) 


60  2,400  Medical  devices 
65  740  U.S.  Healthcare 
41  750  Uunet 

65  570  Kelly  Services 

65  600  Trade  shows,  gambling 

1,600  Dexter  Shoe 

58  1,500  Stock  market 

45  22,000  Microsoft  Corp. 

81  650  Beverage  distribution 

90  4,200  Publishing 

58  6,200  Oil,  railroads,  telecommunications 

69  1,100  PanAmSat  Corp. 

62  600  Television 

75  7,100  Inheritance  (Cox  Enterprises) 

49  3,500  Carnival  Cruise  Lines 

61  1,100  Real  estate 


•New  entry.      0  Returnee.     ■  Droi.   ot.     tNear  miss. 
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2,000 

Liquor 

Manor  Care,  Inc. 

Manor  Care,  Inc. 

42 

12,000 

Microsoft  Corp. 

1,000 

Textiles,  apparel 

48 

700 

Debt  collection 

48 

700 

Debt  collection 

57 

560 

Divorce 

53 

1,100 

Oil,  investments 

42 

3,300 

Oil,  investments 

83 

1,300 

Oil,  investments 

50 

2,500 

Oil,  investments 

55 

2,900 

Oil,  investments 

71 

1,200 

Media 

46 

1,500 

Engineering,  construction 

73 

1,500 

Engineering,  construction 

70 

495 

Real  estate 

73 

600 

Gambling 
Cabletron  Systems 

61 

900 

Real  estate,  investments 

1,000 

Yellow  pages 
Yellow  pages 

34 

1,600 

Amazon.com 

82 

450 

3M 

60 

930 

Tellabs  Inc. 

56 

970 

Home  Depot 

1,800 

Amoco 

56 

2,000 

_„,_„ 
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ADVERTISEMENT 


he  Digital  Experiente 


JVC  CYBERCAM  DIGITAL  VIDEO 

:  ooiability.  performance  and  go-any-where  conve- 
atest  addition  to  JVC's  CyberCam  sets  new  standards 
and  offers  fresh  opportunities  for  enioymg  digital  video  to  the 

■  Super  lightweight  -  weighs  only  11b  (440g)  "High-resolu- 
tion 2  5"  color  LCD  monitor  (180,000-pixel  polycrystallme  TFT  active 

■  <  optical  zoom  and  100x  digital  zoom  with  spline  inter- 
polation "Triangle  microphone  and  PCM  digital  stereo  audio 

■  'ermmal  (i   Link,  IEEE  1394  compliant)  for  digital 

•^rs  "Rugged  die-cast  magnesium  and  carbon-fiber  reinforced 
plastic  body  "Operates  for  up  to  9  hours  (with  optional  batteries) 
For  more  information  call  (800)  252-5722 


SONYFD  TRINITRON  WEGA  FLAT  SCREEN  TV 

For  decades,  many  have  tried    But  someone  had  to  be  the 
first  to  make  a  television  tube  with  a  visually  flat  screen. 
That  someone  was  Sony    Introducing  the  new  FD  Trinitron 
Wega.  The  FD  Trinitron  picture  tube  is  flat-out  better, 
whether  you're  watching  the  analog  television  of  today  -  or 
the  digital  television  of  tomorrow.  You'll  experience  out- 
standing picture  clarity  and  detail.   Pinpoint  corner-to-corner 
focusing.   Minimal  glare.  And  accurate  image  reproduction. 
The  FD  Trinitron  Wega  is  the  television  most  prepared  for 
the  digital  age  -  from  the  company  most  qualified  to  build  it. 


THE  BIGGEST  MOVIES. 
THE  BIGGER  PICTURE. 

When  it  comes  to  big-time  entertain- 
ment, real  movie  fans  want  it  all. 
Fortunately,  with  Widescreen  Series 
videos  from  Twentieth  Century  Fox 
Home  Entertainment,  that's  |ust 
what  fans  get.   All  the  action,  all  the 
drama,  every  inch  of  every  scene... 
just  as  they  were  meant  to  be 
viewed.   Each  film's  original  screen 
composition  can  be  seen  in  all  its  the- 
atrical splendor, 
and  digital  mas- 
tering by  THX 
provides  unsur- 
passed sound 
and  picture 
quality.  Check 
out  the 
Widescreen 
Series  from 
Fox,  and  see 
what  you've 
been  missing. 


DTS  DIGITAL  SURROUND 
TECHNOLOGY 

DTS  is  a  digital 
audio  system 
that  was  intro- 
duced in  1993 
with  the  release 
of  Steven 
Spielberg's 
Jurassic  Park,  changing  the  movie-going 
experience  forever.   Today  the  company 
remains  a  leader  in  feature  film  audio,  with 
nearly  15,000  installations  worldwide    DTS 
Consumer  Products  licenses  its  technology 
to  hardware  and  software  manufacturers  to 
create  Digital  Surround*  products  for  the 
home  market.   The  technology  transforms 
recordings  on  CD's,  laserdiscs  or  DVDs  into 
lifelike  presentations,  by  delivering  the  total 
sonic  clarity,  dynamic  range,  and  5.1 -chan- 
nel separation  of  the  original  masters.   DTS 
is  a  product  of  Digital  Theater  Systems,  Inc. 
of  Agoura  Hills,  CA.   For  more  information, 
'visit  www.dtsonlme.com. 


PIONEER'S  10-BIT  VIDEO  REFERENCE  DVD 

Pioneer's  newest  reference  quality  DVD 
player  is  the  affordable  DV-414.  Designed 
for  performance,  the  DV-414  comes  with 
all  of  the  features  a  home  theater  enthusi- 
ast looks  for.  To  provide  the  highest  quality 
picture,  the  DV-414  uses  a  1 0-Bit  video 
processor  and  has  component  video  out- 
puts. The  DV-414  also  plays  96Khz  24-Bit 

DVDs,  DTS  encoded  DVDs  and  compact  discs.  You  get  all  of  this  for  about  the  price 
of  a  VCR.  For  more  information  call:  1-800-421-1404 


MITSUBISHI  PLUGS  INTO  THE 
DIGITAL  TV  REVOLUTION 

The  world's  leader  in  digital  television  introduces  the 
fullest,  most  flexible  line-up  of  upgradeable  television 
systems  ever  built.  With  a  choice  of  standard  (4:3)  or 
widescreen  (16:9),  we  offer  the  model  for  every  home 
theater  budget.    Mitsubishi's  HD-1080  Series  televi- 
sions, when  coupled  with  the  HD-1080  receiver,  offer 
uncompromising  True  HDTV™  performance.   Visit  your 
nearest  Mitsubishi  dealer  for  a  demonstration.  You 
have  to  see  it  to  believe  it. 


ww.  dealerscope.  com 


DEALERSCOPE 

CONSUMER  ELECTRONICS  MARKETPLACE 


Index  by  name         l 


NAME 


Booth,  Franklin  Otis  Jr.  • 

Bose,  Amar  Gopal 

Boudjakdji,  Millicent  V. 

Bredin,  Octavia  Mary  du  Pont 

Bren,  Donald  L. 

Broad,  Eli 

Bronfman,  Edgar  M.  Sr. 

Brown  family 

Buffett,  Susan  Thompson 

Buffett,  Warren  Edward 

Burkle,  Ronald  • 

Busch  family 

Butler,  Sarah  Turner 

Butt,  Charles  C. 
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260  Los  Angeles,  California 

344  Wayland,  Massachusetts 

242  Los  Angeles,  California 

406  Greenville,  Delaware 

196  Newport  Beach,  California 

200  Los  Angeles,  California 

198  New  York,  New  York 

362  Louisville,  Kentucky 

226  San  Francisco,  California 

168  Omaha,  Nebraska 

276  Beverly  Hills,  California 

364  St.  Louis,  Missouri 

303  Columbus,  Georgia 

264  San  Antonio,  Texas 


GE 

WORTH 

PRIMARY  SOURCE 

(SMIL) 

1 

75 

1.200 

Berkshire  Hathaway 

68 

\       550 

Sound  systems 

58 

800 

Inheritance 

Inheritance  (Du  Pont  Co.) 

66 

2,900 

Real  estate 

65 

2,700 

Home  building 

69 

2,800 

Seagram  Co. 

0 

2,900 

Brown-Forman  Corp. 

66 

2.300 

Inheritance  (Berkshire  Hathaway) 

68 

29,400 

Berkshire  Hathaway 

45 

1.000 

Supermarkets 

0 

2.000 

Anheuser-Busch 

78 

815 

Inheritance  (Coca-Cola) 

60 

1,200 

Grocery  stores 

Campbell  family 
Carell,  Monroe  J. 
Cargill,  James  R. 
Cargill,  Margaret  Anne 
Carlson,  Curtis  Leroy 
Carsey,  Marcy  *- 
Chace,  Malcolm  Green  III 
Chambers,  Anne  Cox 
Chan,  Ronnie  ■ 
Chandler  family 
Checchi,  Alfred  A.  ■ 
Chernick.  Aubrey 
Clark,  James  H.  «t 
Clayton,  James  Lee 
Colket,  Tristram  C. 
Collier  family 
Comer,  Gary  Campbell 
Conned,  Grover 
Connell,  William 
Cook,  Jane  Bancroft  0 
Cook,  William  Alfred 
Cooke,  Phoebe  Hearst 
Coors  family 
Copley,  Helen  Kinney 
Corn,  Elizabeth  Turner 
Crown,  Lester 


Daniels,  Bill  0 

Darden,  Constance  du  Pont 

Dart,  William  A.  ■ 

Davenport,  Elizabeth  Lupton 

Davidson,  William  Morse 

Davis,  Marvin  H. 

Davis  family 

Day,  Robert  Addison  ■ 

Dayton  family 

De  Young  family 

DeBartolo,  Edward  John  Jr. 

Dedman,  Robert  Henry 

Dell,  Michael 


•New  entry.      0  Returnee.     ■  Dropout. 


364 
288 
298 
298 
2d6 
328 
285 
179 
406 
364 
406 
325 
384 
350 
192 
365 
349 
360 
330 
325 
268 
242 
365 
306 
303 
198 


326 
352 
406 
312 
234 
200 
368 
406 
368 
370 
300 
262 
177 


Hawaii 

Nashville,  Tennessee  67 

Minneapolis,  Minnesota  74 

La  Jolla,  California  78 

Long  Lake,  Minnesota  84 

Los  Angeles,  California  52 

Providence,  Rhode  Island  63 

Atlanta,  Georgia  78 

Hong  Kong 

Los  Angeles,  California 

Beverly  Hills.  California 

Los  Angeles.  California  49 

Woodside,  California  54 

Knoxville,  Tennessee  64 

Paoli,  Pennsylvania  60 

Naples,  Florida 

Chicago,  Illinois  69 

Westfield,  New  Jersey  80 

Swampscott,  Massachusetts  60 

Cohasset,  Massachusetts  86 

Bloomington,  Indiana  67 

San  Francisco,  California  71 

Golden,  Colorado 

La  Jolla,  California  75 

Columbus,  Georgia  72 

Wilmette.  Illinois  73 


Denver,  Colorado  78 

Norfolk,  Virginia  94 

Sarasota,  Rorida 

Lookout  Mountain.  Tennessee  65 

Bloomfield  Hills,  Michigan  75 

Beverly  Hills,  California  73 

Jacksonville,  Florida 
New  York,  New  York 
Minneapolis,  Minnesota 
San  Francisco,  California 
Youngstown,  Ohio  51 

Dallas.  Texas  72 

Austin,  Texas  33 


1,700 
900 
840 
840 

1,700 
600 
910 

7.100 

2,800 

640 
435 
530 
725 

1,600 
530 
500 
600 
625 

1,100 
800 

1,000 
775 
815 

2,800 


610 
525 


Land,  investments 

Central  Parking 

Inheritance  (Cargill,  Inc.) 

Inheritance  (Cargill,  Inc.) 

Trading  stamps,  hotels 

Television 

Inheritance 

Inheritance  (Cox  Enterprises) 

Real  estate 

Times  Mirror  Co. 

Investments 

Software 

Netscape 

Mobile  homes 

Inheritance  (Campbell  Soup) 

Real  estate 

Lands'  End 

Equipment  leasing,  rice 

Scrap  metal 

Inheritance  (Dow  Jones) 

Catheters 

Inheritance 

Beer 

Media 

Inheritance  (Coca-Cola) 

Conglomerateur 


::!: 


Cable  TV 

Inheritance  (Du  Pont  Co.) 

Dart  Container 


416 


>              725 

Inheritance  (Coca-Cola  bottling) 

>          1.800 

Guardian  Industries  Corp. 

1          2,700 

Oil,  real  estate 

2,700 

Winn-Dixie  Stores 

Money  management 

1.300 

Retailing 

1.500 

Publishing 

830 

Shopping  centers 

!          1,200 

Country  clubs 

!          1.300 

Dell  Computer  Corp. 

Forbes  400  ■  October  12,  M 

Where  angels 

and 
entrepreneurs 


click. 
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It's  a  little  piece  of  paradise 
the  Internet. 
Its  called  SourceCapital 
fetwork.  And  it's  a  very 
vilized  place  for  entre- 
reneurs  with  promis- 
lg  businesses  to  meet 
igel  investors  looking 
>r  promising  projects. 
As  an  entrepreneur, 
du'11  be  able  to  make 
e  presentation — 
ing  pictures,  voices, 
deo — and  have  it 
en  by  scores  of 
rtified 


investors  who  have  paid  for  the 
privilege  of  reviewing  it  and 
meeting  you. 

As  an  investor,  you'll 
save  time  by  pre-selecting 
only  those  categories  of 
projects  you're  interest- 
ed in.  When  you  find  a 
project  you  like,  you 
simply  contact  the 
entrepreneur  directly. 
And  to  think  it  all 
starts  with  the  click  of 
a  mouse. 
For  more  information,  e-mail 
angel_5802@sourcecapitalnet.com. 
Or  call  us  toll-free  at  1-877-424-7100, 
ext.  5802. 


SourceCapital 


NETWORK 


www.sourcecapitalnet.com 
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PAGE 


DeVos,  Richard  M. 
Diller,  Barry  t 
Disney,  Roy  Edward 
Dolan,  Charles  Francis 
Donnelley  family 
Dorrance,  Bennett 
Douglas,  Jean  W. 
Drexler,  Millard  S.  • 
Druckenmiller,  Stanley 


246 
384 
290 
236 
370 
192 
332 
326 
296 

Du  Pont  (Pierre  Samuel  II  Heirs)  family   370 
Du  Pont,  Irenee  Jr.  350 

Duffield,  David  A.  230 

Duke,  Jennifer  Johnson  ■  406 

Durst  family  371 


RESIDENCE 


Ada,  Michigan 
New  York,  New  York 
Los  Angeles,  California 
Oyster  Bay,  New  York 
Chicago,  Illinois 
Paradise  Valley,  Arizona 
Washington,  D.C. 
San  Francisco,  California 
New  York,  New  York 
Delaware,  Virginia 
Montchanin,  Delaware 
Danville,  California 
Jacksonville,  Florida 
New  York  City  area 


AGE 

WORTH 
(SMIL) 

72 
56 

1,500 
\      425 

68 

900 

72 

51 
78 

1,700 

1,400 

2,700 

590 

54 

615 

45 

850 

78 

13,000 
525 

58 

1,900 

1,200 


PRIMARY  SOURCE 


Amway 

Television 

Walt  Disney  Co. 

Cable  TV 

R.R.  Donnelley  &  Sons 

Inheritance  (Campbell  Soup) 

Pioneer  Hi-Bred  International 

The  Gap 

Money  management 

Inheritance  (Du  Pont  Co.) 

Inheritance  (Du  Pont  Co.) 

PeopleSoft  Inc. 

Inheritance  (Johnson  &  Johnson) 

Real  estate 


Earhart,  Anne  Catherine  Getty 
Ebbers,  Bernard  J.  • 
Edson,  John  Orin 
Egan,  Michael  S.  ■ 
Egan,  Richard  J. 
Eisner,  Michael  D. 
Ellison,  Lawrence  Joseph 
Emmerson,  Archie  Aldis  (Red) 
Ergen,  Charles 


316 

Laguna  Beach,  California 

46 

700 

Inheritance  (oil) 

316 

Jackson,  Mississippi 

57 

690 

WorldCom  Inc. 

288 

Seattle,  Washington 

66 

900 

Manufacturing 

406 

Fort  Lauderdale,  Florida 

Alamo  Rent  A  Car 

292 

Hopkinton,  Massachusetts 

62 

870 

EMC  Corp. 

312 

Los  Angeles,  California 

56 

710 

Walt  Disney  Co. 

182 

Atherton,  California 

54 

4,900 

Oracle  Corp. 

268 

Redding,  California 

69 

1,100 

Sierra  Pacific  Industries 

334 

Denver,  Colorado 

45 

570 

Satellite  television 

Farmer,  Richard  T. 
Feld,  Kenneth 
Field,  Frederick  Woodruff 
Filo,  David  • 
Fireman,  Paul  Barry  ■ 
Fisher  family 
Fisher,  Donald  George 
Fisher,  Doris  Feigenbaum 
Fisher,  John  J. 
Fisher,  Max  Martin 
Fisher,  Robert  J. 
Fisher,  William  F. 
Flatley,  Thomas  John 
Flinn,  Lawrence  Jr. 
Ford,  Josephine  F. 
Ford,  William  Clay 
Forstmann,  Theodore  * 
Fribourg,  Michel 
Frist,  Thomas  F.  Jr. 

Gallo,  Ernest 
Galvln,  Robert  William 
Gates,  Charles  Casslus  Jr. 
Gates,  William  H.  Ill 
Gaylord,  Edward  Lewis 
Geballe,  Frances  Koshland 
Geffen,  David 
George,  Marl  Hulman 


254 

Cincinnati,  Ohio 

64 

1,300 

Cintas  Corp. 

320 

Potomac,  Maryland 

49 

650 

Circus 

262 

Beverly  Hills,  California 

46 

1,200 

Media 

314 

Mountain  View,  California 

32 

840 

Yahoo!  Inc. 

410 

Newton,  Massachusetts 

Reebok 

371 

New  York,  New  York 

1,300 

Real  estate 

208 

San  Francisco,  California 

70 

2,400 

The  Gap 

208 

San  Francisco,  California 

67 

2,300 

The  Gap 

208 

San  Francisco,  California 

37 

1,000 

Inheritance  (The  Gap) 

314 

Franklin,  Michigan 

90 

700 

Oil,  investments 

208 

San  Francisco,  California 

44 

760 

Inheritance  (The  Gap) 

208 

San  Francisco,  California 

4J 

810 

Inheritance  (The  Gap) 

280 

Milton,  Massachusetts 

66 

975 

Real  estate 

288 

Greenwich,  Connecticut 

62 

900 

United  Video  Satellite  Group 

268 

Grosse  Pointe  Farms,  Michigan 

75 

760 

Inheritance  (Ford  Motor  Co.) 

268 

Grosse  Pointe  Shores,  Michigan 

73 

1,100 

Inheritance  (Ford  Motor  Co.) 

352 

New  York,  New  York 

58 

525 

Leveraged  buyouts 

236 

New  York,  New  York 

85 

1,700 

Grain  trading 

325 

Nashville,  Tennessee 

60 

650 

Columbia/HCA  Healthcare 

•  New  entry.      0  Returnee.     ■  Dropi 


358 

Modesto,  California 

89 

500 

Wine 

280 

Barrington  Hills,  Illinois 

76 

975 

Motorola,  Inc. 

264 

Denver,  Colorado 

77 

1,200 

Gates  Corp. 

166 

Bellevue,  Washington 

42 

58,400 

Microsoft  Corp. 

272 

Oklahoma  City.  Oklahoma 

79 

1,100 

Media 

228 

San  Francisco,  California 

77 

820 

Inheritance  (Levi  Strauss) 

204 

Malibu,  California 

55 

2,500 

Music 

360 

Indianapolis,  Indiana 

63 

500 

Indianapolis  500,  banking 

miss. 

418 
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Gerry,  Alan 

254 

Liberty,  New  York 

69 

1,300 

Cable  TV 

Getty.  Caroline  Marie 

316 

San  Francisco,  California 

41 

700 

Inheritance  (oil) 

Getty,  Gordon  Peter 

230 

San  Francisco,  California 

62 

2,000 

Inheritance  (oil) 

Getty,  J.  Paul  Jr.  ■ 

410 

London,  England 

Inheritance  (oil) 

Giazer,  Guilford  «t 

382 

Beverly  Hills,  California 

77 

475 

Real  estate 

Goergen,  Robert  B.  ■ 

410 

Greenwich,  Connecticut 

Candles 

Goizueta  family 

371 

Atlanta,  Georgia 

1,200 

Coca-Cola 

Goizueta,  Roberto  Crispulo  ■ 

406 

Atlanta,  Georgia 

Coca-Cola 

Goldman,  Richard  N. 

252 

San  Francisco,  California 

78 

1,400 

Inheritance  (Levi  Strauss) 

Goldsbury.  Christopher 

278 

San  Antonio,  Texas 

54 

1,000 

Salsa 

Golisano.  B.  Thomas 

306 

Rochester,  New  York 

56 

800 

Paychex,  Inc. 

Gonda,  Leslie  L. 

274 

Beverly  Hills,  California 

79 

960 

International  Lease  Finance  Co. 

Gonda.  Louis  L. 

274 

Beverly  Hills,  California 

50 

1,100 

International  Lease  Finance  Co. 

Goodnight,  James 

196 

Cary,  North  Carolina 

55 

3,000 

Software 

Gore  family 

371 

Newark,  Delaware 

1,400 

Gore-Tex 

Gottwald,  Bruce  Cobb  ■ 

410 

Richmond,  Virginia 

Ethyl  Corp. 

Gottwald,  Floyd  Dewey  Jr.  ■ 

410 

Richmond,  Virginia 

Ethyl  Corp. 

Gottwald  family 

372 

Richmond,  Virginia 

1,000 

Ethyl  Corp. 

Graham  family 

372 

Washington,  D.C. 

1,200 

Washington  Post  Co. 

Green,  Holcombe,  T.  Jr.  * 

342 

Atlanta,  Georgia 

59 

640 

WestPoint  Stevens 

Green,  Joshua  III 

306 

Seattle,  Washington 

62 

760 

Inheritance  (banking) 

Green,  Pincus 

280 

Meggen,  Switzerland 

63 

925 

Commodities  trader 

Greenberg,  Maurice  Raymond 

226 

New  York,  New  York 

73 

2,200 

American  International  Group 

Gund  family 

374 

Cleveland  origin 

1,600 

Inheritance  (Sanka,  banking) 

jH 

Haas,  Evelyn  Danzig 

228 

San  Francisco,  California 

81 

810 

Inheritance  (Levi  Strauss) 

Haas,  John  Charles 

285 

Villanova,  Pennsylvania 

80 

920 

Rohm  &  Haas 

Haas,  Josephine  B. 

228 

San  Francisco,  California 

84 

820 

Inheritance  (Levi  Strauss) 

Haas,  Margaret  E. 

228 

San  Francisco,  California 

43 

540 

Inheritance  (Levi  Strauss) 

Haas,  Peter  E.  Jr. 

226 

San  Francisco,  California 

50 

875 

Inheritance  (Levi  Strauss) 

Haas,  Peter  E.  Sr. 

226 

San  Francisco,  California 

79 

2,200 

Inheritance  (Levi  Strauss) 

Haas,  Robert  Douglas 

228 

San  Francisco,  California 

56 

780 

Inheritance  (Levi  Strauss) 

Hall,  Donald  Joyce 

244 

Mission  Hills,  Kansas 

70 

1,600 

Inheritance  (Hallmark  Cards) 

Hamilton,  Dorrance  Hill 

192 

Wayne,  Pennsylvania 

70 

2,000 

Inheritance  (Campbell  Soup) 

Herbert,  Marguerite 

272 

Birmingham,  Alabama 

75 

1,100 

Inheritance  (construction) 

Hardesty,  Floyd  Roger 

361 

Tulsa,  Oklahoma 

60 

500 

Construction 

Hascoe,  Norman 

318 

Greenwich,  Connecticut 

69 

675 

Investments 

Haworth,  Richard  * 

322 

Holland,  Michigan 

56 

650 

Haworth  Inc. 

Hearst,  Austin 

242 

New  York,  New  York 

46 

800 

Inheritance 

Hearst,  David  Whitmire  Jr. 

242 

Los  Angeles,  California 

53 

800 

Inheritance 

Hearst,  George  Randolph  Jr. 

242 

Los  Angeles,  California 

71 

800 

Inheritance 

Hearst,  Randolph  Apperson 

242 

New  York,  New  York 

82 

1,600 

Inheritance 

Hearst,  William  Randolph  III 

242 

San  Francisco,  California 

49 

900 

Inheritance 

Heinz,  Teresa  F. 

318 

Fox  Chapel,  Pennsylvania 

60 

675 

Inheritance  (H.J.  Heinz  Co.) 

Helmsley,  Leona 

232 

Greenwich,  Connecticut 

78 

1,800 

Real  estate,  hotels 

Herb,  Marvin  J. 

310 

Chicago,  Illinois 

61 

750 

Coca-Cola  bottler 

Hess,  Leon 

312 

Deal,  New  Jersey 

84 

720 

Amerada  Hess 

Hewlett,  William  Redington 

190 

Portola  Valley,  California 

85 

3,200 

Hewlett-Packard 

Heyman,  Samuel  J. 

303 

New  York,  New  York 

59 

800 

GAF  Corp 

Hicks,  Thomas  0.  * 

344 

Dallas,  Texas 

52 

550 

Leveraged  buyouts 

Hilbert,  Stephen  C.  t 

384 

Carmel,  Indiana 

52 

445 

Conseco 

Hillenbrand  family 

374 

Batesville,  Indiana 

2,200 

Caskets,  hospital  beds 

Hillman,  Henry  Lea 

194 

Pittsburgh,  Pennsylvania 

79 

3,000 

Industrialist 

Hilton,  William  Barron 
Hixon  family 

359 

Holmby  Hills,  California 

70 

500 

Hotels 

374 

Pasadena,  California 

1,100 

Connectors 

Holden,  Ronald  "t 

382 

Williamsburg,  Iowa 

53 

460 

Seeds 

Holding,  Robert  Earl 

300 

Salt  Lake  City,  Utah 

71 

830 

Gas  stations,  real  estate,  refining 

♦New  entry.      0  Returnee.     ■  Dropout 

tNear  miss. 
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RESIDENCE 


AGE      WORTH 
($MIL) 


PRIMARY  SOURCE 


Honickman,  Harold  304 

Hostetter,  Amos  Barr  Jr.  204 

Hubbard,  Stanley  Stub  302 

Hudson,  Harris  Whitfield  ■  410 

Hughes,  Bradley  Wayne  272 

Hughes  family  374 

Huizenga,  Harry  Wayne  230 

Hunt,  Caroline  Rose  326 

Hunt,  Ray  Lee  228 

Huntsman,  Jon  Meade  190 


Philadelphia,  Pennsylvania  65  800 

Boston,  Massachusetts  61    '  •    2,500 

St.  Mary's  Point,  Minnesota  65  825 
Fort  Lauderdale,  Florida 

Glendale,  California  65  1,100 

California;  Nevada  1,000 

Fort  Lauderdale,  Florida  59  1,800 

Dallas,  Texas  75  610 

Dallas,  Texas  55  2,100 

Salt  Lake  City,  Utah  61  3,200 


Beverage  distribution 

Continental  Cablevision 

Broadcasting 

Garbage 

Public  Storage  Inc. 

Hughes  Aircraft 

Garbage,  videos,  automobiles 

Inheritance  (oil) 

Oil  and  gas 

Plastics,  chemicals 


i"  :; 


Icahn,  Carl  Celian 

Hitch,  Michael 

Ingram,  Martha  Robinson  Rivers 


200 

New  York,  New  York 

62 

2,600 

Finance 

359 

Detroit,  Michigan 

69 

600 

Pizza 

182 

Nashville,  Tennessee 

63 

4,700 

Inheritance 

l:T/i; 

v. 


Jamail,  Joseph  Dahr  Jr. 
Jannard,  Jim 
Jenkins  family 
Jobs,  Steven  Paul 
Johnson  (Seward)  family 
Johnson,  Abigail 
Johnson,  Barbara  Piasecka 
Johnson,  Charles  Bartlett 
Johnson,  Edward  Crosby  III 
Johnson,  James  Loring  ■ 
Johnson,  Rupert  Jr. 
Johnson,  Samuel  Curtis 
Johnston,  Summerfield  K.  Jr. 
Jones,  Jerral  W.  0 
Jordan  family 
Joseph,  George 


270  Houston,  Texas 

276  San  Juan  Islands,  Washington 

374  Lakeland,  Florida 

276  Palo  Alto,  California 

374  Florida;  New  Jersey 

184  Boston,  Massachusetts 

238  Princeton,  New  Jersey 

244  Hillsborough,  California 

184  Boston,  Massachusetts 

412  Pottersville,  New  Jersey 

244  Hillsborough,  California 

188  Racine,  Wisconsin 

312  Chattanooga,  Tennessee 

328  Dallas,  Texas 

374  Washington,  D.C. 

306  Los  Angeles,  California 


K 


Kaiser,  George  B. 
Karmanos,  Peter  Jr.  • 
Katzenberg,  Jeffrey  • 
Keinath,  Pauline  Macmillan 
Kellogg,  William  S.  • 
Kelly,  William  Russell  ■ 
Kerkorian,  Kirk 
Kim,  Jeong  H.  • 
Kimmel,  Sidney 
Kluge,  John  Werner 
Knight,  Philip  H. 
Koch,  Charles  De  Ganahl 
Koch,  David  Hamilton 
Koch,  Frederick  Robinson 
Koch,  William  Ingraham 
Kohlberg,  Jerome  Spiegel  Jr. 
Koshland,  Daniel  E.  Jr. 
Kovner,  Bruce 
Krasny,  Michael  ■ 
Kravis,  Henry  R. 
Krehbiel,  Frederick  A.  ■ 

•New  entry.      0  Returnee.     ■  Dropou' 


254 

Tulsa,  Oklahoma 

331 

Detroit,  Michigan 

324 

Los  Angeles,  California 

298 

St.  Louis,  Missouri 

346 

Oconomowoc.  Wisconsin 

406 

Fort  Lauderdale.  Florida 

182 

Las  Vegas,  Nevada 

334 

Potomac,  Maryland 

302 

Philadelphia,  Pennsylvania 

179 

Charlottesville,  Virginia 

227 

Portland,  Oregon 

194 

Wichita.  Kansas 

194 

New  York,  New  York 

320 

London,  England 

322 

Palm  Beach,  Florida 

300 

Mount  Kisco,  New  York 

228 

San  Francisco,  California 

292 

New  York,  New  York 

412 

Vernon  Hills,  Illinois 

288 

New  York,  New  York 

262 

Hinsdale,  Illinois 

fNear 

miss. 

72 

1,100 

49 

1,000 

2,200 

43 

1.000 

1,800 

36 

4,200 

61 

1,700 

65 

1,600 

68 

2,200 

58 

1,200 

70 

3.600 

66 

730 

55 

525 

1.200 

77 

775 

Lawsuits 

Sunglasses 

Publix  Super  Markets 

Computers 

Johnson  &  Johnson 

Fidelity  Investments 

Inheritance  (Johnson  &  Johnson) 

Franklin  Resources  Inc. 

Fidelity  Investments 

Inheritance  (Johnson  &  Johnson) 

Franklin  Resources 

S.C.  Johnson  &  Son 

Coca-Cola  bottler 

Oil  and  gas 

Inheritance  (media,  retailing) 

Mercury  General  Corp. 


,;;■•■ 

r:\: 

ktati 


(■;■ 


to 

;:::;3 
■':.: 
'.:■:: 


56 

1,300 

Oil  and  gas 

F  " 

55 

600 

Compuware 

i*i,  i 

47 

650 

Entertainment 

"«!■[ 

66 

560 

Cargill,  Inc. 

CHE 

55 

540 

Kohl's  Corp. 
Kelly  Services  Inc. 

•.. 

81 

5,000 

Investments 

38 

560 

Yurie  Systems 

69 

825 

Jones  Apparel 

84 

9,800 

Investments 

60 

3,500 

Nike,  Inc. 

62 

3.000 

Inheritance  (oil  services) 

4  ';■■ 

58 

3,000 

Inheritance  (oil  services) 

m 

63 

650 

Inheritance  (oil  services) 

ra 

58 

650 

Inheritance  (oil  services):  energy 

»i;  ■ 

73 

830 

Leveraged  buyouts 

78 

560 

Inheritance  (Levi  Strauss) 

53 

850 

Money  management 
Mail-order  computer  sales 

54 

900 

Leveraged  buyouts 

1  | 

57 

Molex  Inc. 

■ 


420 
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tfOULD  LIKE  TO  SEND  YOU 
10RE  INFORMATION  ABOUT 
HEIR  PRODUCTS/SERVICES. 


ANNUAL    REPORTS 


Honeywell 

www.honeywell.com.  1-800-328-5111 

Cordant  Technologies  Inc. 

www.cordanttech.com 


AREA    DEVELOPMENT 


Beverly  Hills  Chamber  of  Commerce 
Enterprise  Florida,  www.floridabusiness.com 
The  Haskell  Company,  www.thehaskellco.com 


BUSINESS    TO    BUSINESS 


ABR  Information  Services,  Inc. 
800-366-3130.www.abr.com 
Fairchild  Aerospace 

www.fairchilddornier.com,  1  -888-328-jets 
Gulfstream  Aircraft 
Jet  Aviation,  www.jetaviation.com 
.  Royal  &  SunAlhance 
.  TAIWAN  innovalue  cetra  org  tw 
.  Wharton  Executive  Education 
www.wharton.upenn.edu/execea7 


COMPUTER/TECHNOLOGY 


PeopleSoft.  Enterprise  application  software 

for  industries  such  as  communications, 

education,  financial  services,  government, 

healthcare,  manufacturing,  retail,  services, 

and  utilities.  Please  call  1-888-773-8277  or  visit 

www.peoplesoft.com  for  more  information. 

Reuters 

UUNET,  www.uu.net 

Viewsonic.  800-888-8583 

www.viewsonic.com 


ONSUMER   PRODUCTS/SERVICES 


Allen-Edmonds  Shoe  Corporation 
American  Dental  Association,  www.ada.org 
Bloomingdale's 
Canali 

Claremont  Rug  Company.  Serving  an  inter- 
national niche  market  of  clients  who  desire 
vintage  and  antique  carpets  in  sizes  to  61x28. 
Call  for  brochures  ($10),  1-800-441-1332. 
Diners  Club  International 
The  Dashing  and  Daring,  All-New  Audi  A6, 
www.audiusa.com 


FOR  FREE  INFORMATION  ON 
ADVERTISERS  LISTED: 


BY  MAIL: 

111  out  the  attached  post-paid  card 

BY  PHONE: 

Call  1-800-463-6903 

BY  FAX: 

Fax  attached  card  or  form  to 
312-922-3165 


24.  Greg  Norman  Collection,  1-888-N0RMANG 

25.  Hugo  Boss  Fashions,  Inc. 

26.  Lexus  Automobiles,  800-USA-LEXUS, 
800-872-5398,  www.lexus.com 

27.  Mitsubishi  Motor  Sales  of  America 
1-800-55MITSU,  www.mitsucars.com 

28.  Omega 

29.  Paul  Stuart 

30.  The  Peninsula  Hong  Kong 
www.peninsula.com  or  email-. 
pen@peninsula.com 

31.  Sebago  Inc.,  www.sebago.com, 
1-800-377-8474 

32.  Smith  &  Wollensky, 
www.smithandwollensky.com 


FINANCIAL    SERVICES 


33.  Aetna  US  Healtcare,  www.aetnaushc.com 

34.  AIM  Distributors,  Inc.,  1-800-246-4246 

35.  American  Re-Insurance 

36.  Barry  Kay  Associates,  800-662-5433, 
www.barrykaye.com 

*  Cigna,  www.cigna.com 

37.  The  CIT  Group,  www.citgroup.com 

38.  Conseco,  Inc. 

*  Discover  Brokerage  Direct, 
www.discoverbrokerage.com 

39.  E*Trade 

40.  Fidelity  Investments  Charitable  Gift  Fund 
1-800-258*-5759 

41.  Fortis,  Inc.,  www.fortis.com 

42.  Franklin  Templeton  Distributors,  Inc.  For 
more  information  on  the  Franklin  Mutual 
Series  Funds,  contact  us  at 
www.franklin-templeton.com  or  call: 
1-8G0-FRANKLIN  ext.  P339 

43.  Franklin  Templeton  Distributors,  Inc.  For 
more  information  on  the  Templeton 
International  Equity  Funds,  please  contact 
us  at  www.franklin-templeton.com  or  call: 
1-800-FRANKLIN  ext.  T459 

44.  GE  Financial  Assurance,  www.ge.com 

*  Hambrecht  &  Quist,  www.hamquist.com 

45.  Heller  Financial,  Inc.,  www.helledin.com, 
1-888-774-6511 

46.  Liberty  Mutual,  www.libertymutual.com 

47.  MFS  Investment  Management 
1-800-811-9490 


48.  Mutual  of  America 

49.  Options  Industry  Council 
www.optionscentral.com 

50.  the  Principal  Financial  Group 
www.principal.com 

51.  Prudential  Securities 

52.  Republic  National  Bank 

53.  T.  Rowe  Price,  Global  Stock  Fund 
1-800-401-5348,  www.troweprice.com 

54.  The  Vanguard  Group 


HOTELS/RESORTS 


55.  The  Cloister,  Sea  Island,  Georgia. 

56.  Hilton  HHonors,  www.hilton.com 


57.  Focus  on  the  Family,  800-932-9123, 
www.family.org 

MUHiHIJiilJItH.'lJIH.'H'.'l.'.IHH.'IMIini 

58.  ALLTEL  Corporation,  1-888-2ALLTEL, 
www.alltel.com 

59.  AT&T  Solutions,  www.att.com/solutions 

60.  CNF  Transpodation,  www.cnf.com 

61.  Grainger  Integrated  Supply  Operations 

62.  Kelly  Management  Services 
www.kellyservices.com 

63.  Management  Recruiters  International 
www.mrinet.com 

64.  Ryder  Transportation  Services 
www.ryder.com,  1-800-RYDER-0K 

65.  SPS  Payment  Systems,  www.spspay.com 


66.  Andiamo  Luggage,  www.andiamoinc.com 

67.  Continental  Airlines 
www.flycontinental.com,  800-231  -0856 

68.  Far  Eastern  Plaza  Hotel,  Taipei 
www.shangri-la.com 

69.  Samsonite 

*     Tandy  Corporation/Radio  Shack 
www.tandy.com 

70.  Trans  World  Airlines 

71.  Waldod  Towers  Hotel 

72.  Westin  Hotels  &  Resods 

*Web  Site  Visits  Only 
Issue  Date:  October  12, 1998 


name' 

TfTLE 

COMPANY 

ADDRESS 

CITY/STATE/ZIP 

TELEPHONE 

I  ndex  by  name        |- 


NAME 


PAGE 


RESIDENCE 


AGE 


WORTH 
(SMIL) 


PRIMARY  SOURCE 


Krehbiel,  John  Hammond  Jr. 
Kroc,  Joan  Beverly 
Kroenke.  Ann  Walton 


Lauder,  Leonard  Alan 

Lauder,  Ronald  Steven 

Lauren,  Ralph 

Laurie,  Nancy  Walton 

Lee,  Thomas  Haskell 

LeFrak,  Samuel  Jayson 

Lenfest,  Harold  FitzGerald 

Lennon,  Fred  A.  ■ 

Lerner,  Alfred 

Levine,  Stuart  Robert 

Levy,  Leon 

Lewis,  Peter  Benjamin 

Liemandt,  Joseph  A. 

Lilly  family 

Lindemann,  George  L. 

Lindner,  Carl  Henry  Jr. 

Littlefield,  Edmund  Wattis 

Litwin,  Leonard 

Louis  (John  Jeffrey  Jr.)  family 

Lucas,  George 

Lupton,  John  Thomas 

Lykes  family 

Lyon,  Frank  Jr. 


320 
206 
280 


190 
190 
234 
280 
296 
236 
304 
406 
198 
344 
328 
282 
324 
374 
274 
302 
268 
340 
374 
230 
312 
378 
332 


Lake  Forest,  Illinois  61 

Rancho  Santa  Fe,  California  70 

Columbia,  Missouri  48 


675 

.  2,500 

990 


MacMillan,  Cargill  Jr. 

MacMillan,  John  Hugh  III 

MacMillan,  W.  Duncan 

MacMillan,  Whitney 

Magerko,  Margaret  Hardy  • 

Magness  family 

Malone,  John  C. 

Malone,  Mary  Alice  Dorrance 

Mandel  family 

Manoogian,  Richard  Alexander 

Marcus,  Bernard 

Marion,  Anne  Windfohr 

Marks,  Nancy  Smith  Lurie 

Marriott,  John  Willard  Jr. 

Marriott,  Richard  Edwin 

Mars,  Forrest  Edward  Jr. 

Mars,  Forrest  Edward  Sr. 

Mars,  John  Franklyn 

Marshall,  Barbara  Hall 

Marshall,  E.  Pierce 

Mathile,  Clayton  Lee 

Maughan,  Rex 

May,  Cordelia  Scaife 

May,  Irene  Sophie  du  Pont  ■ 

Mays,  L.  Lowry 

McCaw,  Bruce  R. 

McCaw,  Craig  O. 

•  New  entry.      0  Returnee.     ■  Dropout. 


New  York,  New  York 

New  York,  New  York 

New  York,  New  York 

Columbia,  Missouri 

Boston,  Massachusetts 

New  York,  New  York 

Huntingdon  Valley,  Pennsylvania 

Hunting  Valley,  Ohio 

Shaker  Heights,  Ohio 

Stratham,  New  Hampshire 

New  York,  New  York 

Beachwood,  Ohio 

Austin,  Texas 

Indianapolis,  Indiana 

Wellington,  Florida 

Cincinnati,  Ohio 

Burlingame,  California 

New  York,  New  York 

Chicago  area 

San  Rafael,  California 

Lookout  Mountain,  Tennessee 

Florida 

Boca  Raton,  Florida 


65 

2,900 

54 

3,500 

59 

1,700 

46 

990 

54 

840 

80 

1,700 

67 

800 

65 

2,800 

40 

540 

73 

600 

64 

950 

30 

650 

1,800 

62 

1,000 

79 

830 

84 

1,100 

84 

550 

1,500 

54 

2,000 

72 

725 

1,300 

57 

590 

Molex  Inc. 

Inheritance  (McDonald's) 

Inheritance  (Wal-Mart) 


Inheritance  (cosmetics) 

Cosmetics 

Fashion 

Inheritance  (Wal-Mart) 

Leveraged  buyouts 

Real  estate 

Cable  TV 

Crawford  Fitting 

Banking 

Cabletron  Systems 

Money  management 

Progressive  Corp. 

Trilogy  Development  Group 

Pharmaceuticals 

Cable,  cellular 

Insurance 

Utah  International 

Real  estate 

Inheritance  (Johnson  Wax) 

Movies,  special  effects 

Coca-Cola  bottling 

Banking,  agriculture 

Beverage  bottling,  investments 


298 

Wayzata,  Minnesota 

71 

560 

Inheritance  (Cargill,  Inc.) 

298 

Hillsboro  Beach,  Florida 

70 

560 

Inheritance  (Cargill,  Inc.) 

298 

Wayzata,  Minnesota 

68 

560 

Inheritance  (Cargill,  Inc.) 

298 

Minneapolis,  Minnesota 

69 

560 

Inheritance  (Cargill,  Inc.) 

337 

Eighty-Four,  Pennsylvania 

32 

560 

Lumber 

378 

Englewood,  Colorado 

1,200 

Cable  TV 

204 

Parker,  Colorado 

57 

2,500 

Cable  TV 

192 

Coatesville,  Pennsylvania 

48 

3,000 

Inheritance  (Campbell  Soup) 

378 

Shaker  Heights,  Ohio 

1,300 

Premier  Industrial  Corp. 

334 

Grosse  Pointe  Farms,  Michigan 

62 

570 

Masco  Corp. 

232 

Atlanta,  Georgia 

69 

1,800 

Home  Depot 

358 

Fort  Worth,  Texas 

59 

510 

Inheritance 

359 

Chestnut  Hill,  Massachusetts 

71 

500 

Harcourt  General,  Inc. 

270 

Potomac,  Maryland 

65 

810 

Hotels 

270 

Potomac,  Maryland 

59 

1,100 

Hotels 

184 

McLean,  Virginia 

67 

4,000 

Candy  (Mars,  Inc.) 

184 

Miami,  Florida 

94 

4,000 

Candy  (Mars,  Inc.) 

184 

Arlington,  Virginia 

62 

4,000 

Candy  (Mars,  Inc.) 

244 

Kansas  City,  Missouri 

74 

800 

Inheritance  (Hallmark  Cards) 

268 

Houston,  Texas 

59 

1,200 

Oil 

349 

Dayton,  Ohio 

57 

530 

Pet  food 

350 

Paradise  Valley,  Arizona 

59 

525 

Forever  Living  Products 

317 

Ligonier,  Pennsylvania 

70 

690 

Inheritance 

316 

Wilmington,  Delaware 

Inheritance  (Du  Pont  Co.) 

240 

San  Antonio,  Texas 

62 

1,500 

Media 

196 

Bellevue.  Washington 

51 

1,100 

Telephony 

196 

Bellevue,  Washington 

49 

2,900 

Telephony 

tNear 
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Pare  55  Hotel 

San  Francisco,  California 


Growing  Your  Business  Conference 

Growth  Acceleration  Strategies  and  Systems  to  Prosper  in  the  Global  Economy 


Learn  from  top  industry  executives 
key  tools,  new  strategies,  and  proven 
techniques  to  grow  your  company 


Rich  Karlgaard 

Publisher 

Forbes  Magazine 

From  Assets  to  Albatrosses:  Technology  and  the  New  Economy 


President  and  CEO 

SRI  Consulting 

New  Business  Creation 


ENDORSED      BY 


Forbes 


this  conference 


Tel:  212.964.7000,  ext.  237    Fax:  212.619.0831 
Internet:  www.frost.com  /conferences 


SPONSORED      BY 


Key  Speakers  from: 

ALZA     CORPORATION 

ASIAN     OPERATIONS 

ASIA     PACIFIC     ECONOMIC 
COOPERATION     STUDY     CENTER 

AVIATION     INTERNATIONAL 

BLUEWAVE    TECHNOLOGIES 

CONS     BIOTECH 

THE     DIALOG     CORPORATION 

EXPLORADOR     CAPITAL 

FORBES     MAGAZINE 

INFORMATION     PLUS 

THE     LARED     GROUP 

LATIN     AMERICA     MANAGERS 

NETSCAPE 

PRICEWATERHOUSECOOPERS 

SARNOFF     CORPORATION 


TELTECH     RESOURCE     NETWORK,    INC 


Index  by  name       | 


NAME 


McCaw,  John  Elroy  Jr. 
McCaw,  Keith  W. 
McCaw,  Wendy  t 
McCombs,  Billy  Joe  (Red) 
McCormack,  Mark 
McGlothlin.  James  ■ 
McGovern,  Patrick  Joseph 
McGraw  family 
McLane,  Robert  Drayton  Jr.  0 
McNair,  Robert  C. 
McVaney,  C.  Edward 
Meijer  family 
Mellon,  Paul 
Mellon  family 
Menard,  John  R.  Jr. 
Mennen  family 
Milken,  Lowell  Jay 
Milken,  Michael  Robert 
Miller,  Sydell 
Milliken,  Roger 
Mills,  Alice  Francis  du  Pont 
Milstein,  Monroe  Gary  ■ 
Mitchell,  George  Phydias  ■ 
Monaghan,  Thomas  Stephen 
Moore,  Gordon  Earl 
Moran,  James  Martin 
Morgridge,  John  P. 
Morris,  William  Charles  • 
Munger,  Charles 
Murdoch,  Keith  Rupert 
Murdock,  David  Howard 
Murphy,  Wendell  H. 


!- 

AGE 

RESIDENCE 

AGE 

WORTH 
(SMIL) 

PRIMARY  SOURCE 

196 

Seattle,  Washington 

47 

1,000 

Telephony 

196 

Seattle,  Washington 

44 

-     1,100 

Telephony 

384 

Santa  Barbara,  California 

48 

450 

Divorce                                         • 

254 

San  Antonio,  Texas 

71 

1,300 

Auto  dealerships,  radio 

324 
412 

Cleveland,  Ohio 
Bristol,  Tennessee 

67 

650 

Sports  management 
Coal 

284 

Nashua,  New  Hampshire 

61 

1,500 

Publishing 

378 

New  York,  New  York 

1,500 

McGraw-Hill 

320 

Cameron,  Texas 

62 

660 

Inheritance 

322 

Houston,  Texas 

60 

650 

Energy 

250 

Englewood,  Colorado 

57 

1,500 

J.D.  Edwards  &  Co. 

378 

Grand  Rapids,  Michigan 

1,000 

Retailing 

252 

Upperville,  Virginia 

91 

1,400 

Inheritance                                   , 

378 

Pittsburgh  origin 

8,500 

Inheritance 

270 

Eau  Claire,  Wisconsin 

57 

1,100 

Home-improvement  centers 

378 

Morristown,  New  Jersey 

1,900 

The  Mennen  Co.                              . 

316 

Los  Angeles,  California 

49 

525 

Investments 

316 

Los  Angeles,  California 

52 

700 

Investments                                    \ 

258 

Cleveland,  Ohio 

60 

1,300 

Matrix  Essentials 

303 

Spartanburg,  South  Carolina 

82 

820 

Textiles                                            ' 

346 

Middleburg,  Virginia 

85 

540 

Inheritance  (Du  Pont  Co.)                , 

412 

Burlington.  New  Jersey 

Coats                                              1 

412 

Houston,  Texas 

Energy 

330 

Ann  Arbor,  Michigan 

61 

600 

Pizza                                                \ 

179 

Woodside,  California 

69 

7,000 

Intel  Corp. 

270 

Hillsboro  Beach,  Florida 

80 

1,100 

Toyotas 

254 

San  Jose,  California 

65 

1,300 

Cisco  Systems  Inc. 

349 

New  York,  New  York 

60 

530 

Money  management 

264 

Los  Angeles.  California 

74 

1,200 

Berkshire  Hathaway 

181 

New  York,  New  York 

67 

5,600 

News  Corp. 

280 

Bel  Air,  California 

75 

990 

Investments 

292 

Rose  Hill.  North  Carolina 

60 

850 

Murphy  Family  Farms 

N 


Naify,  Marshall 
Naify,  Robert  Allen 
Nash,  Jack 

Newhouse,  Donald  Edward 
Newhouse,  Samuel  Irving  Jr. 
Nicholas,  Henry  T.  -*• 
Nicholas,  Peter  M. 
Nordstrom  family 


252 

San  Francisco,  California 

77 

900 

Movie  theaters 

252 

San  Francisco,  California 

76 

1,400 

Movie  theaters 

328 

New  York,  New  York 

69 

550 

Money  management 

182 

New  York,  New  York 

70 

4,500 

Media 

182 

New  York,  New  York 

68 

4,500 

Media 

285 

Laguna  Hills,  California 

39 

900 

Broadcom 

206 

Boston,  Massachusetts 

57 

2,500 

Medical  Devices 

378 

Seattle,  Washington 

1,600 

Retailing 

Olde,  Ernest  J. 
Opperman,  Dwight  D. 


322 

292 


Detroit,  Michigan 
Eagan.  Minnesota 


60 
75 


650 
875 


Olde  Discount  Corp 
Publishing 


Pamplin,  Robert  Boisseau  Jr. 
Park,  Raymond  P. 
Peery,  Richard  Taylor 
Peltz,  Nelson 
Pennington,  Irene  Wells 
Pennington,  William  Norman 
Perdue,  Franklin  Parsons  ■ 
Perelman,  Ronald  Owen 


•  New  entry.      0  Returnee. 


Dropout 


340 

Lake  Oswego,  Oregon 

303 

Cleveland,  Ohio 

270 

Palo  Alto,  California 

298 

Bedford,  New  York 

328 

Baton  Rouge,  Louisiana 

357 

Reno,  Nevada 

412 

Salisbury,  Maryland 

180 

New  York.  New  York 

t 

miss. 

57 

560 

Textiles 

72 

800 

Manufacturing,  real  estate 

58 

1,100 

Real  estate 

56 

840 

Leveraged  buyouts 

99 

600 

Inheritance  (oil) 

75 

520 

Casinos 
Chicken 

55 

6,000 

Investments 

■■M 
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Reserve  tickets  now  for  one  of  the  most  extraordinary  exhibits  ever  shown  in  the  U.S. 
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USStil 


of  the   CZARS 
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NOVEMBER      7,       19   9   8     -APRIL      15,      1999 

The  largest  collection  of  historic  Russian  art  objects  in  the  United  States  will  be  on  display  at  the 
resort  known  for  bringing  you  the  best  the  world  has  to  offer.  View  magnificent  pieces  from  Faberge, 
including  the  Chanticlear  Egg  which  is  on  loan  from  the  Forbes  Collection  New  York  for  this  special 
engagement.  The  never-before-seen  opulent  Romanov-dynasty  treasures  of  the  Czars  will  be  on 
exhibit  at  the  Rio  before  it  returns  to  its  home  at  the  State  Reserve  Museum,  St.  Petersburg,  Russia. 
Don't  miss  this  once  in  a  lifetime  opportunity.  Make  room  reservations  now,  1-888-PLAY  RIO. 


MAJOR  SPONSORS: 


Only  at  the 


Bank  of  America 

GALLERY 


AUDIO  TOURS  PROVIDED  BY: 


ANTENN  AUDIO 


ALL-SUITE  CASINO  RESORT 
LAS  VEGAS 

www.playrio.com  or  www.peterhof.com. 

-J  (702)  474-4000 


Index  by  name       J 


NAME 


Perenchio,  Andrew  Jerrold 
Perot,  Henry  Ross 
Perry,  Claire  Eugenia  Getty 
Petersen,  Robert  Einar 
Phipps  family 
Pictet,  Marion  MacMillan 
Pohlad,  Carl 
Price,  David  G.  ■ 
Price,  Michael  F. 
Pritzker,  Jay  Arthur 
Pritzker,  Robert  Alan 
Pulitzer  family 


PAGE         RESIDENCE 


228  Bel  Air,  California 

188  Dallas,  Texas 

316  San  Francisco,  California 

317  Beverly  Hills,  California 
380  New  York  City  area 

298  Hamilton  Beach,  Bermuda 

246  Minneapolis,  Minnesota 

412  Santa  Monica,  California 

310  Far  Hills,  New  Jersey 

181  Chicago,  Illinois 

181  Chicago,  Illinois 

380  St.  Louis,  Missouri 


(SMIL) 

67 

2,100 

Television 

68 

• .  3,700 

Electronic  data  management 

44 

700 

Inheritance  (oil) 

72 

680 

Publishing 

5,000 

(Inheritance)  Bessemer  Trust 

66 

560 

Inheritance  (Cargill,  Inc.) 

83 

1,500 

Banking 
Golf  courses 

47 

750 

Money  management 

76 

5,000 

Financier 

72 

5,000 

Financier 

1,600 

Inheritance  (publishing) 

Quadracci,  Harry  V. 


306         Hartland,  Wisconsin 


62 


775         Quad  Graphics 


R 


Rainwater,  Richard  Edward 

Rales,  Mitchell 

Rales,  Steven 

Redstone,  Sumner  M. 

Reed  family 

Reid,  Elizabeth  Ann 

Rennert,  Ira  L.  * 

Rich,  Marc  David 

Rich,  Robert  Edward  Sr. 

Richardson  family 

Roberts,  George  R. 

Roberts,  Ralph  J. 

Robertson,  Julian  H.  Jr. 

Robinson,  Jesse  Mack 

Rock,  Arthur  J. 

Rockefeller,  David  Sr. 

Rockefeller,  Laurance  Spelman 

Rockefeller,  Winthrop  Paul 

Rockefeller  family 

Rowland,  Pleasant  * 

Rowling,  Robert 

Ruffin,  Philip  • 

Ryan,  Patrick  George 


Sail,  John 
Samueli,  Henry  * 
Sant,  Roger  W.  * 
Sarofim,  Fayez  Shalaby 
Saul,  Bernard  Francis  II 
Scaife,  Richard  Mellon 
Schneider,  Donald  J. 
Schulze,  Richard,  M.  * 
Schwab,  Charles  R. 
Schwab,  Leslie  8. 
Schwartz,  Theodore  G.  ■ 
Scott,  Walter  Jr. 

•New  entry.      0  Returnee.     ■Dropout. 


268 

Fort  Worth,  Texas 

54 

1,100 

Investments 

292 

Washington,  D.C. 

41 

880 

Danaher  Corp. 

292 

Washington,  D.C. 

46 

890 

Danaher  Corp. 

180 

Newton  Centre,  Massachusetts 

75 

6,400 

Viacom,  Inc. 

380 

Seattle,  Washington 

1,300 

Lumber,  paper 

244 

Fort  Worth,  Texas 

76 

800 

Inheritance  (Hallmark  Cards) 

360 

New  York,  New  York 

64 

500 

Investments 

280 

Zug,  Switzerland 

63 

975 

Commodities  trading 

260 

Buffalo,  New  York 

85 

1,200 

Rich  Products  Corp. 

380 

Greensboro,  North  Carolina 

1,100 

Inheritance  (Richardson-Vicks) 

288 

San  Francisco,  California 

54 

900 

Leveraged  buyouts 

317 

Coatesville,  Pennsylvania 

78 

680 

Comcast  Corp. 

234 

New  York,  New  York 

65 

1,700 

Tiger  Management 

312 

Atlanta,  Georgia 

75 

740 

Banking 

292 

San  Francisco,  California 

72 

870 

Venture  capital 

208 

New  York,  New  York 

83 

2,400 

Inheritance  (oil) 

252 

New  York,  New  York 

88 

1,400 

Inheritance  (oil) 

270 

Morrilton,  Arkansas 

50 

1,100 

Inheritance  (oil) 

380 

New  York,  New  York  et  al. 

8,000 

Inheritance  (oil) 

314 

Madison,  Wisconsin 

57 

700 

Pleasant  Company 

228 

Dallas,  Texas 

45 

2,100 

Oil  and  gas 

328 

Wichita,  Kansas 

63 

600 

Real  estate,  investments 

254 

Winnetka,  Illinois 

60 

1,300 

Insurance 

196  Cary,  North  Carolina 

285  Orange  County,  California 

357  Middleburg,  Virginia 

246  Houston,  Texas 

326  Chevy  Chase,  Maryland 

274  Pittsburgh,  Pennsylvania 

278  Green  Bay,  Wisconsin 

304  Edina,  Minnesota 

255  Atherton,  California 

357  Prineville,  Oregon 

412  Chicago,  Illinois 

226  Omaha,  Nebraska 


I 


50 

1,500 

Software 

44 

850 

Broadcom 

67 

520 

Energy 

69 

1,500 

Money  management 

66 

615 

Inheritance,  real  estate 

65 

1,100 

Inheritance 

62 

1,000 

Trucking 

57 

800 

Best  Buy  stores 

61 

1,500 

Discount  stock  brokerage 

81 

510 

Tires 

APAC  Teleservices  Inc. 

67 

2.400 

Construction,  telecommunication 

I 
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AGE 

WORTH 
(SMIL) 

PRIMARY  SOURCE 

Scripps.  E.W.  family 

380 

Cincinnati  origin 

4,400 

Inheritance  (newspapers) 

Scripps.  J.E.  family 

380 

Detroit  et  al. 

1,000 

Inheritance  (newspapers) 

Searle  family 

381 

Chicago,  Illinois 

1,500 

Inheritance 

Sharp,  Hugh  Rodney  III 

344 

Wilmington,  Delaware 

63 

540 

Inheritance  (Du  Pont  Co.) 

Shirley,  Jon  * 

320 

Bellevue,  Washington 

60 

650 

Microsoft 

Shorenstein,  Walter  Herbert 

322 

San  Francisco.  California 

83 

650 

Real  estate 

Sidhu.  Sanjiv  ■ 

277 

Dallas.  Texas 

41 

425 

Software 

Siebel,  Thomas  M.  t 

382 

Woodside,  California 

45 

475 

Siebel  Systems  Inc. 

Silverman,  Henry 

361 

New  York,  New  York 

58 

500 

Investments 

Simmons,  Harold  Clark 

250 

Dallas,  Texas 

67 

1,400 

Investments 

Simmons,  Richard  Paul  ■ 

412 

Sewickley.  Pennsylvania 

Allegheny  Teledyne 

Simon,  Melvin 

320 

Indianapolis,  Indiana 

71 

660 

Shopping  centers 

Simplot,  John  R. 

269 

Boise,  Idaho 

89 

2,000 

Potatoes 

Singh,  Rajendra  * 

346 

Vienna.  Virginia 

43 

540 

Teligent 

Singleton,  Henry  Earl 

310 

Beverly  Hills,  California 

81 

750 

Teledyne 

Smith,  Frederick  Wallace 

340 

Memphis,  Tennessee 

54 

550 

Federal  Express 

Smith,  Ollen  Bruton  at 

382 

Charlotte,  North  Carolina 

71 

490 

Speedway  Motorsports 

Smith,  Richard  Alan 

359 

Chestnut  Hill,  Massachusetts 

73 

500 

Harcourt  General,  Inc. 

Smith  family 

381 

Chicago  origin, 

4,200 

Inheritance  (Illinois  Tool  Works) 

Sobrato,  John  Albert  * 

278 

Atherton,  California 

59 

1,000 

Real  estate 

Solow,  Sheldon  Henry 

304 

New  York,  New  York 

70 

800 

Real  estate 

Sommer,  Viola 

361 

New  York,  New  York 

77 

500 

Inheritance  (real  estate) 

Sorenson,  James  L. 

206 

Salt  Lake  City,  Utah 

77 

2,400 

Medical  devices 

Soros,  George 

184 

New  York,  New  York 

68 

4,000 

Money  management 

Spangler,  Clemmie  Dixon  Jr. 

252 

Charlotte,  North  Carolina 

66 

1,300 

Investments 

Spanos,  Alexander  Gus 

328 

Stockton,  California 

76 

600 

Real  estate 

Speer,  Roy  Merrill    . 

332 

Clearwater,  Florida 

66 

580 

Cable  TV 

Sperling,  John  * 

334 

Phoenix,  Arizona 

77 

550 

Apollo  Group 

Sperling,  Peter  * 

334 

Phoenix,  Arizona 

38 

580 

Apollo  Group 

Spielberg,  Steven  Allen 

238 

Palisades,  California 

50 

1,600 

Movies 

Stanley,  John  R.  ■ 

412 

Houston,  Texas 

Gas 

Stempel,  Ernest  E. 

264 

Hamilton,  Bermuda 

82 

1,200 

American  International  Group 

Stephens,  Jackson  Thomas 

254 

Little  Rock,  Arkansas 

75 

1,300 

Investment  banking,  media 

Stern,  Leonard  Norman 

236 

New  York.  New  York 

60 

1,700 

Real  estate 

Stowers,  James  Evans  Jr. 

282 

Kansas  City,  Missouri 

74 

940 

Mutual  funds 

Strawbridge,  George  Jr. 

192 

Cochranville,  Pennsylvania 

60 

920 

Inheritance  (Campbell  Soup) 

Strong,  Richard  S. 

340 

Brookfield,  Wisconsin 

56 

550 

Money  management 

Sturm,  Donald  L.  * 

234 

Denver,  Colorado 

66 

1,700 

Telecommunications 

Subotnick,  Stuart  0 

344 

New  York,  New  York 

56 

540 

Media 

1    Sun,  David 

358 

Fountain  Valley,  California 

48 

505 

Kingston  Technology 

-,    Taubman,  A.  Alfred 

298 

Bloomfield  Hills,  Michigan 

73 

840 

Real  estate 

I    Taylor,  Glen 

258 

Mankato,  Minnesota 

57 

1,200 

Printing 

,    Taylor,  Jack  Crawford 

208 

St.  Louis,  Missouri 

76 

2,400 

Auto  rental 

Teel,  Joyce  Raley 

325 

West  Sacramento,  California 

67 

625 

Supermarkets 

Tharaldson,  Gary 

357 

Fargo,  North  Dakota 

52 

520 

Hotels 

Thome,  Oakleigh  Blakeman  III 

306 

Millbrook,  New  York 

66 

760 

Publishing 

1    Tlsch,  Laurence  Alan 

226 

Westchester  County,  New  York 

75 

2,200 

Loews  Corp. 

Tisch,  Preston  Robert 

226 

New  York,  New  York 

72 

2,200 

Loews  Corp. 

Trefler,  Alan  N.  a 

412 

Chestnut  Hill,  Massachusetts 

Pegasystems  inc. 

1    Troutt,  Kenny  A. 

254 

Dallas,  Texas 

50 

1,300 

Excel  Communications 

Trump,  Donald  John 

250 

New  York,  New  York 

52 

1,500 

Real  estate,  casinos 

'    Tu, John 

358 

Fountain  Valley,  California 

58 

505 

Kingston  Technology 

Tuchman,  Kenneth  a 

412 

Denver,  Colorado 

TeleTech 

Turner,  Robert  E.  (Ted) 

181 

Atlanta,  Georgia 

59 

5,000 

Turner  Broadcasting 

♦New  entry.      0  Returnee.     ■  Dropout. 
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Turner,  William  Butler 
Tyson,  Donald  John 


u 


Udvar-Hazy,  Steven  Ferencz 
Ueltschi,  Albert  Lee 
Upjohn  family 


PAGE         RESIDENCE 


303        Columbus,  Georgia 
274        Springdale,  Arkansas 


254        Beverly  Hills,  California 

280        Irving,  Texas 

381        Kalamazoo,  Michigan 


AGE 


75 
68 


WORTH 
($MIU 

815 
1,000 


52 

1,300 

81 

980 

1,600 

PRIMARY  SOURCE 

Coca-Cola 
Tyson  Foods 


International  Lease  Finance  Corp.: 
FlightSafety  International 
Inheritance  (Upjohn  Co.) 


Van  Andel,  Jay 
Van  Beuren,  Hope  Hill 
Vinciarelli,  Patrizio  ■ 
Vogel,  Jacqueline  Mars 


246  Ada,  Michigan 

192  Middletown,  Rhode  Island 

412  Boston,  Massachusetts 

184  Bedminster,  New  Jersey 


Waitt,  Norman  W. 

Waitt,  Theodore  W. 

Walton,  Alice  L. 

Walton,  Helen  R. 

Walton,  Jim  C. 

Walton,  John  T. 

Walton,  S.  Robson 

Wang,  Charles  B. 

Washington,  Dennis 

Wasserman,  Lewis  Robert 

Weber,  Charlotte  Colket 

Wege,  Peter  M.  Jr.  * 

Weill,  Sanford 

Werner,  Tom  • 

Wexner,  Leslie  Herbert 

Weyerhaeuser  family 

White,  Dean 

Whitney,  Betsey  Cushing  Roosevelt  i 

Williams,  Arthur  L.  Jr.  * 

Wilson,  Gary  ■ 

Winfrey,  Oprah 

Winnick,  Gary  • 

Wister,  Diana  Strawbridge 

Wold,  Elaine  Johnson  ■ 

Wrigley,  William 

Wynn,  Stephen  A.  ■ 


Yang,  Jerry  * 

York,  Denise  DeBartolo 


315 
300 


Los  Altos,  California 
Youngstown,  Ohio 


Zell,  Samuel 

Ziff,  Daniel  Morton 

Ziff,  Dirk  Edward 

"iff,  Robert  David 

«-  :ckerman,  Mortimer  Benjamin  0    276 


'ew  entry.      0  Returnee. 


Dropout. 


238 

Chicago. 

llinois 

260 

New  York. 

New  York 

260 

New  York, 

New  York 

260 

New  York, 

New  York 

276 

New  York, 

New  York 

fNeai  miss. 

74 

1,400 

Amway 

64 

1,700 

Inheritance  (Campbell  Soup) 
Vicor  Corp. 

59 

4,000 

Inheritance  (Mars,  Inc.) 

29 
48 


192 

North  Sioux  City,  South  Dakota 

44 

1,100 

192 

North  Sioux  City,  South  Dakota 

35 

3,200 

179 

Rogers,  Arkansas 

49 

11,000 

179 

Bentonville,  Arkansas 

79 

11,000 

179 

Bentonville,  Arkansas 

50 

11,000 

179 

Durango,  Colorado 

52 

11,000 

179 

Bentonville,  Arkansas 

54 

11,000 

282 

New  York,  New  York 

54 

975 

246 

Missoula,  Montana 

64 

1,500 

359 

Beverly  Hills,  California 

85 

500 

192 

Ocala,  Florida 

55 

1,600 

332 

Grand  Rapids,  Michigan 

78 

590 

318 

New  York,  New  York 

65 

675 

328 

Los  Angeles,  California 

47 

600 

238 

New  Albany,  Ohio 

61 

1,600 

381 

Minnesota;  Washington 

1,100 

285 

Crown  Point,  Indiana 

75 

925 

406 

Manhasset,  New  York 

282 

Palm  Beach,  Florida 

56 

925 

412 

Los  Angeles,  California 

320 

Chicago,  Illinois 

44 

675 

258 

Los  Angeles,  California 

50 

1,200 

192 

Palm  Beach,  Florida 

59 

900 

412 

Boca  Raton,  Florida 

198 

Chicago,  Illinois 

65 

2,700 

412 

Las  Vegas,  Nevada 

830 
820 


Gateway 

Gateway 

Inheritance  (Wal-Mart  Stores) 

Inheritance  (Wal-Mart  Stores) 

Inheritance  (Wal-Mart  Stores) 

Inheritance  (Wal-Mart  Stores) 

Inheritance  (Wal-Mart  Stores) 

Computer  Associates 

Mining,  railroads 

MCA 

Inheritance  (Campbell  Soup) 

Steelcase 

Travelers  Group 

Television 

The  Limited 

Inheritance  (timber) 

Billboards 

Inheritance 

Insurance 

Investments 

Television 

Investments 

Inheritance  (Campbell  Soup) 

Inheritance  (Johnson  &  Johnson) 

Chewing  gum 

Gambling 


Yahoo!  Inc. 
Shopping  centers 


57 

1,600 

Real  estate 

26 

1,200 

Ziff  Brothers  Investments 

34 

1,200 

Ziff  Brothers  Investments 

32 

1,200 

Ziff  Brothers  Investments 

60 

1.000 

Real  estate,  media 
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KE  BETTER  CONTROL  OF  YOUR  INVESTMENT  DECISIONS  WITH 

The  FORBES  Stock 
Market  Course 


?ry  investor  should  own  The  Forbes  Stock 
irket  Course,  the  practical  handbook  that 
<vides  the  goals  of  today's  smartest 
estors  —  and  the  strategies  they  use  to 
ch  them. 


PARTIAL  LIST  OF  TOPICS 


to  choose  a  broker — Broker  commissions — How  to  place 
tier  —  Sources  of  information  —  Market  patterns  (how  to 
stock  market  movement)  —  Dollar-cost  averaging  — 
rig  on  margin  —  How  to  read  the  tape  —  The  Dow  theory 
idexes:  the  Dow,  the  Russell  2000,  the  Wilshire  5000  — 
is  and  preferred  stocks  —  Derivatives  including  options  — 
to  read  a  company's  financial  statement — Mutual  funds. 


SPECIAL  BONUS  GIFTS 


Order  The  Course  today,  and  you'll  also  receive  two  special 
bonus  gifts:  The  Forbes  83-Year  Wall  Chart  of  Business  and 
Security  Trends,  plus  an  invaluable  Glossary  of  Investment  Terms. 

The  Course  describes  the  risk  level  of  various  investments  and 
helps  you  find  your  own  "comfort  level"  of  risk  and  reward.  Two 
sample  portfolios,  one  for  a  retirement  fund  and  one  for  the 
funding  of  a  child's  education,  show  these  risk/reward  factors  at  work. 

How  much  time  do  you  want  to  spend  on  your  investments?  The  Course 
describes  how  the  active  investor  attempts  to  beat  the  market  by  buying  low 
and  selling  high  —  a  method  requiring  close  attention.  It  also  outlines  how 
the  passive  investor  buys  and  holds  stocks  to  allow  dividends  and  appreci- 
ation to  produce  a  return.  Each  technique  is  fully  explained  in  this  time- 
tested  manual. 

The  Course  will  give  you  an  understanding  of  the  forces  that  drive  the 
market  up  and  down,  the  signs  that  let  you  see  what's  coming  and  the 
factors  affecting  the  prices  of  individual  stocks.  You  even  get  an  entire 
section  on  to  how  to  make  money  in  a  down  market. 

Written  in  simple,  concise  language,  The  Course  can  help  you  take  better 
control  of  your  investment  decisions.  You  can  enjoy  it  as  a  straight  "read- 
through"  or  refer  to  the  individual  topics  as  you  need  them.  It  comes  in  a 
handsome,  sturdy  binder,  with  sections  that  are  clearly  marked  and  more 
than  enough  space  for  making  your  own  notes. 


ORDER  THE  COURSE  NOW 


You  can  own  The  Forbes  Stock  Market  Course  for  just  $89-50  —  far  less 
than  investment  courses  at  local  colleges,  which  cost  as  much  as  $400 
or  more.  Order  yours  now.  Your  satisfaction  is  guaranteed:  If  you're  not 
completely  satisfied,  we'll  refund  your  money,  no  questions  asked. 


Irder  Form 
Ind  Guarantee 


RESS 


(please  print) 


Send  me  the  new  edition  of  The  Forbes  Stock  Market  Course  ...  plus 
The  FORBES  83-Year  Wall  Chart  of  Business  and  Security  Trends  and  the 
Glossary  of  Investment  Terms  as  a  bonus.  My  check  for  $89.50  (or  credit  card 
information)  is  enclosed.  If  I'm  not  satisfied,  I  may  return  The  Course  within  ten 
days  and  receive  a  full  refund  or  credit. 


FOR  FASTER  SERVICE,  CALL  1-800-888-4525  ext  842 

□  Check  for  $89.50  enclosed*    □  Charge  my  credit  card 
□  Amex    □  MasterCard    □  Visa    □  Diners  Club 


Name: 


STATE 


ZIP 


Number: 


Exp.  Date:        / 


FORBES  INC.,  60  Fifth  Avenue,  New  York,  NY  10011 

*Buyers  in  NY,  CA,  GA,  MO,  IL,  TX,  DC,  add  applicable  sales  tax  as  required  by  law. 


SMC842 


[  CREATIVE   GIVING  J 

Edited  by  Susan  Lee 


Like  most  rich  people,  Virginia 

McKnight  Binger  has  an  expensive  hobby. 

Hers  is  giving  away  money. 

From 
the  heart 


vl 


By  Ashlea  Ebeling 


A  power  mower  accident  in 
July  cost  4-year-old  Victoria 
Brenner  of  Chaska,  Minn, 
her  right  arm  and  both  legs 
from  the  knees  down.  Virginia 
McKnight  Binger  read  a  newspaper 
account  of  the  tragedy.  Her  first  reac- 
tion was  shock;  her  second  reaction 
was  to  help.  She  sent  a  $3,000  check 
to  Brenner's  family.  She  hopes  to 
meet  the  little  girl  and  do  more. 

Binger,  who  likes  being  called 
Ginnie,  is  one  of  the  country's  rich- 
est women  (see  p.  384).  From  some- 
one with  a  net  worth  of  $450  mil- 
lion, a  $3,000  gift  might  not  sound 
like  a  lot.  But  Binger  sends  a  lot  of 
such  personal  checks  throughout  her 
home  state  of  Minnesota.  She  and 
her  husband,  James,  former  chief 
executive  of  Honeywell  Inc.,  also 
contribute  every  year  to  about  a  hun- 
dred charities,  many  of  them  con- 
ventional causes  like  the  Animal 
Humane  Society  in  Minneapolis, 
where  Binger  adopted  her  yellow 
tomcat,  Toby.  And  there  are  also  gifts 
she  gives  on  the  sly  that,  she  says,  not 
even  her  husband  knows  about. 

While  some  people  have  golf,  art 
collecting  or  photography  as  a 
hobby,  Binger's  joy  is  in  giving. 

Now  82,  she  grew  up  in  affluence 
as  the  only  child  of  William  Mc- 
Knight,  who    rose    from    assistant 

430 


bookkeeper  to  chief  executive  of  the 
industrial  giant  3M.  She  remembers 
that  during  the  Depression  the  job- 
less would  come  to  their  door  to  ask 
for  food  or  money.  That  stirred  in 
her  an  early  determination  to  use  her 
good  fortune  to  help  people  with 
misfortune.  Binger  went  with  her 
mother  to  poor  neighborhoods  to 
deliver  holiday  baskets  of  turkeys  and 
fixings.  "We  always  were  on  this  kind 
of  giving  plane,"  she  says. 

After  marrying,  Binger  mentored 
poor  girls  as  a  Big  Sister,  registered 
patients  at  a  children's  hospital  and 
volunteered  at  Planned  Parenthood. 
After  she  had  raised  her  four  chil- 
dren, in  1974  her  father  asked  her  to 
chair  the  McKnight  Foundation, 
which  he  started  in  1953.  "It  was  a 
nice  gift,"  she  says.  "I'd  never  had  a 
job.  Suddenly  I  had  a  job,  an  office, 
a  secretary.  Boy,  was  I  proud." 

At  58,  Binger  started  going  to 
work  every  day.  She  enlisted  the  help 
of  the  family's  Episcopal  priest,  Rus- 
sell Ewald.  They  didn't  just  sit  in  their 
offices  studying  requests  for  money. 
They  went  out  and  scoured  the  Twin 
Cities  for  worthy  causes.  Mary  Jo 
Copeland,  founder  of  Sharing  & 
Caring  Hands,  remembers  the  day  in 
1987  when  Binger  visited  her  pro- 
gram for  the  homeless  in  a  downtown 
Minneapolis  rental  building  slated  to 


E 
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e  razed:  "Ginnie  walked  in  wearing 
I  long  black  coat,  looking  very  dis- 
Inguished.  There  was  a  group  of 
Icoholics  gathered  around  a  second- 
hand coffeemaker,  and  Ginnie 
hached  out  to  shake  every  hand." 
I  A  few  weeks  later  the  McKnight 

oundation  gave  Copeland  $140,000 
})  move  to  a  new  site.  "The  first  thing 

did  was  thank  Ginnie,  and  then  I 
iianked  God,"  Copeland  says. 


When  Binger  was  71 — after  13 
years  running  the  McKnight  Foun- 
dation— she  passed  the  responsibili- 
ty to  her  daughter,  Cynthia  Boyn- 
ton!  Time  to  retire?  Not  a  chance. 

Binger  started  the  vmb  Fund  (her 
initials),  which  will  give  out 
$600,000  in  1998.  She  looks  for 
ways  to  help  people  beyond  what 
foundations  can  usually  do.  "She 
wants  to  know  the  human  dimen- 


sion, what  impact  a 
project  will  have  on 
people's  lives,"  says 
Jim  Storm,  a  consul- 
tant who  has  been  her 
charity  scout  since 
1997.  Storm  is  himself 
a  beneficiary  of  her 
help:  In  1989  she  gave 
him  a  grant  to  finish 
his  Ph.D.  in  organiza- 
tional development. 

Binger  meets  with 
Storm  every  other 
Friday  to  pursue  a 
wide-ranging  agenda. 
At  the  August  meeting 
at  which  Binger 
approved  the  $3,000 
gift  to  Brenner,  she 
also  approved  a 
$3,000  gift  for  local 
radio  broadcaster  Mel 
Riley,  who  was  stricken 
with  cancer,  and  a 
$100,000  gift  to  Shar- 
ing &  Caring  Hands 
toward  the  construc- 
tion of  transitional 
housing.  Binger  and 
Storm  chitchatted 
about  their  families, 
her  new  passion  for 
bird-watching  and 
her  idea  of  buying 
chimes  for  St.  Mark's 
Episcopal  Church  in 
Minneapolis. 

Binger  is  physically 
frail  now  and  can't  get 
out  much  to  shake 
hands  and  see  things 
for  herself,  but  giving 
remains  her  joy  and 
her  work.  She  carries 
on  despite  her  aches 
and  pains. 

What  makes  this 
woman  remarkable  is 
not  just  that  she  gives — most 
wealthy  people  write  checks  for  char- 
ities. What's  remarkable  is  the  plea- 
sure and  satisfaction  giving  gives  her. 
She  remembers  bringing  a  guest 
speaker  from  a  charity  to  a  garden 
club  meeting.  She  was  the  only 
one  of  the  15  women  present  who 
gave  anything.  Her  reaction:  "Lucky 
me  and  poor  them.  They've  missed 
a  lot  in  life."  ma 
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Imagine  buying  a  French  impressionist  painting  and  then 
dragging  it  on  a  string  around  the  block.  Racing  the 
world's  finest  vintage  sports  cars  is  a  bit  like  that. 

Let  them 
eat  dust 


By  James  M.  Clash  with  Peter  Kafka 


E 


ivery  time  Wal-Mart  scion 
S.  Robson  Walton  turns  a  lap  at 
ILaguna  Seca  Raceway,  he  risks 
his  $2  million  1958  Scarab  Mkl  vin- 
tage race  car — not  to  mention  his 
$11  billion  hide. 

At  the  25th  Annual  Monterey  His- 
toric Automobile  Races  this  August, 
Walton's  car,  on  the  straights, 
approaches  150mph.  At  that  speed,  a 
football  field  length  of  concrete  flash- 
es by  in  1.4  seconds.  Walton  is  sepa- 
rated from  the  track  by  six  inches  of 
air  and  one  thin  sheet  of  aluminum. 

"Let  me  put  it  this  way,"  says  a 
fellow  vintage  car  racer  and  friend  of 
Walton.  "These  cars  killed  a  hell  of  a 
lot  of  people  when  they  were  new. 
The  same  cars  are  being  run  today  by 
people  who  aren't  as  good,  and 
they're  being  run  faster." 

After  skillfully  negotiating  ten  laps 
of  2.2  miles  each,  Walton  has  built  a 
formidable  lead  on  the  16-car  com- 
petition and  wins  easily. 

Fellow  billionaire  Bruce  McCaw, 
51,  was  supposed  to  be  at  Monterey, 
too,  but  scratched  at  the  last  minute. 
McCaw  and  his  $3.5  million  1953 
Ferrari  375  MM  Vignale  Spyder  wo  i 
the  coveted  Monterey  Cup  last  year. 

Like  the  Indy  and  Formula  One, 
the  vintage  car  racing  circuit  runs 
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weekend  races  all  over  the  world, 
from  March  through  November.  The 
difference:  These  cars  are  classic 
racers  from  another  era  and  most  of 
the  drivers  are  amateurs. 

Why  do  they  do  it?  Midlife  crises 
are  probably  a  part  of  the  answer,  but 


terey  is  the  crown  jewel  of  the  U.S. 
vintage  race  car  circuit.  This  year's 
race  drew  a  record  50,000  people 
over  three  days.  To  add  a  degree  of 
safety  to  the  sport,  the  rules  declare 
that  any  driver  who  drives  off  course 
or  causes  an  accident  can  be  banned 
from  competition  for  a  year  or  more. 

Some  vintage  car  drivers  are  flashy. 
Others,  like  54-year-old  Rob  Walton 
and  Bruce  McCaw,  are  lower  key. 
Without  much  fanfare,  Bruce's 
younger  brother  John,  47,  has  pur- 
chased more  than  $80  million  worth 
of  vintage  cars  in  the  last  18  months, 
more  than  any  other  collector.  One 
collection  often  Ferraris,  acquired 
from  Formula  One  maven  Bernard 
Ecclestone,  is  rumored  to  have  cost 
him  $40  million  alone. 

"It's  clear  that  John  has  amassed 


ILLIONAIRE  VINTAGE  CAR  COLLECTOR'S  CLUB 

ob  Walton  races  his  $2  million  vintage  Scarab  at  this 
jar's  Monterey  Historic  Races,  while  Otis  Chandler  prefers 
ie  quieter  life  of  collecting  American  classics  (below  left). 


ore  to  the  point  is  the  romanticism 
sso'ciatcd  with  great  old  cars.  Many 
image  collectors  lusted  after  a  par- 
Cular  car  when  they  were  young  but 

uldn't  afford  it  then.  "You've  got 
group  that  grew  up  with  Car  and 
driver  who  now  have  the  money  to 

end,  and  they're  buying  all  the  cars 

at  were  their  fantasies  when  they 
xre  kids,"  says  grocery  store  mag- 
ate/billionaire  Ronald  Burkle,  a 
onracer  who's  been  collecting  vin- 
ige  Ferraris,  Shelbys  and  other  clas- 
cs  for  more  than  two  decades. 

You've  got  to  be  in  love  with  these 
ars  to  drive  them.  Many  are  from  an 
ra  before  power  brakes  or  power 
teering,  let  alone  great  sound  sys- 
*ms.  A  driver  must  be  in  great  phys- 
:al  shape  to  race  one.  Walton,  for 


example,  is  a  triathlete. 

There  are  three  basic  types  of  his- 
toric car  events,  ranging  from  mild  to 
hair-raising.  Tours,  like  the  1,000- 
mile-plus  Colorado  Grand,  are  driven 
at  civil,  highway  speeds  over  a  period 
of  days — mostly  for  owners  to  enjoy 
their  machinery  on  the  open  road. 
Rallies — like  Italy's  Historic  Mille 
Miglia,  where  participants  cover 
1 ,000  miles  in  less  than  three  days — 
are  timed  competitions  in  which 
thousands  of  auto  enthusiasts  line  the 
streets.  (For  a  first-person  rally 
account,  see  "Monte  Carlo  or  Bust," 
Apr.  20,  1998.) 

Races  like  Monterey  or  Coys 
International  Historic  Festival  at  the 
Silverstone  Racing  Circuit  in  Eng- 
land are  purely  competitive.  Mon- 


the  world's  largest  Ferrari  collection 
in  the  shortest  amount  of  time,"  says 
Bernard  Chase,  41,  co-owner  of 
Symbolic  Motor  Car  Co.,  a  dealer  in 
vintage  cars  who  counts  McCaw 
among  his  prized  customers  (see  box, 
p.  434).  Another  rare  car — a  1955 
Mercedes  Grand  Prix  W  196 — is 
rumored  to  have  been  purchased  by 
McCaw  from  Frenchman  Jacques 
Setton  for  $12  million — down  from 
its  $20  million  price  a  few  years  ago. 
Describing  Rob  Walton's  low  pro- 
file, Symbolic's  Marc  Chase  recalls 
selling  the  Wal-Mart  heir  a  rare  1958 
Ferrari  412  MI.  "When  [Rob] 
showed  up  outside,  you'd  never 
know  this  guy  had  any  money  at  all," 
says  Chase.  "It  was  before  we 
opened,  and  he  was  just  sitting  there 
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in  the  corner  in  his  shorts. 
The  next  thing  you  know,  we  were 
selling  him  a  car  for  a  couple  of  mil- 
lion dollars." 

On  the  other  hand,  Walton  doesn't 
use  a  phony  name  when  he's  racing. 
In  the  1960s  driver  Jean  Blaton — 
from  the  famous  Belgian  industrialist 
family — used  the  pseudonyms 
"Beurlys"  and  "Haldeaux"  in  race 
programs  to  keep  his  family  from 
knowing  he  had  entered.  Ditto  in  the 
1980s  with  German  businessman 
Louis  Karges,  who  went  by  the  alias 
"John  Winter." 


Times  Mirror  mogul 
Otis  Chandler,  70  (estimated  family 
worth:  $2.7  billion),  is  another  col- 
lector and  former  race  driver  (he  quit 
in  1983,  age  55).  After  racing 
Porsches  in  the  early  1960s  Chandler 
started  seriously  collecting  in  1968 
with  a  single  $25,000  Duesenberg 
motorcycle,  one  of  only  seven  made; 
today  it's  worth  over  $900,000.  He 
now  owns  one  of  the  most  important 
vintage  collections  in  the  world,  with 
dozens  of  rare  cars. 

Back  in  his  racing  days,  Chandler, 
schooled    at    Bondurant   in    8ears 


Point,  Calif.,  routinely  pushed  his 
1,1 10-horsepower  Porsche  917-30 
(bought  from  cart  honcho  Roger 
Penske)  to  220mph  down  the  back 
chute  at  Riverside.  What's  it  like 
going  that  fast?  Chandler  savs  he 
took  friends  around  the  track  in  a 
small  passenger  seat  built  into  the  car. 
"If  you  work  up  [to  speed]  gradual- 
ly, it's  okay,"  he  says.  "But  to  be  put 
in  the  seat  like  that — people  are  just 
blown  away  by  the  experience." 

Lately  Chandler  has  focused  on 
collecting  American  classics — he  now 
has  30  cars  made  between  1930  and 


Would  you  buy 
a  used  car  from 
these  guys?  (Yes) 

Symbolic  Motor  Car's  client  list  includes 
Forbes  400  members  Ronald  Burkle,  Otis 
Chandler,  brothers  Bruce  and  John  McCaw 
and  S.  Robson  Walton.  Gateway's  Ted  Wain  almost 
bought  a  $335,000  Bentley  from  Symbolic  recently, 
but  his  wife  thought  it  was  ostentatious,  so  Want's 
waiting.  Hong  Kong  billionaire  Sir  Michael 
Kadoorie  recently  bought  a  car  from  Symbolic,  as 
did  celebrity  performers  Nicolas  Cage,  Charlie 
Sheen  and  Vanna  White. 

Founded  bv  brothers  Bernard  and  Marc  Chase  in 


SYMBOLICS  BERNIE  AND  MARC  CHASE 

Selling  very  expensive  toys  to  very  wealthy  boys. 

their  garage  in  1985,  Symbolic  now  moves 
around  $120  million  a  year  in  high-end 
vintage  car  metal.  The  25,000-square-foot 
showroom  in  La  Jolla,  Calif,  houses  some 
of  the  world's  rarest  cars,  currendv  includ- 
ing a  red  1939  Alfa  Romeo  8C  2900B 
Touring  Spyder,  one  of  only  12  built,  and 
its  sister,  a  1938  coupe  that  won  Italy's 
1947  Mille  Miglia.  Asking  price:  $6  mil- 
lion each. 

Whereas  most  vintage  car  dealers  work 
on  consignment  and  act  as  brokers 
between  buyers  and  sellers,  Symbolic 
buys  for  its  own  account.  This  requires 
significant  amounts  of  money,  but  the 
Chase  brothers  say  they  have  no  trouble 
earning  back  the  cost  of  their  capital.  In 
1996,  for  example,  Symbolic  picked  up  a 
1967  Ferrari  412P  for  $3  million.  The 
car's  provenance  was  outstanding:  It  had 
won  the  prestigious  1,000-kilometer 
races  at  Monza  (Italy)  and  Spa-Francorchamps 
(Belgium)  in  1966.  After  a  year  of  restoration,  the 
car  was  sold  for  $4.5  million  to  a  prominent  Japa- 
nese collector. 

Symbolic  Motor  Cars  has  a  philanthropic  side. 
Bernie  Chase — with  the  help  of  San  Diego  Padres 
owner  John  Moores,  Pordand,  Ore.  cable  mogul 
William  Banco  and  Detroit  builder  Bernard 
Gliebcrman — has  raised  some  $60  million  this 
year  for  Scripps  Research  Foundation's  new  Insti- 
tute for  Childhood  and  Neglected  Diseases.  Some 
of  the  money  came  from  expensive  vintage 
car  donations.  John  McCaw  recently  bought  a 
1967  Ferrari  275  GTS/4  nart  Spyder  at 
Christie's  Pebble  Beach  auction  for  more  than  $2 
million— all  of  which  went  to  Scripps.  We're 
not  sure  how  the  charitable  tax  deductions  on  diis 
kind  of  thin    work.  -J.M.C. 
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942  "They  represent  the  zenith  of 
unerican  car  [production],"  he  says. 

handler's  most  recent  purchases  at 
'hristie's  Pebble  Beach  auction:  a 
932  KR  Lincoln  Custom  12  Con- 
ertible  Sedan,  tor  $200,000;  a  1931 
Cadillac  Y  16  Madame  X,  tor 
1 1  0,000;  and  a  1938  V  16  Cadillac 
ownc  Car,  tor  $70,000. 

Chandler  is  also  .\n  avid  vintage 
motorcycle  collector;  he  owns  ISO 
ikes — 15  of  which  were  part  of  New 
ork's  popular  Guggenheim  Museum 
xhibition.  The  rest  are  on  displav  at 

fis  45,000-square-foot  museum  in 
henard,  Calif. 

Are  vintage  cars  good  investments? 
"hey  c.\n  be,  but  bad  timing  hurts 
ven  millionaires.  In  the  late  1980s, 

the  market\  peak,  Swiss  bottle  cap 

agnate  Albert  Obnst  leveraged  up 
p  purchase  what  would  become  a 
70  million  collection  of  vintage  cars. 
Wicn  the  car  market  crashed  in 
990  his  collection  dropped  to  $25 
lillion  in  value  and  he  suffered  a 
nancial  crisis  trving  to  pay  off  his 
ns.  Much  of  what  John  McCaw 
tst  bought  was  in  that  collection. 

"Cars,  where  there's  a  fairly  good 
upplv — like  Ferrari  Daytonas — 
aven't  gone  up  at  all,"  savs  Ron 
iurkle.  "It's  the  really  rare  things 
lat  have  traded  at  premiums.  People 

c  very  selective  and  much  more 
ducated  now." 

"I  have  a  couple  of  cars  worth  over 
1  million — at  least  they  were  a  few 
weeks]  ago,"  laughs  Otis  ('handler. 
But  I  don't  collect  to  make  money. 

collect  because  I  really  love  cars. 
•ut'I  think  we're  a  minority.  There's 

very  large  group  that  speculates  " 

Chandler  savs  the  most  expensive 
ars — more  than  $  1  million — will  hold 
heir  value   even  in  a  down   stock    < 
market  because  many  are  already  in    ; 
trong  hands  like  Walton's  and  the    § 
/lcCaw  brothers'.  That  Walton's  1958    5 
carab,  for  example,  was  built  for 
Vbolworth  heiress  Rarbara  Hutton's 
on,  Lance  Reventlow,  and  had  won 
everal  important  American  races  in 
he  late  1950s,  enhances  its  value. 

Symbolic's  head  buyer,  Elliot  5 
JJrossman,  sums  up  the  investment  ^ 
ngle  best:  "This  is  the  ultimate  of  = 
hin  markets.  One  car  may  sell  for  $3  § 
nillion,  but  try  selling  three  of  the  3 
ame  model  at  the  same  time."     IB 
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$40,000  engine  rebuilds 

Are  old  race  cars  good  investments?  An  exceptional  car's  value 
can  increase,  but  that's  not  a  compelling  reason  to  own  one. 
"Buy  something  you  can  afford  because  you  want  to  drive  it," 
warns  Redmond,  Wash,  dealer  Thor  Thorson.  "If  you're  looking  for 
something  that  sits  in  a  corner  and  gets  more  valuable,  you  shouldn't 
be  buying." 

The  notion  that  old  race  cars  have  any  value  at  all  is  new.  Prior  to 
the  early  1970s  only  eccentrics  cared  about  last  year's  model.  Rut 
with  the  advent  of  vintage  racing  and  a  lot  of  new  liquid  wealth, 
interest  in  the  cars  and  their  prices  has  greatly  increased.  "[Ry  the 
mid-1980s]  people  without  any  car  background  entered  the  market 
and  you  had  even  ordinary  stuff  achieving  crazy  prices,"  says  David 
Gooding  of  Christie's  International  Motor  Cars.  The  bubble  burst  in 
the  early  1990s.  Mark  Leonard,  a  La  Jolla,  Calif,  dealer,  says  he  sold 
a  1967  GTR4  Ferrari  for  $50,000  in  1986  and  resold  it  for  $1  mil- 
lion in  1989— it  sold  again  in  1995  for  $350,000. 

If  you  have  to  ask  the  cost  of  maintenance,  you  probably  can't 
afford  it.  A  vintage  racer  can  suck  a  small  fortune  from  your  check- 
book. Drive  the  cars  the  way  they  were  designed — in  races — and 
costs  escalate.  Rebuilding  a  Formula  One  engine,  which  could  be  a 
yearly  event  if  you're  driving  the  car  hard,  costs  $20,000;  rebuilding 
a  Ferrari  VI 2  engine  could  cost  $40,000. 

Getting  to  the  track  costs,  too.  A  round-trip  ticket  in  a  tractor- 
trailer  from  California  to,  say,  Watkins  Glen,  N.Y.  is  $2,000.  Ruying 
your  own  tractor-trailer  will  set  you  back  a  minimum  of  $150,000;  a 
deluxe  rig  with  air-conditioning  and  a  portable  grandstand  can  cost 
more  than  $300,000.  That  kind  of  expense  earns  vintage  racing  its 
"Billionaire  Roys'  Club"  feel. 

Rut  it  doesn't  have  to  be  just  for  the  elite.  Michael  Sharp,  58,  a 
Glendale,  Calif,  real  estate  broker,  raced  his  1922  Model  T  Ford  at 
Monterey  this  year.  The  car  cost  him  $10,000,  plus  $9,000  toward 
restoration  and  upkeep.  "This  is  not  an  ego  machine,"  he  says.  "Rut 
once  you  get  on  the  track  at  full  speed,  it  feels  like  one."  -P.K. 


Wild  ride 

A  thin  market  means  values  for  vintage  race  cars  can  veer  dramatically.  But 
prices  for  truly  rare  cars  have  started  to  accelerate  again. 


1962  Ferrari  QTO 


1933  Alfa  Romeo  8C  2.3 


Year/value 

1970:  $10,000 

1985:  $800,000  -  $1  million 

1989:  $14  million 

1992:  $3  million 

1998:  $3  million  -  $4.5  million 

Year/value 

1970:  $12,000  to  $14,000 
1985:  $250,000 
1989:  $2  million 
1992:  $1  million 
1998:  $2.5  million 

Source:  Christie's  International  Motor  Cars. 
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If  you  plan  to  fix  up  an  old  home,  you  may  oe  eligible 
for  a  subsidy  from  your  state  tax  department. 

Bringing  the  past 
back  to  life 
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G  Walker  Box  was  looking  tor 
a  hidden  paradise,  a  place 
•  where  he  could  hunt,  fish 
or  iust  sit  on  his  front  steps,  smoking 
j  cigar  and  sipping  a  cool  dnnk.  The 
r  old  chairman  of  Martinsville, 
\'a  based  sweatshirt  maker  Pluma, 
Inc  found  Brooke's  Bank,  436  acres 
on  Virginia's  Rappahannock  Riser 
with  a  Flemish  bond  brick  plantation 
home  with  twin  chimneys.  Built 
around  1751,  it  needed  a  lot  of 
work,  but  was  nestled  in  beautiful 
countryside  "I  saw  a  diamond  in  the 
rough."  Box  says  "I  ike  a  tool,  I  fell 
in  love 


He  bought  Brooke's  Bank  in  1994 
for  SI  .2  million  and  has  been  paving 
for  it  ever  since.  So  far,  he  has  [aid 
our  an  additional  $3  million  to 
authentically  restore  the  property, 
even  finding  a  blacksmith  to  forge  an 
old-fashioned  lightning  rod.  Box 
swells  with  house-pride:  "I  hope  they 
will  let  me  in  the  Pearly  Gates,  I'm 
doing  such  a  good  job,"  he  says. 

The  Commonwealth  of  Virginia, 
at  least,  would  vote  him  in.  Virginia 
is  one  of  nine  states  that  give  home 
owners  state  income  tax  credits  for 
rehabilitating  historic  homes  (see 
table,  p.  439).  Box  expects  to  take  at 


least    $300,000    off  of   his    state 
income  raxes 

Developers  have  enjoyed  a  federal 
income  tax  credit  for  historic  reha- 
bilitation of  commercial  properties 
since  1981,  and  nine  states  have  sim- 
ilar credits  for  commercial  restoration 
projects.  But  state  income  tax  breaks 
for  the  restoration  of  private  homes 
are  more  recent  and  less  widely 
known.  They  are  not  pure  giveaways, 
either:  The  states  probably  come  out 
even,  too.  The  homeowner's  tax 
incentive  generates  new  sales  tax  rev- 
enue on  building  materials,  not  to 
mention  added  income  tax  revenue 


BROOKE'S  BANK: 

Good  to  go  for  another 
three  centuries,  thanks  to 
a  model  restoration  job. 


**:.-..:-•;       ■;■.■-,»-  .,.../•..     .,,f  ■  .,,..■../■   ..         '■■  - 
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Doing  the  math 


Let's  look  at  how  the  tax  credit  worked  for  newlyweds  Gregory  and 
Robyn  Sekula  in  St.  Joseph,  Mo. 

In  Missouri  the  value  of  the  credit  depends — as  it  does  in  most 
states — on  several  factors:  the  percentage  of  expenses  eligible  for  the 
credit,  the  minimum  required  investment,  the  cap  (see  table)  and 
whether  a  taxpayer  can  use  the  deduction. 

To  assure  that  owners  don't  use  the  tax  credit  for  routine  mainte- 
nance, Missouri's  law  sets  a  high  minimum  investment  (the  renova- 
tion expenses  must  be  at  least  50%  of  the  cost  basis  of  the  building). 
The  Sekulas  easily  met  the  minimum  with  an  ambitious  rehab  plan, 
including  masonry  repairs,  exterior  painting,  porch  repairs  and  a  new 
roof:  total  estimate,  $44,000. 

Based  on  the  $44,000  estimate,  Missouri's  25%  credit  with  no  cap 
could  allow  the  couple  to  knock  $11,000  off  their  state  tax  bill.  We 
say  "could"  because  there's  another  wrinkle. 

In  Missouri,  as  in  many  states,  homeowners  have  to  incur  the  expens- 
es within  a  24-month  period.  Depending  on  the  state,  if  the  job  takes 
longer,  the  homeowners  can  pick  the  period  in  which  they  had  the 
highest  expenses  in  order  to  get  the  biggest  credit  possible.  The  Sekulas 
had  already  spent  $30,000  in  the  first  four  months  of  renovation,  so  the 
24-month  limit  probably  won't  affect  the  amount  of  the  credit,  assum- 
ing they  spend  another  $14,000  within  the  two-year  period. 

A  final  factor  is  your  state's  carry-over  rules.  Missouri  has  the  most 
liberal  carry-over  provision,  allowing  the  Sekulas  to  carry  the  credit 
forward  ten  years  and  back  three. 

Note  that  it's  a  credit  you  get.  This  is  far  more  valuable  than  a 
deduction,  because  you  get  to  offset  it  dollar  for  dollar  against  your 
state  tax  bill.  -A.E. 


on  construction  workers'  salaries.  "If  I 
you're  historically  minded  and  have 
the  wherewithal,  the  credit  makes  it 
a  little  sweeter  for  the  taxpayer,"  says 
Box's  accountant,  William  M.I 
Grover. 

The  rules  vary  from  state  to  state. 

The  first  step  is  to  determine  ifi 
your  house  qualifies.  In  general,  iti 
must  be  at  least  50  years  old  andi 
architecturally  or  historically  signifi-  i 
cant.  It  doesn't  have  to  be  a  former] 
plantation;  it  could  be  a  shingled 
beach  cottage  in  Nags  Head,  N.C., 
or  an  adobe  meeting  house  remod-l 
eled  as  a  home  in  Arroyo  Seco,  N.M. 
Outbuildings,  like  barns,  can  qualify.] 

In  all  of  the  participating  states,  a| 
home's  listing  on  the  National  Reg- 
ister of  Historic  Places  confers  instant 
eligibility  for  the  tax  credit;  so  does  a] 
home's  status  as  part  of  a  National.] 
Register  Historic  District.  In  North 
Carolina  alone,  about  40,000  homes] 
already  meet  this  requirement.  Many  J 
communities  and  individual  home-}  Ron 
owners  are  working  on  National 
Register  applications  in  response  to  mK 
the  new  credits. 

Some  states  also  extend  the  credit  . 
to  homes  listed  on  state  and  local  his-      .". 
toric   property  registries.   If  your    . 
property  isn't  currently  listed,  how-  ^  , 
ever,  you  may  want  to  think  twice    ..,  r 
about  pursuing  local  recognition,    j 
because  that  often  comes  with  strings  ., 
attached  that  limit  your  ability  to  R    ,' 
make  exterior  alterations  to  your  , 
property.  The  national  designation,    j 
by  contrast,  is  purely  honorific  and  s    , 
doesn't  trigger  anv  diminution  ol,  :,, 
property  nghts. 


What  kind  of  work  is  covered?  Ir 


•it  to 


most  states,  including  Virginia,  jusi 
about  any  rehabilitation  work  thai 
adds  to  the  home's  value  is  an  eligi 
ble  expense.  If  you're  not  sure  how 
to  proceed,  just  turn  to  the  preserva 
tionist  bible,  Secretary  of  the  Interi- 
or's Standards  for  Rehabilitation  ana 
Illustrated  Guidelines  for  Rehabili- 
tating Historic  Buildings.  Your  stat< 
historic  preservation  officer  can  hel{ 
get  you  started.  Call  the  Nationa 
Conference  of  State  Historic  Preser 
vation  Officers  at  202-624-5465,  o 
visit  www.sso.org/ncshpo.  If  you'n 
not  in  a  state  with  income  tax  incen 
tives,  check  to  see  if  your  municipal 
ity  offers  property  tax  abatements  fo 
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j    :OTTAGE;  What  old 
>ags  Head  is  all  about 


nstoric  renovations. 

You  can,  if  you  like,  add  modern 
Itaturc  comforts.  Ro\  turned 
irooke's  Bank's  former  five  hole  privy 
nto  a  gardening  shed,  and  the  origi 
lal  kitchen  outbuilding  into  a  guest 
ottage.  "I  can't  make  my  wife  cook 
n  the  old  kitchen  and  bring  the  food 
rver  to  the  main  house,"  he  says. 

But  you  can  only  go  so  far.  Vir- 
ginia's law,  for  example,  doesn't 
over  additions,  landscaping,  site 
vork  or  furniture. 

Some  states'  laws  have  even 
tricter  limitations.  In  Rhode  Island, 
or  example,  only  exterior  and  struc- 
urdl  work  qualifies.  "We  didn't 
vant  to  be  involved  with  Jacuzzi 
>athrooms  and  fancy  wallpaper," 
ays  Edward  Sander- 
on,  the  state's  deputy 
reservation  officer. 
It  seemed  like  poten- 
ial  abuse."  But  many 
reservation  officers 
ay  that  including 
nodern  extras  in  the 
ax  credit  program  is  a 
tecessary  incentive. 

This  isn't  just  a 
•erk  for  the  very  rich: 
Vith  the  tax  credits, 
ven  middle-class 
amilies  can  live  in 
d  houses.  Grego- 


ry Sekula  and  his  wife  Robyn  spent 
$65,000  for  a  run-down  three -story 
brick  Victorian  home  in  St.  Joseph, 
Mo.'s  Museum  Hill  National  Reg- 
ister district.  In  the  late  19th  centu- 
ry, Museum  Hill  housed  the  gentry 
of  St.  Jo  in  stately  mansions.  By  the 
1950s  the  gentry  had  moved  on, 
and  the  mansions  had  been  subdi- 
vided into  small  apartments,  their 
architectural  ornaments  stripped 
and  sold. 

The  Sekulas  have  poured  a  great 
deal  of  their  own  sweat  into  their 
home.  Greg  Sekula  stripped  three 
layers  of  modern  roofing  off  the  struc- 
ture's original  shingles,  replaced  its 
rotten  porch  rails  and  repointed  the 
building's  masonry.  One  day,  he'd 


Cash  back  for  home  rehab 

Use  this  table  to  calculate  how  much  the  historic  preservation 
tax  credit  is  worth  in  your  state. 


State 

%  Credit 

Minimum  investment 

Cap 

Colorado 

20% 

$5,000 

$50,000 

Maryland 

151 

$5,000 

None 

Missouri 

25 

50%  of  home's  basis 

None 

New  Mexico 

■  50 

None 

$25,000 

North  Carolina 

30 

$25,000 

None 

Rhode  Island 

10 

$2,000 

$l,000/yr 

Utah 

20 

$10,000 

None 

Virginia 

152 

50%  of  home's  assessment 

None 

Wisconsin 

25 

$10,000 

$10,000 

Em 
rb. 


Legislation  is  under  way  in  Connecticut,  Michigan,  New  York,  W.  Virginia  and  in  Congress 
'Increases  to  25%  in  1999.  "Increases  to  20%  in  1999,  25%  in  2000. 


love  to  replicate  the  original  stained 
glass  window — sold  long  ago.  "Our 
house  is  our  child,"  says  Sekula. 

Headaches?  Plenty.  John  Silver 
had  an  approved  tax  credit  applica- 
tion in  hand  to  do  $100,000  worth 
of  work  on  his  family's  Nags  Head 
beach  cottage.  The  plan  was  to 
move  the  1875  home  112  feet  back 
from  the  ocean  and  reshingle  it  with 
local  juniper. 

That's  when  the  trouble  started. 
Once  he  removed  the  wraparound 
porches,  Silver  found  that  the  salt 
air  had  corroded  the  old  nails. 
Worse,  it  turned  out  that  those 
porches  had  pretty  much  held  the 
whole  house  together.  Once  they 
had  been  removed,  the  exterior 
walls  of  the  house 
started  falling.  So 
instead  of  a  reshin- 
gling  job,  Silver  essen- 
tially had  to  rebuild 
the  whole  house. 

Is  it  worth  it?  It  is 
to  Silver.  "This  is 
what  old  Nags  Head 
is  about,"  Silver  says. 
"It's  about  covered 
porches,  open  win- 
dows, open  doors. 
That's  this  house.  It's 
a  house  with  great 
memories."  Mi 
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As  obsessive  with  his  art  as  with  his  sweeping,  Daniel    § 
Brush  works  magic  with  precious  stones  and  metals.    ■> 

For  that 
unrequited  neck  i 

By  Robert  Goff 

Every  morning  for  the  last  2 1  years  Daniel  Brush  has  risen  before  5 
5  a.m.  to  sweep  the  red  maple  floor  of  his  5,000-square-foot  Man-  z 
hattan  loft.  For  as  many  as  four  hours,  he  moves  the  broom  in  5 
long,  deliberate  motions,  navigating  his  way  around  elaborate  5 
18th-century  jewelry-making  machines,  rolls  of  paintings  stacked  * 
like  carpets  and  sporadic  groupings  of  furniture. 

This  obsessive  chore  serves  a  practical  purpose  in  Brush's  * 
scheme  of  things.  "Sweeping  removes  me  to  that  plane  where  I  can  concentrate,  a 
find  the  edge  from  the  day  before,"  says  Brush,  5 1 .  Having  put  away  his  broom  % 
and  inhaled  his  morning  Cheerios,  he  gets  down  to  business  in  the  workshop  z 
next  to  his  kitchen,  fashioning  enigmatic  objects,  sculpture  and  jewelry  from  = 
gold,  steel,  mastodon  ivory  and  precious  stones. 

Who  buys  these  pieces?  Wealthy  collectors  like  Wall  Streeter  John  Gutfreund  1 
and  Prince  and  Princess  Sadruddin  Aga  Khan.  Now  Brush  is  finding  a  broader  ~ 
audience.  With  the  first  public  exhibition  of  his  goldwork  in  more  than  30  years 
currendy  on  display  at  the  Smithsonian's  Renwick  Gallery  of  the  Nation- 
al Museum  of  American  Art  until  Jan.  10,  and  a  glossy  book  devoted  to 
his  handiwork,  Brush  is  being  discovered  by  the  world. 

A  native  of  Cleveland,  Brush  was  an  up-and-coming  voung  painter  in 
Washington,  D.C.  who  initially  considered  goldsmithing  an  interesting 
diversion.  Fascinated  by  the  ancient  Greeks'  skill  at  granulation,  Brush  first 
studied  Etruscan  goldworking  and  later  met  master  goldsmiths  in  Egypt, 
China,  Turkey  and  India.  He  learned  steelworking  by  visiting  Pittsburgh 
mills  and  working  as  a  machinist  in  New  Jersev. 

His  work  is  painstaking.  Brush  adorns  his  objects  with  thousands  of 
handmade  gold  granules  0.008  of  an  inch  thick.  With  the  aid  of  surgical 
binoculars,  he  uses  a  single  sable  hair  and  his  own  spit  to  appiv  the  minute 
grains — as  many  as  78,000  on  one  3-inch-diameter  object — before  attaching 
them  permanently  with  a  blowtorch.  "I  might  spend  more  than  200  hours 
putting  granules  down,"  he  explains,  "and  if  it's  torched  one-and-a-half  seconds 
too  long,  it'll  melt  like  a  ball  of  mercury — be  ruined!" 

Four  years  ago  Paul  Gottlieb,  the  head  of  book  publisher  Harrv  N.  Abrams, 
Inc.,  went  to  Brush's  studio  at  the  urging  of  a  friend.  Says  Gottlieb,  "I  under- 
stood very  quickly  what  a  brilliant  mind  this  was,  forcing  himself  through  the 
whole  history  of  jewelry."  There  followed  an  Abrams  book  on  Brush.  Shortly 
after,  the  Smithsonian  offered  to  begin  planning  a  one-man  exhibition. 

Brush  does  not  see  himself  as  a  late  20th-century  Tiffany,  ('artier  or  Faberge, 
whose  studios  employed  craftsmen  to  carry  out  their  designs.  He  works  entire 
ly  by  himself.  "I  don't  set  out  with  the  goal  of  making  utilitarian  things  or  Prod- 
is "  he  says.  "I've  always  viewed  my  jewels  as  being  for  that  unrequited  neck." 
Com.  nporary  influences  include  abstract  painter  Barnett  Newman  and  sculp- 
tor Isamu  Noguchi. 

Don't  aspire  to  his  stuff,  though,  unless  you  have  a  very  fat  portfolio.  Pieces 
can  run  well  into  the  six  figures.  nm 
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DANIEL  BRUSH 

An  artist  with  the  Midas  touch. 
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Receive  Value  Line 
for  only  $7§:$55 

An  introductory  subscription  to  The  Value  Line  Investment  Survey  bnngs  you  the 

2000-page  Investors  Reference  Library — Value  Line's  most  recent  Ratings  and  Reports 

on  1 700  stocks  and  the  practical  guide  How  to  Invest  in  Common  Stocks.  You  will  also  receive  1 

analyses  of  about  130  stocks  each  week  for  10  weeks  for  "5?£S55.  Available  only  once  every 

three  years  to  any  household  SPECIAL  BONUS:  WALL  STREET  WORDS.  Revised 
Edition:  An  Essential  A  to  Zfor  Today's  Investor  (retail  price,  $  1 2.00)  In  addition  to  clear 
definitions  of  4,000  terms,  this  convenient  guide  contains:  60  case  histories  illustrating  the 
real-world  application  of  key  concepts,  as  well  as  samples  of  technical  charts  You  also  get 
explanations  and  ideas  from  industry  professionals  on  50  special  topics,  including  tax  law, 
financial  management  and  accounting.  Available  while  supplies  last.  Free  with  your  trial 
subscription.  Your  subscription  may  be  tax-deductible,  consult  your  tax  advisor.  Send  check 
or  money  order  along  with  name,  address  and  zip  code  together  with  this  ad  or 

Call  Toll-Free  1-800-833-0046 

Eil  2903  Dept.  616WF12  American  Express.  MasterCard.  Visa  or  Discover 

24  hours  a  day.  7  days  a  week.  II  you  are  not  completely  satisfied  return  all  materials 

1  good  condition  within  30  days  from  the  start  of  your  trial  subscription  for  a  full 

refund  of  your  fee.  Allow  4  weeks  for  delivery.  Foreign  rates  upon  request. 

www.valueline.com 

The  Value  Line  Investment  Survey* 

PO  Box  3988.  New  York 

NY  10008-3988 
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ASSET  PROTECTION 

& 
OFFSHORE  BANKING 


We  show  you  "How  To" 

create  a  financial  fortress  that 

will  protect  your  wealth  with 

complete,  tested  and  secure 

privacy,  including: 

Confidential  Banking, 

Offshore  Centers,  Debit  and 

Credit  Cards,  access  to 

International  and  US  Funds, 

Overseas  and  Domestic 

Brokerage  Services 


Call  us  today:  800-266-8211 

Merrill,  Scott  &  Associates 

http://www.merrillscott.com 


Mergers  &  Acquisitions 


Businesses  with  minimum 
1MM  sales  No  Start  ups.  All 
Corp  Fin.  Deals  M&A,  LBO, 
MBO,  etc.TWK  Inc.  Call: 
2012270950  Fax:2018161255 


Http:// www. twkinc.com 


INVESTMENT  ADVISOR 

Callan  trained  investment 
consultant  desires  position  with 
wealthy  investor,  family  or 
business.  Exp.  in  asset  allocation, 
Hedge  Fund,  Money  Mgr.,  V.C.. 
evaluations,  hiring  and 
monitoring.   Prudent  and  superb 
record.  888-552-5711  lv.  msg. 


business  opportunities 


OFFSHORE 


Private  Bank  for  Sale 

call  for  FREE  report!!! 

Call:  800-733-2191 

Worldwide  Business  Consultants 


1  Shredding  for  over  40,000 
companies  in  8  countries. 

1  World  leader  in  mobile  document 
shredding  and  recycling. 

•  Offering  a  unique,  proven 
franchise  system  successful  in 
over  60  markets. 

•  Business  to  business  service; 
national  account  program; 
training;  exclusive  territories. 

•  Excellent  opportunities  nation 
wide. 

•  Featured  in  Forbes,  March  1997. 

Call:  Doug  \A/cxrTen 
(905)  855-2856  &ct.  237 

E-mail:  doug@shredit.com 


OFFSHORE 

CORPORATIONS 


1  Protection.  Privacy,  Tax  Free 

1  Licensed  Offices:  Las  Vegas  •  Nassau 

1  Hal  Rate  Fees,  Nwdi  Corps.  S95 


ORDER  BY  PHOSE   EREE  INFO 

1-800-997-2550 

www.legal.onevegas.com 


University  Degrees 

Bachelor's.  Master's,  Ph.D.s. 
Take  courses  using  texts/phone/rnaM| 
No  classes.  Low  costs. 
Columbia  Pacific  University 
105  Digital  Drive,  Novate  CA9  j 
800-552-5522  -  http^/www.CPUni  I 


FORBES  MARKET  CLASSIFIE 
spotlight  yoqr  spQpUUtt/  pniduti  or  service  to  an  afflutml  (ureal ire  audU'm 
Call  Linda  Loren  (212)  260-0620  or  Fax  (212)  260-S18', 

E-mail:  Uoren@forbes.cof 


s/ 'authors/publishers  business  opportunities 


W  AUTHORS 

LISH  YOUR  WORK 

SUBJECTS  CONSIDERED 

- .  Biography. 
Wtg  Cot    Poetry  Children? 
jTHOB  WORLDWIDE  INVTTH). 

IN ERVA  PRESS 


/rave/  A  //'fness 


»  Guide:  Hlwrr  (o  Work  (hit 
i'it  on  the  Road.     \  well-orga 
erence  to  hotel  facilities,  health 
.  fitnes-  and  dance  classes  in 
om  popular  l    S    rikt IllilWIWm" 
ine  Available  in  bookstores, 
b\  mail  Send  *14."*?  to 
Publishing.  P<)  Box. U<)R. 

M5M341  :i:m--iw:i. 

ItH  ard  call  \I)I.  800-343-IOt):. 


executive  gifts 
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There  is 
an  answer! 

Send  for  Htt£  information 
on  a  revolutionary  NEW 
device  designed  by  a  leading 
Alexander  teacher  that  can 
help  relieve  today's  pain  and 
help  prevent  tomorrow's. 

Write:  TniConriort 

IS  Parkway,  #248G 
Katonah  NY  10536 


ILL  FREE  1-800-392-0363 


Shilo  Inns 

Great  Opportunity 

to  Purchase  up  to 

9  Motel  Properties. 

Excellent  Locations. 

Extremely  Well  Maintained 

Attractive  Financing  &  Terms. 

Brokers  Welcome 

Contact  Shilo  Inns 

Ph   (503) 641-6565 
Fax (503)  641-461  I 


S  OVER  TWO  BILLIONS 


WORTH  Of  BUSINESSES  FOfl  SALE  BY  OWNERS 

MAJOR  MANUFACTURING  TO  SMALL  RETAIL  SHOPS 

CONVENIENCE  STORES  •  RESTAURANTS  •  MOTELS 

Save  Tfcuunk  of  Dotes  •  No  Bfduragt  Fws 

CALL  US  TOLL  FREE  1 -M0-9M-SALE 
NATIONWIDE -To  Buy  Of  Sell 
MANY  OFFER  OWNER  FINANCING 
GREAT  WESTERN  BUSINESS  SERVICES,  INC. 


$$  Virtu jIGoldmine  $$ 


Monthly  Residual  Income 

Great  product 

Proven  Industry 

No  selling,  No  MlN 

Turnkey 


800-926-6882 


ruaaM.-m:^ 

TAKE  YOUR  BUSINESS  OFTSHORE  FOR  THE 

BEST  ASSET  PROTECTION  AND  PRIVACY 

Companies  -  Bahamas,  BV1,  Cayman 


ViWMC/Amcs 

(8oo)55i.9io5     TJirrvereal 


$875' 

""'P'c,r 


Sew  for  a 

FREE 

CATALOG 

mf  business  books  for  sale 
mby  the  U.S.  Government! 


Write  to: 

Free  Business  Catalog 

U.S.  Government  Printing  Office 

Office  of  Marketing — 

SM  Washington,  DC  20401 
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Office  97  Pro  Relail  Fta  CD-Manual-Ueense  MS/353-00005 
Office  97  Pro  Uctnst «/  MS  Envelope  COA 

Office  97  Pro  Small  Business  Ed.  vet  2  0  w/Pub  98 

Windows  98C0-Manual  foil  Version 
Windows  98  single  user  license  S  manual 

Wort  97,  Publisher  97,  Works  4.0  &  Bookshelf  97 
Works  4  5  &  Money  98  CD 

Project  98  full  Ver.  Retail  Box  COManual-License 
Visual  C++  Pro  6,0  Full  Ver  CO-manual 
Visual  Basic  Pro  6.0  FullVer  CO-manual 
Visual  Fox  Pro  97  FullVer  CD-manual 
HT  Workstation  4  0  Retail  Box  CO-Manual-License 
NT  Server  4  0  CO  */C0-Manual  5-Cheni  License 
MT  Server  4  0  20  Clieni  Leense  Pack 

BackOffice  4  0  Small  Business  Server 
BackOffice  Server  4  0  *w  ciwnt  License 
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ADOBE  cheapsoft@aol.com 

Pagemaker  6,5  or  Premier  5.0  Full  Version  $369 

Photoshop  5.0  Full  Version  $369 

Illustrator  7,0  Full  Version  $249 

COREL 

WordPerfect  Office  Suite  8.0 :.  ■■-  r)  r  Naturally  Speaking  $159 

CorelDraw  8,0  CD-Man  w/PriotopainiVDieam  3D  $249 

LOTUS 

Lotus  SmartSuite  97  CD  w/CD-Manual-License  $79 

SYMANTEC 

Norton  Anti-Virus  4.0  »CD-Manual-License,  Full  Version  $35 

PC  Anywhere32  80  Hosl  S  Remote  w/CD-Manuai-Lic,  $99 

ACT  4.0  w/CD-Manual-License.  Full  Version  $139 

~e  ra  ■«!£«? 

DEALER   INQUIRIES  WELCOME 

PACIFIC  STANDARD  TIME  MONDAY  -  SATURDAY  7AM-6PM 
SofFtMan  Products  Co 
12658  W   Washington  Bl.  »103.  LA.  CA  90066 


charitable  donations 


INSTITUTE  OF  MARINE  SCIENCE 

MARINE  ENVIRONMENT  EDUCATORS 

IK)NATE  YOUR  PROPERTY 

BOATS  -  REAL  ESTATE 

With  a  Bargain  Sale  tt)  chanly  You  receive  cash 

plus  a  substantial  tax  deduction  for  your  property 

OUR  GOAL 

With  our  marine  environment 
With  our  Partners  in  liducalion 
With  major  (Xeanographic  ( lolfegei 
and  Universities 

Call  or  write    Institute  of  Marine  Science 

4332  B,  Trade-winds  Avenue, 
l-auderdale  By-The  Sea.PL  I3308 

(800)826-61*40 
CA  (619)  223-5221 
WA  (206)  283-8520 


gemstones 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  &  sell  Diamonds 

and  all  Precious  Gemstones. 

Free  wholesale  catalog  since  1967! 

Member:  Jewelers  Board  of 

Trade  &  Chamber  of  Commerce 

HOUSE  OF  ONYX 

1  Main  St.,  Greenville,  KY  42345 

1-800-844-3100  or  FAX  502-338-9605 


realestate 


PALM  BEACH 

Boca  Raton  •  Miami  Beach  •  Jupiter 

Las  Vegas  •  New  York  City 

7  Offices 

1-800-669-0577 

www.barclavsroaltv.com 


&  BARCLAYS  $ 


INVEST  IN  RURAL  NEW  ZEALAND 

Large  Productive  farming  property 
I7IKK)  units  sheep  cattle  deer  &  forestry. 
Modern  homestead  in  attractive  setting. 
Four  staff  homes  secure  productive 
investment  in  high  return  farming  business. 
Sportsman  recreational  paradise 
$6000000  NZ  OR  APPROX  $3000000 
US  Brochure  Available  -  C  Cochrane 
FAX:  0064-3-4183044     PH:3-4183040 


franchising 


Franchise 

your  business! 

Call  for  Information  on  franchising 

your  business  or  seminars  scheduled 

throughout  the  country. 

Francorp' 

SpoctallttB  In  Fra/tehlBm  Dmv*topmi>t 

1-800-FRANCHISE  FB 


PITALIST   TOOL 


r  e  a  c  h       t  h  e       a  f  fluent 


Noughts  on  the  business  of  life 


As  more  and  more  hospital  administrators  are  welcoming  McDonald's  and  Burger  King  to  their  operations, 
a  number  of  physicians  are  having  fits.  They  proclaim  that  fast  foods  are  not  as  nutritionally  controlled 
as  hospital  menus.  What  is  nutritional  about  hospital  food  that's  too  often  uneaten  because  it's  soggy, 
pallid,  lumpy  and  at  a  temperature  opposite  the  remote  kitchen's  intent?  If  patients  could  vote,  I  bet  95% 
would  vote  for  McDonald's  or  Burger  King  over  in-house  hospital  gunk.  And  I  bet  about  the  same  percentage 
of  doctors  who  have  to  eat  there  would,  too.  -Malcolm  Forbes  (1988) 


I  love  mankind;  it's 
people  I  can't  stand. 
Charles  Schulz 


Research  is  what 
|l  I'm  doing  when  I 
1°  don't  know  what 

I'm  doing. 

Wernher  von  Braun 


Dreams  are  excursions 
to  the  limbo  of  things, 
:  a  semi-deliverance  from 
If  the  human  prison. 
H.F.  Amiel 


Man's  capacity  tor 
self-deception  is 
unlimited. 
George  H.  Tausch 


When  I  see  a  man  of 

shallow  understanding 
extravagandy  clothed, 
I  feel  sorry — 
for  the  clothes. 
Josh  Billings 


You're  less  likely  to 
lose  too  often  than 
to  quit  too  soon. 

Dave  Weinbaum 


To  succeed  in  the 
world  it  is  not 
enough  to  be  stupid, 
you  must  also  be 
well-mannered. 
Voltaire 


Ignorant  people  are 
sure  of  the  causes 
of  everything. 
James  Thorpe 


There  comes  a  moment 
in  the  day  when  you 
have  written  your 
pages  in  the  morning, 
attended  to  your  cor- 
respondence in  the 
afternoon,  and  have 
nothing  further  to 
do.  Then  comes  that 
hour  when  you  are 
bored;  that's  the 
time  for  sex. 
H.G.  Wells 


Love:  the  most  subtle 
form  of  self-interest. 
Holrrook  Jack sos- 


Old  Glory  crowns  our 

hallowed  halls 
With  proudly  waving 

stars  and  stripes; 
While  in  the  chambers 

underneath, 
Her  spirit's  mocked 

by  sparring  snipes. 
Art  Buck 


No  one  recovers  from 
the  disease  of  being 
born,  a  deadly  wound 
if  there  ever  was  one. 
E.M.  ClORAN 


Every  man  who  knows 
how  to  read  has  it 
in  his  power  to  mag- 
nify himself,  to 
multiply  the  ways 
in  which  he  exists, 
to  make  his  life 
full,  significant 
and  interesting. 
Aldous  Huxley 


I  am  firm.  You  are 

obstinate.  He  is  a 
pig-headed  fool. 
Katherine 
Whitehorn 


Everyone  can't  be 
rich,  but  everyone 
can  be  kind. 
Margaret  K.  Harvill 


Integrity  is  an 
absolute  virtue. 

CULLEN  HlGHTOWER 


A  soiled  baby  with  a 
neglected  nose  cannot 
conscientiously  be 
regarded  as  a  thing 
of  beauty. 
Mark  Twain 


Adventure  is  worth- 
while in  itself. 
Amelia  Earhart 

A  Text  .  .  . 

For  I  am  persuaded, 
that  neither  death, 
nor  life,  nor  angels, 
nor  principalities,  nor 
powers,  nor  things 
present,  nor  things  to 
come,  nor  height,  nor 
depth,  nor  any  other 
creature,  shall  be  able 
to  separate  us  from  the 
love  of  God,  which  is  ii| 
Jesus  Christ  our  Lord 
-Romans  8:38-39 
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senders  of  Bible  texts  used. 

More  than  14,000  "Thoughts," 
arranged  alphabetically  by  subject  | 
are  available  in  a  900-page, 
one-volume  deluxe  edition, 
Forbes  Book  of  Quotations: 
Thoughts  on  the  Business  of  Life. 
The  price  is  $40,  plus  $3.50  ship  | 
ping  and  $1  per  item  for  handling  | 
(add  applicable  sales  tax). 
To  order,  please  call  toll-free, 
1-800-87&6556. 
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The  awards  night,  the 
weekend  break,  the  vacation. 
Or  the  week  in  bed. 


Naomi  Campbell  and  Larry  King, 

National  Italian  American  Foundation  Gala, 

Hilton  Washington  £r  Towers. 


It  happens  at  the  Hilton: 


A  Hilton  BounceBack  Weekend"  is  an 
affordable  way  to  use  the  weekends 
to  recharge,  renew  and  simply  reward 
yourself  for  surviving  another  week. 

Dubai  Hilton 

-           V 

• — .       -^V 

The  HiHon  name  and  logo  are  trademarks  owned  by  Hilton  £  1998  Hi 

ton  Hotels 

Call    your    professional 
travel    agent    or    phone 

1-800-HILTONS 

www.hilton.com 
Over  400  Hiltons  worldwide 
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Hilton  Universal  City 

&  Towers,  Los  Angelas.        *H 

Whether  you  come  to  the  Hilton  to  be 
seen  by  everyone  or  no  one,  for  a  once-in- 
a-lifetime  vacation  or  a  get-away  weekend, 
you'll  have  everything  you  need  to  make  it 
happen.  And  with  over  400  Hilton  hotels 
and  resorts  worldwide,  the  only  hard  part 
will  be  deciding  where  you  want  to  go. 
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nte  Hilton  Tapatio  Cliffs  Resort,  Phoenix. 
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John  Lennon  and  Yoko  Ono, 
Bed-in  for  Peace, 


"Imagine  your  child  is  highly  allergic  to  certain 
medications.  But  you're  both  seriously  injured 
in  an  accident,  and  the  hospital  is  about  to 
give  her  an  injection  that  could  prove 

deadly.  Now  imagine  you're  carrying  a  smart 
card  encoded  with  all  her  critical  medical 
information.  The  hospital  scans  the  card  and 
she's  out  of  danger.  I  know  this  because  I 
helped  design  the  reliable  connectors  that 

are  reading  medical  smart  cards  in 
■  Germany  right  now.  If  we're  lucky,  they'll 
be  everywhere  before  long.  And  so  will 
my  connectors." 

Leroy  Magana,  Product  Design  Engineer, 
Santa  Ana,  California 


ITT  INDUSTRIES'  PROPRIETARY  LANDING  MECHANISM  FOR  SMART  CARD  CONNECTORS  REDUCED  THE  NUMBER  OF  COMPONENTS 

AND  USED  TAGUCHI  ANALYSIS  TO  OPTIMIZE  THE  ROBUSTNESS  OF  EACH  UNIT.  IN  ADDITION,  AN  ALLOY  OF  PRECIOUS  METAL  IS  ROLLED 

ONTO  THE  BASE  METAL  AND  HEAT  TREATED  FOR  RELIABLE  CONNECTIVITY  THAT  LASTS  10X  LONGER  THAN  TRADITIONAL  GOLD  PLATING. 


EVERY  YEAR.  WE  PROVIDE 
CONNECTORS  FOR  MORE  THAN 
50  MILLION  NEW  CELL  PHONES. 


ITT  INDUSTRIES  IS  THE  WORLD'S 

MANUFACTURER  OF  PUMPS 
FOR  WATER  TREATMENT  SYSTEMS. 


THE  WORLD'S  ARMED  FORCES  USE 
MORE  SINCGARS  RADIOS  FROM  ITT 
INDUSTRIES  THAN  ALL  OTHER  FREQUENCY- 
HOPPING  TACTICAL  COMMUNICATIONS 
SYSTEMS  COMBINED. 


www.ittind.com 


ENGINEERED  FOR  LIFE  IS  A  REGISTERED  TRADEMARK  OF  ITT  INDUS7I 


3INEEREDBYITT 
USTRIES  ARE  AT  WORK  PROTECT- 
MANY  OF  THE  WORLD'S 
CHES  AGAINST  EROSION. 


WE'RE  THE  PRIMARY 
PROVIDER  OF  GENERATION 
III  NIGHT  VISION  TECHNOLOGY 
TO  THE  U.S.  MILITARY. 
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Self-employed  or  employee?  Corporation  or  entrepreneur?  Do  you  see  a  desktop  for  an  enterprise  that  remains  consistent  for  tho  > 
price?  That's  our  Deskpro  El  \       Both  now  have  the  latest  Intel"  Celeron™  and  Pentium'  II  processors,  performance  graphics 
whether  yours  is  fairly  buttone    u    g     g  Mmrm^^MmM  M  or  ^e  DUS'ness  equivalent  of  a  sweatshirt  and 

Better  answers.  Deskpro  en  :  i 


> 
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rs?  That's  our  Deskpro  EN  Series.  Or  a  desktop  for  an  office  that's  seeking  the  latest  technology  at  the  best 
and  bigger  hard  drives.  Making  the  number  one  desktop1  even  more  popular  with  any  kind  of  company, 
jeans.  For  more  information,  contact  1-800 -AT- COMPAQ  or  www.compaq.com/products/desktops/promos/.     PSflVH1?!*!! 
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140  Welcome  to  my  store 

Bill  Gates  wants  to  be  your 
shopkeeper  on  the  Web.  Can 
he  outsell  Yahoo!  and  AOL? 

By  Eric  Nee 

ALSO  ON  THE  COVER 

50  Glut  check  time 

Asia's  got  all  supply  and  no 
demand,  which  means  its 
goods  are  now  U.S. -bound. 

By  Andrew  Tanzer 
and  Neil  Weinberg 

132  Games  dealers  play 

IBM,  Compaq  and  HP  are  in 
a  bind  they  just  can't  escape. 

By  Daniel  Lyons 

MANAGEMENT, 

STRATEGIES, 

TRENDS 

52  The  Archimedes 
of  Wall  Street 

John  Meriwether's  magic 
touch  was  little  more  than 
nerve -wracking  leverage. 

By  Robert  Lenzner 


154  PCs  no  more 

Bring  on  the  "infor- 
mation appliances." 


54  Too  much  doodle 

3M's  still  stuck  on  Post-it 
notes  in  a  changing  world. 

By  Michelle  Conlin 

55  Silicon  Valley  goes  gray 

VCs  are  on  the  prowl  for 
CEO  vets  to  run  startups. 

By  Julie  Pitta 

56  Lucky  Luciano? 

Benetton  takes  its  colorful 
look  to,  of  all  stores,  Sears. 

By  Silvia  Sansoni 

62  Cutlets  and  couture 

Shopping  for  steak  and  that 
litde  black  dress  at  the  mall. 

By  Carrie  Coolidge 

64  King  of  the  grocers 

At  Safeway,  profitability  is  in 
the  details,  details,  details. 

By  Kelly  Barron 

68  Down  to  the  wireless 

Constellation  plays  it  slow 
with  a  Third  World  strategy. 

By  Peter  Spiegel 

70  Ski  bum! 

What's  good  for  Vail's  Adam 
Aron  is  bad  for  the  locals. 

By  Christopher  Palmeri 

74  Prior  restraint 

Untold  story!  Alfred  Sloan's 
masterpiece  almost  wasn't. 

By  Dan  Seligman 

82  Out  of  Omaha 

The  obscure  tax  attorney 
who  became  a  telecom  titan. 

By  John  Gorham 

86  Other  people's  money 

Why  "junk  loans"  are  fueling 
a  L.t-  Vegas  building  boom. 
By  Seth  Lubove 

108  Starvip  City 

For  the  enti  nreneurial, 
it's  better  to  d<  it  in  Austin. 

By  Daniel  Hsrier 

112  Numb  in  Namibia 

To  many,  Don  Braden  proves 
you  can't  trust  a  car  dealer. 
By  Pranay  Gupte 


146  The  nature 
of  complexity 

"Biological 
metaphors  aren't 
just  metaphors. 
It's  how  the  real 
world  worl/c 


135  Give  us  your  waste 

How  Carlsbad,  N.M.  got 
the  WlPPing  it  wanted. 

By  William  P.  Barrett 

136  Deconstructing  Oscar 

Coastal  Corp.'s  David 
Arledge  is  no  Oscar  Wyatt. 

By  Christopher  Palmeri 

ENTREPRENEURS 

116  Fishing  for  a  future 

A  Scottish  fly-rod  maker 
angles  for  an  advantage. 

By  Richard  C.  Morais 

116  Money  troubles? 

What's  the  outcome  of  all 
the  poorly  performing  IPOs? 
By  Rita  Koselka 

117  Picasso  pawnshops 

When  cash  gets  tight,  try 
borrowing  on  the  wall  art. 
By  Robert  Goff 


118  Boss  wanted 

How  two  telecom  guys  got 
the  right  man  for  the  job. 

By  Stephan  Herrera 

122  Got  organic  milk? 

The  cows  at  Horizon  do 
everything  au  naturel — and 
we  mean  everything. 

By  Christopher  Palmeri 

INTERNATIONAL 

88  The  global  touch 

In  VTech's  Asian  equation, 
one  plus  one  equals  three. 

By  Andrew  Tanzer 

CHARTICLE 

60  College-level  math 

Trustees  cry  poverty,  even 
as  their  endowments  soar. 

By  Peter  Brimelow 
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TECHNOLOGY 

146  Complex  thinking 
Biologists  arc  finding  their 
Way  into  the  oddest  places 
By  Zina  Moukheiber 

150  Staying  Healthy 
(Viagra  for  diabetes? 

There's  more  h\pe  than 
hope  in  many  new  products. 
By  Alexandra  Alger 

154  The  end  of  tyranny 

Scrap  computers  and 

bring  on  the  "information 

appliances." 

By  Stephen  Manes 
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59  Close  to  home 

Jennifer  Roback  Morse 
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152  Volatility  and  the  laws 
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Because  peace  and  quiet 

Your  brother-in-law  is  staying  another  two  weeks.  911  puts  you  on  hold.  The  cable  company  didn't  show 

aren't  going  to 
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25  years  from  now, 

you  won  t  remember 

this  merger. 

But  you  11  still 

be  feeling  its  effects. 
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Pusillanimous  publishers 

Bestselling  business  books  .come  and  go,  but  though  written! 
more  than  a  third  of  a  century  ago  Alfred  P.  Sloan  Jr.'s  My  Life\  1 
With  General  Motors  remains  a  great  read.  Years  ago  I  devoured  lr 
this  real-life  account  of  the  decision-making  dynamics  of  a  huge 
organization  and  reread  it  last  year.  The  underlined  (and  dog- \ 
eared)  state  of  my  personal  copy  testifies  to  how  often  I  consult 
it.  But  not  until  I  read  Dan  Seligman's  "Prior  restraint"  (p.  74) 
did  I  realize  how  close  the  public  came  to  being  deprived  of  this 
splendid  work. 

Brilliant  though  he  was,  Sloan  was  no  writer.  That  the  book  is 
as  compelling  as  it  is  owes  much  to  Sloan's  ghost  writer,  journal- 
ist John  McDonald.  Seligman  tells  how  gm's  nitpicking  lawyers- 
persuaded  General  Motors  to  try  to  suppress  the  book  by  putting 
pressure  on  McDonald's  employers  at  Fortune  and  its  owner, 
Time,  Inc.  The  pressure  almost  succeeded.  Seligman  tells  an 
engrossing  tale  of  how  a  courageous  author  fought  a  giant  pub- 
lisher and  the  world's  largest  corporation  to  keep  his  baby  from 
being  strangled  at  birth.  While  all  this  happened  a  very  long  time 
ago,  litigious  lawyers  and  pusillanimous  publishers  are  still  very 
much  a  fact  of  life. 


When  hubris  meets  leverage 

Bob  Lenzner,  our  national  editor, 
has  been  covering  Wall  Street  for  more 
than  a  quarter  of  a  century  and  worked 
there  before  that  (in  risk  arbitrage  at 
Goldman,  Sachs).  He's  always  amazed 
watching  hotshots  play  around  with  a 
lot  of  other  people's  money,  but  he  was 
stunned  when  he  found  out  that  the 
guys  running  Long-Term  Capital 
Management  L.P.  had  made  bets  on 
more  than  a  trillion  dollars  of  securities, 
in  many  cases  without  putting  up  any 
margin  at  all.  "I'm  used  to  seeing  lever- 
age," he  says,  "but  50-to-l — even  100- 
to-1 — this  was  crazy."  Crazy  or  not,  it 
happened — and  nearly  crashed  the 
world  financial  system.  On  page  52  Bob  tells  how  a  legendary  trad- 
er and  his  Nobel  Prize-winning  partners  mixed  hubris  and  leverage 
into  an  explosive  brew. 

Microsoft  on  the  Web 

Eric  Nee  has  been  writing  about  Microsoft  since  1984 
which  has  taught  him  never  to  underestimate  the  folks  fron 
Redmond — even  when  they  seem  to  be  losing.  They  certain!) 
seemed  to  be  losing  on  the  Web.  "I  never  used  any  of  their  Wei 
sites,  and  I  didn't  know  many  people  who  did,"  he  says.  Erii 
decided  to  find  out  why.  He  reports  what  he  found  in  "Welcom< 
to  my  store,"  which  starts  on  page  140. 


Bob  Lenzner,  national  editor 
Fifty-to-one  was  crazy. 


Qt^.  <y.  q^+j<. 
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le  recognized  as  a  frequent  flyer  on  not  one, 
iut  six  airlines. 
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Travel  the  world  smoothly  on  all  six  Star  Alliance™  airlines  — 
Jnited  Airlines,  Air  Canada,  Lufthansa,  SAS,  THAI  and  Varig. 

Apply  mileage  points  from  qualified  flights  on  any  of  the  six 
airlines  toward  your  overall  frequent  flyer  status. 

Indulge  yourself  in  any  of  our  partners'  lounges.  More  than 
190  around  the  world  are  open  to  eligible  First  and  Business 
:avelers  and  to  Star  Alliance  Gold  members. 

Redeem  miles  for  reward  travel  on  any  of  our  six  carriers, 
giving  you  more  than  600  destinations  around  the  world  to 
choose  from. 

Enjoy  Priority  Check -In  on  all  of  our  partners'  flights.  Regardless 
of  the  airline  you're  flying,  a  priority  counter  awaits  Star  Alliance 
Gold  members. 

Be  more  confident  when  trying  to  fly  a  sold-out  flight.  Priority 
Wait-List  and  Priority  Standby*  put  Gold  and  Silver  members 
toward  the  top  of  the  list  on  any  Star  Alliance  flight. 


STAR  ALLIANCE    ~l 

The  airline  network  for  Earth. 


UllilUiUUi 


.mo  0T/S>*S  Lufthansa 


:  allowed  by  law. 


Forbes 


through 

Edited  by  Susan  Adams 


President  and  Editor-in-Chief 

Ste\-e  Forbes 

Chief  Operating  Officer 

Timothy  C.  Forbes 

Chairman 

Caspar  W.  Weinberger 

Vice  Chairman 

Christopher  Forbes 

Executive  Vice  President 

Leonard  H.  Yablon 

Publisher 

Rich  Karlgaard 

President-Forbes  Global,  Forbes  FYI 

Robert  L.  Forbes 

Publisher-Forbes  Global 

Domingo  Cavallo 

Vice  President-Finance  &  Secretary: 

Sean  P.  Hegarry 

Vice  President-Treasurer: 

Joel  B.  Rcdler 

Vice  President-General  Counsel: 

Terrence  O'Connor 

Vice  President-Business  Development: 

Gregory  J.  Zorthian 

Vice  President-Operations: 

Scott  E.  Masterson 

Director  of  Circulation: 

Lawrence  B.  Freeman 

Vice  President  Marketing  Communications: 

Bruce  H.  Rogers 

Director  of  Administrative  Resources: 

Mary  Ann  Danner 

Director  of  Corporate  Press  Relations: 

Elizabeth  S.  Ames 

Director  of  Public  Affairs: 

Margaret  Kellv  Tromblv 

Director  of  Information  Technology: 

Daniel  R.  Henderson  Jr. 

Controller: 

Debra  Liu 

Director  of  Business  Development: 

Amy  Tsui  Luke 

Director  of  General  Services: 

Garv  Prasto 

Vice  President  Advertising  Sales: 

William  J.  Flatlev 

Vice  President  International: 

Peter  M.  Schoff 

Director  of  Advertising: 

David  Forgione 

Director  of  Advertising  ASAP: 

Ted  Gramkow 

Director  of  Advertising  FYI:  Sherry  Phillips 

Director  of  Advertising  Forbes  Global: 

Steven  Rau;  Kelly  Emery  Steelman,  Adv.  Dir., 

the  Americas 

New  York:  Russell  Cherami,  Mgr.; 

George  C.  Clissold,  Cons.  Adv.  Mgr.; 

Courtney  Blundin,  Mary  McConnell, 

Michael  McCormack,  James  Patten,  Jessica  Sibley, 

Avery  Stirratt,  Donna  Tarr,  Linda  Loren 

Atlanta:  John  H.  Reock,  Mgr.; 

Timothy  Carney 

Boston:  Lisa  M.  John 

Chicago:  William  J.  Powers  Jr.,  Mgr.; 

James  W.  Wall 

Dallas:    Fred  H.  Wellington,  Mgr. 

Detroit:    Mike  Woods,  Mgr.;  Kathy  Connell 

Los  Angeles:    Eric  Rucker,  Mgr.; 

Jill  S.  Harris,  Adv.  Mgr.,  FYI  VVest 

San  Francisco:    Candace  J.  Alexander,  Mgr.; 

Catherine  Lukas,  Tom  Snow 

Washington,  D.C.:   Nancy  E.  Sterling,  Mgr. 

International:    James  W.  LaCirignola, 

Dir.,  Int'l.  Adv.,  Latin  America,  Korea, 

Philippines,  Thailand;  Christian  M.  Frost 

Hong  Kong:  Pamela  Fung,  Dir.,  Int'l.  Adv., 

Southeast  Asia 

London:  Keith  Mantle,  Regional  Sales  Director 

Europe;  Juanita  Caspari,  Regional  Sales 

Director/Europe 

Tokyo:    Hirowo  Itow,  Japan  Director, 

Hiroyuki  Nakagawa,  Japan  Adv.  Dir.; 

Toshiaki  lizuka,  Japan  Adv.  Mgr 

Special  Projects  &  Development: 

Arnold  J.  Pnvcs,  Dir.  Special  Projects; 

Dulce  A.  ChiCon,  Dir.  Special  Sections  Sales; 

Peter  T.  Malloy,  Dir  Econ.  Dev., 

Miguel  Raurcll,  Electronic  Adv. 

Susan  D.  Toscani,  Dir.  of  Project  Management 

Marketing  Services: 

M.ins.i  Marks,  Dir  Marketing  &  Promotion 

Carol  Nelson.  Dir.  Sjxc    Sections  cs;  Prog. 

Frank  Dolcim.iscolo,  Dir.  of  Research 

■  Forbes  Special  Interest  Publications: 
Richard  w.  Stockton,  VP  GM 

i  Forbes  Conference  Group: 
Christopher  Y  Clark,  VP  GM 
Rick  Johnson,  Dir.  Conference  Sales; 

(  I  insl.un  c  (  ..ujiu  i 

■  Advertising  Business: 

I  eGates,  Business  Man  i 
[pyce  McCracken,  Mgr  Sales  Info 
lom  Marlow,  Denise  Romano,  Rohm  Stem; 
Patricia  Deckelnick,  Adv.  Services  Manager, 

Cherie  King,  Thomas  O'Connor;  DaviaTayioi 


16 


Splat! 

In  the  spring  we  warned  about  the 
proliferation  of  hedge  funds — those 
unregulated  limited  partnerships  thaf 
invest  in  all  kinds  of  exotic  securities, 
including  derivatives  (Apr.  20). 

Timely  warning.  Laser  Advisers  Inc., 
run  by  former  Goldman,  Sachs  top 
mortgage  specialist  Michael  Smirlock, 
got  into  trouble  in  June  overstating 
assets  and  bet- 
ting wrong  on 
risky  mort- 
gage-backed 
securities.  Its 
three  Laser 
Advisers 
hedge  funds 
lost  40%  of 
their  capital  in 
the  first  six 
months  of  this  year.  As  Russia  collapsed, 
Tiger  Management's  Julian  Robertson 
and  Quantum  Fund's  George  Soros — 
both  legendary  hedge  fund  managers — 
lost  more  than  $2  billion  each,  though 
both  managers'  fund  groups  are  still  up 
for  the  year.  Now  there's  Long-Term 
Capital  Management  L.R,  the  global 
hedge  fund  that  reportedly  leveraged 
$2.2  billion  into  $1.25  trillion 
and  whose  implosion  has  unsettled 
the  world  banking  system.  We  may 
have  sounded  old-fogeyish  when  we 
said  these  things  worried  us,  but  some- 
times it  pays  to  be  an  old  fogey. 
-James  M.  Clash 

Firmed-up  Fannie 

Looks  as  if  we  were  wrong  about 
Fannie  Mae.  A  year  ago  we  suggested 
that  stock  in  the  nation's  largest  pur- 
chaser of  mortgages  was  probably  over- 
valued (Oct.  6, 1997).  We  theorized  that 
it  might  lose  its  60-year-old  govern- 
ment-backed status,  which  allows  it  to 
borrow  money  cheaply. 

Hasn't  happened.  Nor  has  mortgage 
growth  slowed.  More  folks  will  take  out 
mortgages  this  year  than  ever  before — 
SI. 4  trillion  worth — and  Fannie's 
mortgage  portfolio  is  growing  at  an 
annual  rate  of  24%,  versus  9%  a  year 
ago.  The  stock,  not  surprisingly,  has 
recovered  from  August's  market  drop. 

Some  dangers  still  loom.  Represen- 
tative James  A.  Leach  (R-IA),  die  pow- 
e  ful  head  of  the  House  Banking  & 


80  years  ago  in  For! 

September  21,  1918. 

First  woman  U.S.  Attorney:  A  few  weeks  ago 

Miss  Annette  Abbott  Adams  of  San  Francisco 

[was  appointed]  U.S.  Attorney  of  the  Northern 

California  District.  For  the  last  three  years  she 

has  proved  herself  an  authority  on  both 

Federal  and  international  law  as  assistant  to 

U.S.  Attorney  John  Preston. 

20  years  ago  in  Forbes; 

October  2,  1978  i 

The  truth  is  that  each  outstanding  [busi- 
ness] leader  is  unique,  yes;  but  indispens- 
able, no — unless,  consciously  or  uncon-1 
sciously,  he  makes  himself  so.  "There  is  a 
hidden  motive  in  people  who  are  very 
strong,"  explains  psychoanalyst  Abraham 
Zaleznik.  "It's  strictly  unconscious,  but  they 
don't  want  to  see  their  successors  succeed." 
Michigan  State's  Eugene  Jennings  says:. 
"The  guy  who's  hanging  on  attracts 
strong  men  like  himself. 
"Then  they  start  asserting  themselves,  and 
he  boots  them  out." 

11  years  ago  in  Forbes; 

October  19,  1987 

A  talk  with  Philip  Fisher:  I  see  new  issues  of 
companies  that  don't  look  all  that  outstand- 
ing coming  at  maybe  five  and  six  times: 
sales,  and  things  that  look  totally  prosaic 
coming  at  three  and  four  times  sales.  I  think 
this  is  always  the  sign  of  potential  danger.  I 
am  not  calling  doom  within  the  next  month. 
But  it's  a  time  to  be  cautious.  I  see  a  huge 
overextension  of  credit  in  all  directions.  The 
consumer  has  a  degree  of  loans  outstanding 
that  to  me  looks  abnormally  high  in  relation 
to  his  income....  [There]  is  the  trade-deficit 
situation,  which  I  think  is  rampant  with 
potential  trouble....  Put  all  this  togethei 
with  the  desperate  financial  condition  ol 
much  of  the  Third  World,  and  currently  yoL 
have  a  situation  not  too  much  different  frorr 
what  happened  in  the  late  1920s 
By  the  time  this  issue  was  in  readers 
hands,  the  U.S.  stock  market  hac 
dropped  by  11% 

10  years  ago  in  Forbes 

October  24,  1988 

Very  few  members  or  close  relatives  c 

members  of  The  Forbes  Four  Hundred  havt 

ever  served  in  elected  office.  A  surve) 

reveals  only  about  14.  Kim  McQuaid  [a  his 

torian]  makes  an  interesting  point:  N< 

matter  how  wealthy,  elected  officials  mus 

start  their  careers  at  the  bottom  of  a  com 

plex  pecking  order,  something  few  success 

ful  business  people  wish  to  do.  "Wealth; 

business  people,"  notes  McQuaid,  "want  t( 

spend  their  time  dealing  with  the  President 

because  he's  the  chief  honcho.1 

-Edited  by  Dolores  Latanioti 
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>0  STRANGERS  WATCH  YOU   UNPACK  YOUR  LAPTOP  ON  THE  AIRPLANE?  From  the  way 
integrates  the  latest  technologies  to  the  way  it  makes  people  look  twice.  There's  something  special  about  a  ThinkPad® 
otebook.  And  the  ThinkPad  600  is  no  different.  Thin,  light,  powerful.  With  a  big,  bright,  high-resolution  screen  and  CD-ROM 
apabilities.  A  tool  you  need.  A  tool  you  want.  Visit  www.ibm.com/thinkpad  or  call  us  at  1  800  426  7255,  ext.  4930. 


entiurrr  II  processor  (Up  to  300  MHz)  /  Up  to  5.1GB  Hard  Drive  /  Up  to  13.3"  display  /  About  5  lbs  /  1 .4"  thin  /  From  $2,499" 
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I   .  horized  IBM  Reseller  Price.  Act  licroprocessor  internal  cl<  =1  billion  bytes 

ty  may  be  less  5  pounds  is  traw  is  about 

.  due  to  componentry  and  variances   PCs  referenced  in  this  3d  include  an  operating  system    IBM  ernational  Business  Machines 
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Thanks  to  our  FtexJet  Fractional 
Ownership  program,  you  can 
invest  the  time  you  currently  spend 
waiting  to  fly  in  something  a  little 
more  profitable.  Taking  care  of 
business,  for  instance.  It's  simple: 
starting  with  a  remarkably  affordable 
$175,000*  investment,  you  can  own 
as  much  of  a  Learjet  or  Challenger 
business  jet  as  you  need,  direct  from 
the  manufacturer.  But  it's  up  to  you. 
After  all,  it  Is  your  time,  and  where 
you  invest  it  is  your  business.  To  learn 
more,  give  us  a  toll-free  call  at 
1-800-FIEXJET  (353-9538).  As  we 
i  when  you  are. 


•Estimated  annual  after-tax  cost  of 
ownership  1500  occupied  hours  over  five 
vearsl  in  a  Uearjet  31*.  Conditions  apply. 


Opportunities  abound  for: 
Achievers. 

You've  earned  your  success  with  hard  work.  Entrepreneurial 
spirit.  A  zeal  for  serving  client  needs. 

Entrepreneurs. 

Now  you're  eager  to  seize  new  opportunities.  Taste 

professional  freedom.  And  charge  into  a  future  with  unlimited 

earning  potential:  a  career  at  Salomon  Smith  Barney. 

Go-getters. 

There's  tremendous  potential  to  increase  your  present  earnings. 
With  more  control  to  build  your  own  business. 

Hard  Workers. 

A  paid  training  program  gives  you  the  investment  knowledge, 
experience  and  business-building  skills  you'll  need. 

Big  Thinkers. 

You'll  become  an  owner/shareholder  of  Travelers  Group. 
No  specific  financial  services  experience  is  required. 

Self-starters. 

Care  to  join  us?   Let's  get  to  work. 

Call  today  1-800-250  8876,  ext.  34, 

or  visit  our  career  center  ai      ivw.smithbarney.com 

SalomonSmiy  (Barney 


success  is  earned" 


SI998  Salomon  Smith  Barney  Inc  Sal  iser vice  mark  ol 

Salomon  Smith  BjinoiHn  Member  SIPC  An  equal  opportunity  employer 


A  Member  of  TmvelersGroupi 


Incoming  Chairman  Franklin  Raines 
Can  he  keep  Fannie  Mae  fit? 


Financial  Services  Committee,  is 
proposing  to  slap  Fannie  with  a  fee 
for  its  government  sponsorship,  or 
even  to  privatize  it.  However,  Fannie 
is  about  to  get  a  new,  politically  sa\vy 
chairman,  Franklin  Raines,  the  former, 
head  of  the  Office  of  Management  8c 
Budget,  and  it  doesn't  seem  to  have 
lost  much  of  its  long-standing  clout  in 
Congress.  -Bernard  Condon 

Reboot 

Four  years  ago — eons  ago  in  Internet 
time — Forbes  doubted  that  would-be 
Internet  entrepreneur  Alan  MeckleL 
would  turn  a  profit  (Oct.  24,  1994).  At 
the  time  Meckler  was  pushing  Meck- 
lerWeb,  an  Internet  home  page  where 
corporations  paid  for  space. 

We  were  right,  and  Meckler,  53.- 
sacked  that  business — he  soon  realized 
that  companies  didn't  need  him  tc 
create  their  own  Web  sites.  But  he 
quickly  found  a  lucrative  niche  in  th< 
Internet  business-to-business  market 
Meckler's  Internet  World  is  now  th< 
industry's  leading  trade  show.  His  fran- 
chise includes  3  yearly  shows  in  th< 
U.S.  and  33  worldwide.  Meckler's  five 
year-old  publication,  Internet  World 
now  has  a  controlled  circulation  o 
125,000.  His  Internet.com,  a  Web  sit< 
tor  Internet  industry  professionals,  gen 
crates  20  million  page  views  per  month 

While  most  Internet  companies  ar< 
high  on  valuations  but  low  on  profits 
Mecklermedia  Corp.  made  money  las 
year — analysts  expect  profits  for  1991 
to  jump  to  $7  million.  The  stock,  at: 
recent  S2 1 ,  is  up  more  dian  500%  sine 
going  public  in  February  1994.  Seem 
we  were  right  about  MecklerWeb — bu 
wrong  about  Meckler's  entrepreneur^ 
ability.  -Leigh  Gallagher  ■ 
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YOU'VE  GOT  MORE 


than  $100,000  in  investable  assets 


YOU  TRADE  MORE 


than  36  times  a  year 


YOU  DESERVE  MORE 


SPARTAN  BROKERAGE®  SERVICES 


Act  now 

and  get  5 

complimentary 

trades* 


You  can  take  advantage  of: 

•  Personalized  service  through 
dedicated  trading  teams 

•  Online  trading  as  low  as  $14.95 

•  Comprehensive  research 
&  decision  making  tools 

•  Options  trading  through 
specialists,  access  to  IPOs 


Fidelity 


Investments  <> 


WHERE    12    MILLION    INVESTORS    PUT   THEIR   TRUST. 


CALL 

1-800-FIDELITY 

OR       VISIT 

US       AT       WWW.FIDELITY.COM 

'Open  a  Spartan  Brokerage  account  with  SI 00 .000  between  9/23/98  and  12/31/98  and  Fidelity  will  reimburse  you  for  the  commis- 
sions on  the  First  five  trades  you  execute  before  12/31/98.  When  completing  the  Fidelity  Ultra  Service  Account'  application,  follow  the 
instructions  for  Spartan  pricing  If  you  execute  five  Spartan  Brokerage  trades  by  12/31/98,  and  pay  the  principal  and  commissions  for 
each  in  full.  Fidelity  will  credit  your  account  for  the  commissions  paid  up  to,  but  not  exceeding,  $150  per  account.  The  commission 
reimbursement  will  be  made  within  ten  business  days  after  settlement  date  of  the  final  qualifying  trade.  Only  stock  and  options  trans- 
actions are  eligible  lor  the  commission  reimbursement  offer.  Commission  reimbursement  offer  is  not  applicable  to  mutual  fund,  UIT  or 
fixed-income  transactions.  Offer  is  not  available  for  retirement  accounts  (including  IRAs,  SEPs,  SIMPLE  accounts,  Keoehs,  401(k)s, 
etc.)  All  trades  must  be  paid  in  full  by  settlement  date  to  qualify  for  offer.  Offer  is  nontransferable  and  void  where  prohibited  b)  law 
S  14.95  stock  trades  up  to  1,000  shares  placed  via  the  web  or  Fidelity  On-line  Xpress+INI  in  qualifying  accounts  (minimum  12 
trades  per  year).  On-line  stock  trades  for  all  other  customers  start  at  $25.  Additional  fees  apply  to  limit  and  stop  orders.  Refer  to  our 
commission  schedule  lor  complete  details.  Fees  may  apply  for  certain  research. 

Spartan    Brokerage   is   a    registered    trademark   of  Fidelity    Investments   and   a   service   of  Fidelity   Brokerage    Services,    Inc. 
Member  NYSE,  SIPC.  63602 


Sometimes  all  it  takes  is  a  little  imagination,  sometimes  si: 
horizon  of  possibilities.  The  secret  is  not  to  ask  yourself 
the  obvious,  perhaps  you  should  talk  to  us.  You'll  discover  that  w 
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UBS  AG:  Private  Banking,  Institutional  Asset  Management  (UBS  Brinson),  investment  Banking  (Warburg  Dillon  Read).  Private  Equity  (UBS  Capital).  Issue 
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nge  of  perspective;  and  suddenly  you  can  see  a  whole  new 
)iit  what  it  could  be.  If  you  expect  your  banker  to  look  beyond 
just  any  bank,  but  the  right  bank  for  you.  IpUBS 


.  In  the  U.S.  Warburg  Dillon  Read  LLC,  a  subsidiary  of  UBS  AG,  is  a  registered  broker-dealer  and  member  of  SIPC,  the  New  York  Stock  Exchange  and  other  leading  exchanges. 


my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 


Schools  of  hard  knocks 


By  Morgan  Murphy 


Some  of  the  best  preparation  for  business  success  comes 
not  from  graduate  schools  but  from  the  neighborhoods  where 
you  grew  up.  Some  smart,  tough  executives  tell  why: 


"Even  if  a 

Southerner 

is  lying  in 

the  ditch, 

they've  got 

one  eye  open, 

making  their 

next  plan." 

mmmm 

Linda  Bloodworth- 
Thomason, 
executive  producer, 
Mozark  Productions 


At 


A 


2T'  s        ' 
StC&s  i 
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Cathleen  Black 

President 

Hearst  Magazines  Division 
(Chicago's  South  Side) 

What  was  wonderful  about  growing  up  in 
the  Midwest  was  that  it  was  not  about  who 
your  parents  were  or  if  you  went  to  "X"  prep 
school.  When  I  interview  job  candidates  I 
don't  give  a  hoot  about  the  more  traditional 
Eastern  establishment  stuff.  What  I  want  to 
know  is,  did  you  do  well  in  your  last  job? 
Did  you  deliver?  What  kind  of  profit,  what 
kind  of  magazine  did  you  produce1  What  are 
your  ideas? 

In  ( ".hi- enact -jjbo  you  grow  up  tough  and 
strong.   There  are  ropes  up  on  the  bridges 
downtown  to  keep  you  from  being  blown 
into  the  Chicago  River:  You  grow  up  able  to 
withstand  lots  of  different  kinds  of  wind — and 
windbags. 


f'avf*16"*6  "nb* 


Linda  Bloodworth-Thomason 

Writer/Executive  Producer 
Mozark  Productions,  Inc. 
(Poplar  Bluff,  Mo.) 

My  grandfather  was  a  civil  rights  activist  who 
was  shot  point-blank  by  the  Ku  Klux  Klan. 
He  lived.  When  I'm  attacked,  I  don't  run 
from  a  fight.  Even  if  a  Southerner  is  King  in 
the  ditch,  they've  got  one  eye  open,  making 
their  next  plan. 

Gene  A.  Keluche 

Chairman 

International  Conference  Resorts,  Inc. 

(Mt.  Shasta,  Calif -Win tun  American  Indian  tribe) 

When  I  got  home  from  school  I  tried  to 

teach  myself  to  be  Indian:  I'd  take  off  with 

my  little  dog  and  stay  all  weekend  in  the 

woods  running  trap  lines  and  learning  the 

values  of  nature — trying  to  reinvent  myself  by 
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/endy  Jeansonne, 
vice  president, 
Iracle  Corporation's 

BM  Products  Division, 

alks  about 

ale  Ca 


Management:  "Dale  Carnegie 
Training"  has  been  vital  to  me 
have  assumed  increased 
esponsibility." 

Risk-taking:  "I  have  been  able  to 
step  out  onto  the  edge  and  lean  into 
new  situations  with  confidence." 

Sales:  "I  am  more  effective  when 
meeting  with  customers,  making 
presentations  and  representing 
Oracle  in  public  forums." 

Leadership:  "Being  able  to  confi- 
dently step  up  in  front  of  a  group 
and  enthusiastically  focus  on  the 
messaqe  makes  me  a  much  more 


Dale  Carnegie 
Training 


jcognized  by  the  American  Council  on  Education  and  accredited  in  the  U.S. 
d  Canada  by  the  Accrediting  Council  for  Continuing  Education  &  Training. 
>pyrightVI998  Dale  Carnegie  &  Associates,  Inc.  All  rights  reserved. 


To  read  more  of  Wendy's  story — 
and  to  see  how  you  can  give  your 
employees  this  kind  of  edge — 
visit  our  web  site  at: 
www.dalecarnegie.com 

You'll  learn  about  all  of  our  training 
options,  including  team-building, 
leadership,  and  relationship  selling. 
Or,  to  find  the  licensed  representa- 
tive nearest  you,  contact  us: 
1-800-231-5800  Ext.  202 
www.dalecarnegie.com 


my  mind 


"I  developed 
leadership 
skills 

growing  up 
in  small 
towns  of  the 
Midwest." 

■MMi 

Robert  J.  Eaton, 
chairman, 
Chrysler  Corp. 


being  small  and  insignificant.  I  realized  we 
have  little  control  of  most  things  around  us 
but  our  own  selves.  That's  the  essence  of 
what  I  learned  as  a  boy. 

Owen  Laster 

Head  of  Worldwide  Literary  Operations 
William  Morris  Agency,  Inc. 
(Weehawken,  N.J.) 

Growing  up  in  concrete  New  Jersey  was  like 
growing  up  in  Brooklyn  or  Queens:  kinda 
blue  collar.  I  remember  one  terrible  incident 
when  this  guy  chased  me  home — he  was 
older  and  much  bigger — and  I  talked  him  out 
of  fighting  me.  I  never  had  a  fist  fight  with 
anyone  when  I  was  a  kid.  I  just  talked  my 
opponents  out  of  it.  But  it  wasn't  fast  talking, 
it  was  diplomatic  talking.  I've  handled  some 
of  the  most  successful  writers  in  America — 
James  A.  Michener,  Robert  Penn  Warren, 
Ralph  Ellison.  So  diplomacy  has  always  been 
at  the  center  of  my  life. 

Angela  Cason 

President 

Cason  Nightingale  Advertising,  Inc. 
(Hendersonville,  N.C.) 

In  advertising  we're  helping  people  get  to 
the  kernel  of  what  their  product  or 
business  is,  to  see  through  the  codes. 
Where  I'm  from  in  the  South,  people  will 
not  come  right  out  and  ask  you  for  what 
they  want.  The  South  takes  courtesy  to  an 
extreme.  The  codes  signal  who  you  are: 
your  manners,  your  family  name,  your 
connections. 

So  as  a  Southern  female,  I've  learned  to 
interpret  people's  unexpressed  desires.  I 
would  say  growing  up  in  Hendersonville 
with  that  habit  of  reading  other  people 
has  helped  me  to  be  very  attuned  to  my 
clients  who  want  something  but  don't 
know  quite  how  to  say  it. 

Robert  J.  Eaton 

Chairman,  President  and  Chief  Executive 

Chrysler  Corp. 

(Arkansas  City,  Kans.) 

I  don't  know  of  any  better  values  and  behaviors 

than  what  you're  going  to  assimilate  as  you 

grow  up  in  the  small  towns  of  the  Midwest.  I 

developed  leadership  b^.ck  there. 

Midwesterners  are  pragmatic,  direct,  lack- 
ing in  pretension,  and  conservative.  I  think 
those  are  big  advantages — 1  don't  hesitate 
one  little  bit,  after  having  listened,  to  just 
say,  "Okay,  this  is  what  we're  going  to  do." 


Lawrence  M.  Johnson 

Chairman  and  Chief  Executive 
Pacific  Century  Financial  Corp. 
and  Bank  of  Hawaii 
(Honolulu,  Hawaii) 

Out  here  we  operate  with  "aloha  spirit."  Aloha 
means  "hello"  and  "good-bye."  It  means  "I  respect 
you,"  it  means  "thank  you,"  it  dictates  that  whenev- 
er unpleasant  things  have  to  be  done  here  in 
Hawaii,  they  are  done  with  dignity. 

Joan  Payden 

President  and  Chief  Executive 

Payden  &  Rygel  (investment  counselors) 

(native  New  Yorker  turned  southern 

Californian) 

People  back  East  have  such  provincial  ideas 

about  Los  Angeles.  It's  like  the  blind  men 

rubbing  the  elephant:  They  say,  "Oh  God,  I 

hate  L.A.!  It's  all  freeways  and  palm  trees, 

your  traffic  is  terrible,  it's  Hollywood  and 

everybody  is  a  flake." 

Well,  California  is  the  seventh-largest  econ- 
omy in  the  world!  Kansas  is  not.  To  say  we 
"don't  have  values"  is — well,  I  won't  use  an 
expletive — but  it's  baloney.  We're  competitive 
here.  I  start  work  at  6:30  a.m.  and  can  trade 
with  New  York  and  Tokyo  on  the 
same  day. 

There  is  an  entrepreneurial  spirit  here. 
California  just  started  to  blossom  in  the 
1950s,  whereas  the  rest  of  the  country  is 
200  years  old.  ■ 


What's  on  your  mind?  Tell  the  world.  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 
Digital  Tool  at  http://www.forbcs.com/mind,  or  Email  us  at  mind@forbcs.com. 
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Invented  for  you 


Conceited  by  Breguet  in  rtit), 
the  automatic  movement  featured 
an  oscillating  weight  that 
rewound  the  mainspring. 
Toda)  the  craftsman  s  kind 
decorates  the  weight  with  fine 
guilioche  engrai  ing  to 
complement  the  beauty 
of  the  movement. 


By  inventing  tin;  tourhillon 
device  around  1795, 
Breguet  eliminated  llw 
influence  of  gravity  on 
the  accuracy  of  the  watch 
This  pivotal  invention 
is  seen  at  its  best  in  the 
Torrent  collection,  which 
^    has  a  number  of  fine 
tourbillon  watches. 


A 


Breguet  watch  has  a  unique  respon- 
sibility; it  comes  to  you  carrying  the 
name  of  Abraham-Louis  Breguet,  the 
greatest  watchmaker  ever  known.  You 
will  recognise  it  by  the  legendary 
"Breguet"  hands,  the  shimmering 
guilioche  dial,  and  the  finely  fluted 
case  band  that  give  your  Breguet  its 
strong  character.  Most  important,  it 
will  house  a  hand-finished  movement, 
as  inimitable  and  inventive  today  as  two 
hundred  years  ago.  Wear  it  with  pride, 
you  have  chosen  an  exceptional  watch. 


t  o  u  r  n  €  n  u 


Where  you  meet  Your  Other  Face. 

NEW  YORK  •  PALM  BEACH  •  BAL  HARBOUR  •  COSTA  MESA  •  HOUSTON 
SHOP-AT-HOME:  1-800-348-3332 

Breguet  LLC  Sole  Distributor  for  the  USA,  Canada,  Mexico  and  Carribean  -  Phone:  1-888  Breguet  1-888-273-4838 


say 

readers@forbes.com 

Drucker  drawbacks 

Sir:  Re  "Management's 
new  paradigms"  (Oct.  5, 
p.  152).  Wow!  What 
insights.  "There  is  more 
than  one  way  to  organize 
a  business  and  manage 
people."  And  get  this: 
"Management  must  define 
the  results  it  expects  to 
attain,  then  it  must  orga- 
nize the  resources  of  the 
institution  to  attain  these 
results."  How  did  we  ever 
get  along  without  Peter 
Drucker? 

When  I  was  in  business 
school,  Drucker's  theories 
might  as  well  have  been 
scripture.  Now  your  cover 
says,  "Everything  you 
learned  is  wrong."  My 
educational  reimburse- 
ment checks  from  Peter 
can  be  sent  to  the 
address  below. 
-Jeff  Auen 
West  Chester,  Pa. 


Peter  Drucker,  sage 
Everything  we  learned  is  wrong. 


SIR:  Drucker's  discussion 
of  teams  lacks  a  coherent 
theory.  Every  team — in 
business  or  sports — must 
balance  three  variables: 
individual  autonomy,  hier- 
archical control  and  coop- 
eration. But  different 
games  require  different 
blends.  Thus,  in  sports, 
baseball  is  biased  tow  aid 
autonomy,  football  toward 
control,  and  basketball 
toward  cooperation. 

Drucker's  statement 
that  not  all  teams  are  the 
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same  would  carry  more 
force  if  it  were  part  of 
some  organizational 
framework. 
-Robert  W.  Keidel 
Wyncote,  Pa. 

Toothless  bears 

Sir:  Re  "Now  what?" 

(Sept.  21,  p.  50).  You 

ask,  "Is  it 

Armageddon?" 

David  Dreman 

says,  "The 

tide  has 

turned" 

(p.  281).  So 

what?  Has  there 

ever  been  a  bear 

market  in  this 

country's  history  that 

wasn't  just  a  long  or 

deep  buying  opportunity? 

Rather  than  leave 
readers  with  the 
depressing  notion  that 
"bull  markets  don't  last 
forever,"  why  not  point 
out  that  the  average  bear 
market  is  a  lot  shorter 
than  the  average  bull 
market? 

-Steven  L.  Eber 
Coral  Gables,  Fla. 

Killers  save  lives 

SlR:  Re  "Calvinism  minus 
God"  (Oct.  5,  p.  143). 
True,  African  wildlife  is 
threatened  because  gov- 
ernments have  embraced 
the  flawed  agenda  of  envi- 
ronmental extremists.  But 
that  extremism  is  not,  as 
columnist  Robert  Nelson 
says,  "the  American 
model."  The  true  Ameri- 
can model  is  hunter- 
funded  private  sector 
preservation.  Look  at  the 
recent  spectacular  rcco\  - 
cry  of  the  hunted  wild 
turkey  in  North  America. 
Or  the  work  of  Ducks 
Unlimited,  whose  contri- 
butions have  preserved 
un     Id  acres  of  critical 
br<    ■ling  .\nd  wintering 


Soap  and  cars 


Sir:  Re  "Soap?  Cars?  What's  the  difference?"  (Sept.  7, 
p.  108).  A  quick  look  at  GM's  falling  market  share,  and 
it's  clear  that,  contrary  to  what  this  marketing  vice  presi- 
dent says,  GM  needs  "a  great  car  guy  at  the  top  who 
okays  every  design."  People  are  passionate  about  cars. 
I  don't  know  anyone  who  feels  that  way  about  shampoo. 
Hey,  Ron— wake  up  and  smell  the  gas  and  oil.  It  takes 
product  knowledge  to  sell  products.  You  don't  have 
that.  Do  GM  stockholders  a  favor.  Go  back  to  the  soap 
business. 

-Rob  Fortney 

Savannah,  Ga. 


J 


GM's  Chevy  and  Corvette,  1957 
Cool  back  then— and  profitable. 


grounds. 

Hunters  are  true  envi- 
ronmentalists. Neosocial- 
ists  claiming  that  title  are 
frauds. 

-Mac  Demere 
Thousand  Oaks,  Calif. 

Dr.  Spock,  CEO 

Sir:  Re  "The  roads  less 
traveled"  (On  My  Mind, 
Sept.  21,  p.  22).  Frederick 
D.  DeSanti  of  pse&g  is 
exactly  the  reason  I  left 
corporate  life  to  start  my 
own  business.  He  praises 
engineers  for  the  "logical 
way  we  approach  business 
problems."  But  his  use  of 
mathematical  equations  to 
solve  human  problems  is 
why  we're  slowly  declin- 
ing into  an  abyss  of  com- 
puter logic. 

Keep  engineers  like 
DeSanti  out  of  the  board- 
room and  in  the  lab  where 
they  belong. 

C]  AVION  D.  Rl.SlIHR 

Raleijjh,  N.C. 


Fuming  over  GM 

Sir:  Re  "The  wrong 
medicine"  (Sept. 
21,  p.  166). 
Jerry  Flint  is 
right.  A 
simple  restruc- 
turing of  the 
production  process 
will  do  little.  The  genera- 
tion to  come  isn't  interest- 
ed in  "my  father's 
Oldsmobile."  GM  needs  a 
new  management  that  will 
allow  talented  designers 
and  engineers  to  build  a 
car  that  appeals.  As  it  is 
now,  the  company  is 
rapidly  becoming  the  most 
infamous  destroyer  of 
capital. 

-Peter  J.  Falker 
Minneapolis,  Minn. 

Alive  and  cheap 

Activision  is  still  in  busi- 
ness, contrary  to  our 
description  of  it  as  a 
"defunct  computer  game 
maker"  ("From  freeware  to 
profitware,"  Aug.  24, 
p.  93).  Also,  Oratec's  sur- 
gerv  probes  and  machines 
cost  some  $10,000 — not    j 
$295,000,  as  we  stated  in 
"The  electromagnetic 
scalpel"  (Oct.  5,  p.  184).  m 

Letters  should  include  the  author's 
address  and  phone  number. 
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There's  A  Better  Way  To 

Choose  The  Right  Funds 

For  Today's  Market 

With  the  historic  gains  of  the  market  over  the  past  few  years,  almost  any  fund  family  can  boast  about  recent 
returns.  But  bull  markets  don't  last  forever,  so  you  should  look  for  more  than  short-term  performance.  Before 
you  make  your  next  investment,  consider  this  checklist  of  qualities  that  thoughtful  investors  look  for 


Prudential 
core  funds 


U.S.  STOCK 

Prudential  Equity 

Prudential  Equity  Income 

Prudential 
Jennison  Growth 

Prudential  Small 
Company  Value 

GLOBAL  AND 
INTL.  STOCK 

Prudential  Europe 
Growth 

Prudential  World/ 
International  Stock 

Prudential  World/Global 

BONDS 

Prudential 
Diversified  Bond 

Prudential  High  Yield 

TAX  FREE  BONDS 

Prudential  Municipal 
Bond/High  Income 

Prudential  California 
Municipal  Bond 

GLOBAL  BONDS 

Global  Total  Return 

Prudential  core  funds  ore 

just  the  beginning.  We  offer  over 

50  mufual  funds  to  meef  all 

your  investment  needs. 


,    Choose  an  experienced 
**     fund  manager.  Has  the  fund 
manager  shown  stock-picking  skills  in  anything 
other  than  today's  bull  market?  Tlie  Wall  Street 
Journal  reports  that  the  average  age  of  today's 
portfolio  manager  is  just  29.  You'll  probably  feel 
more  at  ease  with  money  managers  who  are 
experienced  in  both  bull  and  bear  markets. 

,    Seek  a  responsible  balance 
I     of  risk  and  reward.  Don't 
expose  your  portfolio  to  risk  you  don't  want. 
Make  sure  that  your  mutual  funds  don't 
achieve  their  returns  by  taking  on  more 
downside  risk  than  you're  comfortable  with. 


,    Look  for  a  disciplined 
L^lJ    investment  style.  Check  to  see 
whether  a  fund  sticks  to  its  stated  objectives. 
Funds  that  pursue  performance  at  the  expense 
of  consistency  can  blur  your  asset  allocation 
and  your  overall  investment  strategy. 

r— V  Demand  consistent 

\*l]    long-term  performance. 

Investors  rarely  buy  a  mutual  fund  for  short 
time  periods,  so  examine  the  returns  that  a 
fund  has  delivered — not  just  recently — but 
over  the  last  five  or  ten  years.  A  fund  with 
a  proven  track  record  can  give  you  the 
confidence  that  your  fund  is  managed 
with  an  eye  for  long-term  results. 


Prudential  core  funds  focus  on  all  of  these  and  more. 

Prudential  core  funds  have  built  a  Rock  Solid '  reputation  for  long-term  performance.  Our  core 
fund  managers  average  19  years  of  investment  experience,  and  subject  each  holding  to  intensive 
"bottom-up,"  company-by-company  research.  By  concentrating  on  fundamentals,  we  can  be 
confident  in  the  holdings  we  choose.  In  most  cases,  that  translates  to  lower  portfolio  turnover, 
which  can  mean  tax  savings  for  you.  Past  performance  is  no  guarantee  of  future  results. 

It's  a  volatile  market.  Prudential  can  help  you  make  smarter 
choices.  Your  investment  strategy  should  rest  on  a  more  stable  foundation  than  last  year's 
numbers.  Your  financial  professional  can  show  you  what  you  should  be  looking  for  in  your  next 
investment  and  help  you  find  opportunities  that  are  right  for  your  portfolio.  Call  for  a  prospectus 
with  more  complete  information  on  share  classes,  sales  charges,  management  fees  and  expenses. 
Read  it  carefully  before  you  invest. 

Call  toll  free  today.   1  -800-TH  E- ROCK  ext.  2206 
www.prudential.com 


(Mfo  Prudential 

Investments 


Shares  of  the  Funds  are  distributed  by  Prudential  Investment  Management  Services  LLC, 
member  SIPC,  751  Broad  Street,  Newark,  NJ  07102,  a  subsidiary  of  The  Prudential  Insurance 
Company  of  America,  751  Broad  Street,  Newark,  NJ  07102. 
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Is  your  network,  or  your  company,  the  same  as  it  was  two  yi 
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C  1998  Microsoft  c  Windows  logo.  Windows  NT  and  Where  do  you  want  to  go  today? 

are  etthei  r*0rfli , ,  .  M,crosoft  Corporation  in  the  United  States  and/or  other  countnes. 


Neither  is  Windows  NT  Server  4.0. 


On  July  29,  1996,  we  introduced 
Microsoft  Windows  NT  Server  4.0. 
The  idea  behind  this  server  operating 
system,  as  with  3.51,  3.5  and  3.1  before 
it,  was  that  customers  would  benefit 
from  an  OS  that  runs  their  network  and 
their  business  applications.  It  was  about 
integration,  and  it  still  is.  But  a  lot  has 
changed  in  two  years. 


To  keep  up  with  the  changing  needs  of 
customers,  we've  added  hundreds 
of  enhancements  since  1996.  In  fact, 
today's  Windows  NT  Server  4.0  is  far 
different  from  the  one  we  first  shipped. 
For  starters,  we've  improved  file  and 
print  performance,  and  updated  Web  and 
application  services.  We've  also  enhanced 
networking  and  communications  services, 
and  enabled  streaming  media.  And,  we're 
committed  to  continued  improvement  as 
we  work  to  provide  a  solid  migration  path 
to  Windows  NT  Server  5.0. 

So  how  have  these  improvements  been 
received?  In  just  two  years,  about 
640,000  U.S.  companies  have  installed 
over  1  million  copies. 

A  lot  has  changed  in  two  years. 
Including  Windows  NT  Server  4.0. 


B    "i 

Windows  NT' 

Server  4.0 

L      J 


www.microsoft.com/go/vvindowsNTServer/       MlCtCSOft 

Where  do  you  want  to  go  today?* 


GET  YOUR   MIND 
WORKING   WITH 

PARIBAS 


fig- 1 

You  have  no  map. 
Remember. 


fig- 2 
You  lost  your  compass. 


fig- 3 

What  good's  a  cellular 

phone  if  you  don't  know 

where  you  are? 


You  arrive  at  a  crossroads  only  to  discover 
that  the  signpost  has  been  blown 
down  in  a  storm.  You  have  no  map. 
Which  direction  do  you  take? 


PARIBAS 

No.l  IN 

THE  EURO 

Best  Euro  capital 
markets  bank 

First  Supranational 
in  Euro 

First  Sovereign 
in  Euro 

First  Convertible 
in  Euro 

No./ 
Euro  Swap  House 


LEADING  THE  WORLD  IN  THE  EURO 

Today,  it  is  easy  to  Feel  lost  when  confronted  by  the  future.  The  financial  landscape  is  shifting 
before  our  very  eyes.  Moving  into  new  territory,  as  we  are  with  the  Euro,  is  fraught  with  uncertainty. 
What  you  need  is  a  guide  who's  been  this  way  before. 

Founded  125  years  ago  simultaneously  in  4  European  countries.  Paribas  was  the  first  bank  with  a 
truly  European  philosophy. Today,  with  an  organisation  based  on  banking  activities  and  industrial  sectors, 
no  other  bank  can  equal  its  experience  in  crossing  financial  frontiers. 

In  the  1??8  Euromoney  awards  for  excellence,  Paribas  was  voted  "best  Euro  capital  markets 
bank"  As  we  get  closer  to  the  "big  bang"  of  19"?V,  the  experience  of  Paribas  as  the  lead  Ecu  bookrunner 
since  l?8l  puts  the  bank  in  a  unique  position  of  authority  in  all  questions  relating  to  the  Euro.  And  it  is, 
in  fact,  only  by  the  application  of  experience  that  we  can  solve  the  problem  of  the  crossroads  with 
the  fallen  signpost. 

How  do  you  decide  which  way  to  go7  You  leverage  your  own  recent  experience.  Since  you  do 
know  where  you've  come  from,  you  simply  raise  the  signpost,  point  the  relevant  arrow  in  the  direction 
from  which  you  have  come  -  and  the  way  ahead  is  clear.  http.V/www.poribos.com 


lARIBAS    Thinking  beyond  banking 


'With  all  thy  getting  get  understanding" 

Fact  and  Comment 


W  Steve  Forbes,  Editor-in-Chief 


OUR  UNDERMINED  MILITARY 

PRESIDENT  CLINTON  at  long  last  has  recognized— at  least  on      U.S.  could  not  mount  today  the  kind  of  military  opera- 
tion it  did  in  the  Persian  Gulf  nearly 


?aper — the  dangerous  deterioration  of 
xir  Armed  Services.  In  a  letter  to  Scare 
tary  of  Defense  Bill  Cohen,  the  President 
las  promised  to  rind  money  to  stop  the 
rosion.  The  militarv  is  suffering  serious 
personnel  shortages,  as  qualified  troops 
cave  because  of  deteriorating  conditions, 
and  as  recruitment  lags.  Training  has  been 
cut,  and  there  are  growing  shortages  of 
spare  parts,  to  the  point  where  our  people 
are  having  to  cannibalize  equipment  to 
keep  at  least  some  of  it  going.  This  hol- 
lowing out  is  all  too  reminiscent  of  what 
the  last  Democratic  President,  Jimmy 
Carter,  allowed  to  happen  20  years  ago. 
Despite  Pentagon  reassurances,  the 


Training  exercise:  Our  Armed  Servic- 
es are  no  longer  getting  enough  of  this. 


eight  years  back — something  of  which 
Iraqi  dictator  Saddam  Hussein  is  well 
aware.  The  Air  Force  is  already  short 
1,000  pilots.  And  the  Navy  has  ac- 
knowledged that  its  warships  are  short 
18,000  sailors. 

Whether  our  Commander-in-Chief  will 
follow  through  remains,  to  put  it  mildly, 
problematical.  The  President's  aversion  to 
the  military  is  no  secret;  otherwise,  he 
would  not  have  let  preparedness  slide  for 
nearly  six  years.  What  even  prompted  this 
temporary  change  of  heart?  Major  con- 
gressional hearings  on  the  growing 
problems  in  the  military's  readiness. 


THE  PRESIDENT'S  SURGING  POLL  NUMBERS 

Thfy're  THE  equivalent  of  a  bear  market  rally,  the  result  of  the  GOP's  seeming  to  overplay  its  hand.  But  when 
impeachment  hearings  begin,  the  public  will  see  Clinton's  long  pattern  of  abuse,  and  his  support  will  fatally  weaken. 

UNHEALTHY 


A  report  from  the  Department  of  Health  and  Human  Ser- 
vices predicts  that  health  care  spending  in  America  will  more 
than  double  by  the  year  2007.  Managed  care  has  largely 
achieved  one-time  savings  by  squeezing  out  irrationalities 
and  high  margins  from  the  traditional  fee -for- service  sys- 
tem. Now  insurers  and  providers  again  find  themselves  on 
the  treadmill  of  rising  demand  and  "unaffordable"  costs. 

The  results  are  predictable.  As  regulations  increase,  insur- 
ance costs  will  go  up,  and  the  number  of  those  uninsured 
will  rise.  Because  Americans  are  mobile,  they  find  them- 
selves having  to  change  health  care  plans.  Cost-conscious 
employers  also  switch  plans.  Switching  can  disrupt  conti- 
nuity of  medical  care,  sometimes  with  disastrous  results.  In 
addition,  managed  care's  emphasis  on  curbing  immediate 
costs  is  creating  an  environment  increasingly-hostile  to  inno- 
vations, which,  initially,  are  expensive.  Politicians  are  ready 
to  mandate  that  HMOs  give  patients  more  flexibility,  the 
so-called  patients'  bill  of  rights.  Some  are  now  proposing 
that  employers  be  forced  to  offer  several  health  care  plans. 

There  is  a  simple  answer  to  this  seemingly  complex 
crisis:  Put  the  consumer  in  charge.  Today,  consumers  are 
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not  the  ultimate  arbiters;  employers,  providers,  insurers 
and  government  bureaucrats  are. 

Why  is  growing  demand  for  medical  care  considered  a 
crisis?  After  all,  increased  demand  for  autos,  houses,  soft- 
ware, clodies,  etc.  is  considered  positive  for  the  economy. 
Why  is  increased  longevity  a  source  of  concern  instead  of 
a  blessed  opportunity?  Look  at  the  way  we  finance  health 
care.  Employers  buy  insurance  with  pretax  dollars;  indi- 
viduals do  not.  Even  the  self-employed  still  don't  have 
anywhere  near  full  deductibility.  The  origins  of  this  go 
back  to  WWII,  when  companies  tried  to  get  around  wage 
controls  by  offering  workers  fringe  benefits  in  lieu  of  cash. 
Today  private  insurance  is  mostly  employer-paid.  Indi- 
viduals don't  have  much  say  as  to  how  those  resources  are 
spent,  even  though  health  care  is  considered  part  of  com- 
pensation. Thus,  we  have  today's  regulation-ridden  sys- 
tem in  which  patients  feel  they  are  not  in  charge. 

Congress  should  cut  this  Gordian  knot  by  removing 
strangling  restrictions  on  Medical  Savings  Accounts. 

MSAs  enable  buyers  to  choose  high-deductible,  cata- 
strophic illness  policies.  This  reduces  paperwork  and  the 
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sheer  expense  of  dollar- tor-dollar  coverage.  Employers  then 
deposit  the  savings  resulting  in  the  difference  between  these 
policies  and  the  more  usual  type  of  coverage  into  an 
account  for  the  employee  to  use  for  routine  medical  expens- 
es, a  medical  version  of  Individual  Retirement  Accounts.  At 
Forbes  Inc.,  for  example,  each  of  our  employees  receives 
$1,500  in  our  version  of  a  medical  savings  account.  If 
employees  save  money  on  prescriptions,  that's  money  in 
their  pockets.  No  one  is  forced  into  managed  care. 

Congress  permitted  Medical  Savings  Accounts  in  1996, 
but  last  year  virtually  paralyzed  MSAs  by  adding  more 
arbitrary,  onerous  restrictions.  It  should  remove  them. 

■  All  employers,  not  just  those  with  50  or  fewer  workers, 
should  be  able  to  offer  MSAs. 

■  MSAs  set  an  arbitrary  minimum  deductible  of  $3,000 
for  a  family.  Let  people  choose  the  deductible  they  want. 

■  If  an  employer  doesn't  offer  health  insurance,  the  law 
prohibits  a  worker  from  buying  his  own  Medical  Savings 
Account.  Take  away  that  restriction. 

■  Congress  capped  the  number  of  MSAs  allowed  to  be 
sold  in  the  U.S.  at  750,000;  thus,  many  insurers  see  no 


point  in  offering  an  MSA  product. 

■  Congress  also  capped  Medicare  MSAs  at  390,000. 

Congress  should  also  liberalize  Section  125  plans. !  i\\( 
These  allow  employees  to  deduct,  tax  free,  a  certain  ! 
amount  from  their  paychecks  to  be  used  for  medical  i  Ott 
expenses.  The  problem:  If  the  money  isn't  spent  by  the  i 
end  of  the  year,  the  employee  loses  it.  Why  not  allow  the  i 
money  to  be  rolled  over? 

While  we're  at  it,  Congress  should  repeal  Section  4507,  J 
which  virtually  prohibits  doctors  from  treating  the  elder-  \ 
ly  outside  of  the  Medicare  system.  Even  Britain,  the  I 
mother  of  socialized  medicine,  allows  a  person  to  choose  j 
between  the  national  system  and  his  own  arrangements.  J 
Our  legislators  should  also  make  it  easier  for  small  busi- 1| 
nesses  to  pool  their  resources  to  buy  insurance  and  should  I' 
allow  the  self-employed  to  deduct  their  health  expenses 
in  full — now. 

These  sensible  reforms  would  put  tens  of  millions  of 
patients  back  in  charge.  The  dynamics  of  health  care  would 
change  from  being  geared  toward  third  parties,  such  as; 
HMOs,  to  being  geared  toward  the  individual  consumer. 


HOT  AIR 


A  group  of  Republicans  are  trying  to  block  the  Clinton 
Administration  from  implementing,  by  regulatory  decree, 
last  year's  Kyoto  Protocol  on  global  warming.  Their 
efforts  deserve  success.  The  White  House  knows  the 
treaty  can't  get  more  than  a  handful 
of  affirmative  votes  in  the  Senate,  so, 
not  surprisingly,  the  President  and  his 
cohorts  are  trying  to  enact  the  thing 
by  stealth  through  the  Environmen- 
tal Protection  Agency  and  other  gov- 
ernment departments. 

Congressional  skepticism  is  well 
warranted.     The     global    warming 
theory  is  deeply  flawed.  The  Earth's 
temperatures  were  fluctuating  long 
before  there  were  people,  not  to  men- 
tion the  Industrial  Revolution.  Satel- 
lite and  weather  balloon  data  tell  us 
that  the  Earth's  average  temperature  has  fallen  slightly 
during  the  last  20  years.  Scientists  at  NASA,  as  well  as  the 
designer  of  the  federal  weather  satellite  system,  have 
expressed  serious  doubts.  The  most  recent  spikes  in  the 


Gore:  Using  junk  science  to  justify  a  massive 
government  power  grab. 


peaks  one  finds  beside  deep  valleys  on  the  Earth's  surface.. 
One  expert,  Dr.  John  Christy  of  the  University  of  Alabama: 
in  Huntsville,  notes  that  over  the  last  100  years  35  states- 
experienced  record  temperatures  before  1940,  while  only 
11  have  had  such  temperatures  since  J 
If  Vice  President  Gore  and  the  other 
Chicken  Littles  are  correct,  shouldn't 
those  temperature  figures  be  reversed?;  ^ 

The  Kyoto  Protocol  is  simply  a  Big  |     / 
Government  power  grab  that  would  f 
severely  harm  our  economy.  In  Cali- 
fornia alone  the  proposed  permit  fee 
of  65  cents  per  gallon  of  gasoline 
would  cost  consumers  $9  billion. 
Nationwide,  the  treaty  would  lose  us 
2.5  million  jobs  and  reduce  family 
income  by  about  $2,700  a  year. 
The  truth  is,  we  are  still  in  the 
Dark  Ages  when  it  comes  to  knowing  what  actually1  L, 
changes  weather  patterns.  But  never  underestimate  the 
determination  of  Big  Government  advocates  to  find  new 
rationales  for  controlling  our  lives,  even  ones  as  half-baked 


Earth's  temperature  are  no  different,  long  term,  than  the     and  pseudoscientific  as  global  warming 

RESTAURANTS— GO,  ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  another  Forbes  eatery  expert,  Tom  Jones. 


•  Periyali— 35  West  20th  St.  (Tel.:  463-7890).  Hand 
some  setting  and  helpful  service  at  this  Greek  find.  The 
food  is  some  of  the  best  ron-Franco-Italo  in  the  city. 
Lamb  chops  are  cooked  to  perfection,  and  the  roasted 
shrimp  and  special  sea  bass  draw  raves. 

•  Downtown — 376  West  Broadway,  at  Broome  St.  (Tel.: 
343-0999).  Attractive,  less  rowded  than  uptown  cousin 
Harry  Cipriani.  The  carpaccio  is  superb,  as  is  the  salmon  with 
leeks.  As  for  the  desserts,  tl  chocolate  cake  is  almost  like  a 
fudge  sauce  with  just  enoug  crumbs  to  keep  it  from  melt- 
ing; the  crust  on  the  lemon  i.  .nnguc  tart  is  also  fabulous. 
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Demarchelier— 50  East  86th  St.  (Tel.:  249-6300) 
The  service  has  improved,  but  in  a  city  where  good  French 
bistro  fare  is  easy  to  find,  this  serves  up  mediocre  standards 
Nothing  is  really  bad,  nothing  is  particularly  good.  Dovei 
a  little  rubbery  and  flavorless;  desserts  are  ordinary. 
*  American  Park  at  the  Battery — Battery  Park,  of: 
St.  (Tel.:  809-5508).  The  food  is  terrific  and  the  set- 
ting is  beautiful.  Grilled  mahimahi  and  sauteed  snapper  wen 
delicious  What  could  be  more  pleasant  than  an  afternoor 
or  evening  sampling  shellfish  and  an  extensive  Americar 
wine  list  while  looking  out  at  the  Statue  of  Liberty?       ■ 
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•if  ve  taken  precautions.  Your  data's 
otected.  Absolutely.  You  sure? 
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formation  Risk  Management  can  identify  possible  risk  to  your  company's  most 
hiable  asset:  information.  After  all,  hackers  don't  appear  on  security  cameras 


It's  time  for  clarity. 


U  S  member  firm  of  KPMG  International 
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A  powerful  retort  to  the  sto*ement  "You're  only  young  once."  There  is  a  fountain  of  youth,  and  it  has  been  cleverly  disguis 
as  the  new  for  1999  7  Series. This  is  a  car  whose  performance  is  validated  not  by  mere  statistics,  but  by  how  utterly  aliv  j 


E/ou  feel.  It  has  the  rare  ability  to  thrill  you.  Exhilarate  you.  Rejuvenate  you.  While 
_____ 
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The  Ultimate  Driving  Machine' 


Other  Comments 


Novel  Thinking 

The  Modern  Library  list  of  the 
century's  best  novels  in  English  is 
not  a  fine  list.  A  list  ranks  things  with 
the  implication  that  everything  is 
being  ranked  by  one  set  of  criteria. 
But  lists  rank  things  only  because 
they  are  lists.  A  list  creates  the  phan- 
tom problem  it  so  confidently  ap- 
pears to  solve:  where  to  list  some- 
thing. But  if  one  works  on  the  truer 
assumption  that  only  about  10  or  20 
novels  written  in  this  century  in 
English  are  really  great,  one  has 
hardly  enough  books  to  compile  a 
list,  and  the  curious  imperative  of 
list- making  falls  away.  This  other 
activity,  the  activity  beyond  list-mak- 
ing, is  called  criticism — and  might 
also  be  called  reading. 
-James  Wood,  New  Republic 

Lesson  Learned — Maybe 

What  can  be  done  in  the  long  term 
to  the  financial  system  to  limit  the  risk 
of  more  problems  like  Long-Term 
Capital's?  Heavier  regulation  of  hedge 
funds  might  be  one  option,  but  it 
would  probably  prove  ineffective. 
Unlike  commercial  or  investment 
banks,  these  funds  are  not  required  to 
hold  certain  levels  of  capital  as  a  buffer 
against  losses — a  luxury  John  Meri- 
wether took  to  the  extreme  by  piling 
a  mountain  of  liabilities  on  a  relatively 
slender  capital  base. 


Capital  rules  would  probably 
prompt  hedge  funds  to  shift  operations 
offshore.  The  only  sure  way  of  building 
a  fence  around  a  domestic  financial  sys- 
tem is  to  erect  the  sort  of  currency  con- 
trols that  Malaysia  just  imposed — hard- 
ly an  option  for  a  developed  economy. 

That  suggests  that  Wall  Street  will 
have  to  discipline  itself.  And  this 
time  around,  it  may  have  received 
the  sort  of  surprise  that  will  induce 
more  caution,  at  least  for  a  time. 
-Richard  Waters,  Financial  Times 


The  plural  of  anecdote  is  data. 

-Ben  Wattenberg, 
Values  Matter  Most 


The  Other  Side  of  It 

There  are  four  incontrovertible 
points  about  the  global  warming  scare 
that  are  rarely  reported  in  the  press: 

■  It  is  completely  a  child  of  comput- 
er models — models  that  have  never 
been  verified  by  empirical  data. 

■  Gore's  culprit,  carbon  dioxide  (CO,) 
is  as  essential  to  plants  as  oxygen  is  to 
animals.  Some  scientists  believe  that  a 
part  of  the  life-enhancing  "green  revo- 
lution" of  the  past  few  decades  can  be 
traced  to  elevated  CO,  levels. 

■  CO,  levels  are  quite  low  relative  to 
known  past  levels.  In  fact,  there  is  no 
known   scientific   definition   of  what 
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might  represent  a  "dangerous"  level  oi 
CO,.  Hence,  there  can  be  no  objective 
scientific  case  made  for  its  control. 
■  By  far  the  most  important  "green 
house  gas"  is  water  vapor,  something! 
that  not  even  Vice  President  Gore] 
wants  removed  from  the  atmosphere. 
-Professors  Ben  Bolch  and 
Harold  Lyons,  Rhodes  College, 
the  Commercial  Appeal  (Memphis) 

Mighty  Mess 

At  Fort  Riley,  Kansas,  we  could  not 
fund  65%  of  scheduled  roof  repairs,  non 
fund  80%  of  needed  road  repairs.  The 
impact   of  crumbling   infrastructure] 
especially  on  family  quarters  and  build-! 
ings  used  by  families — libraries,  child! 
development    centers,    chapels — hafl 
tended  to  cause  our  soldiers  and  their 
families  to  either  accept  a  far  lower  stan- 
dard or,  in  some  cases,  decline  reenlist-J 
ment.  This  clearly  has  a  negative  impaca 
on  [military]  readiness — one  that  is  teltf 
both  in  the  near  and  far  terms. 
-General  Thomas  A.  Schwartz, 
commander,  U.S.  Army  Forces 
Command,  before  the  Senate 
Armed  Services  subcommittee  on  1 
military  readiness 
*  *  * 

A  Rand  Corp.  study  [circulated  last] 
year]  around  the  Pentagon  says  only' 
42.9%  of  the  troops  surveyed  believe 
their  unit  is  ready  for  a  crisis.  "Thatj 
number  is  unsettling,"  the  study) 
notes,  "given  that  the  military's  job 
is  to  be  prepared  for  what  is  essen- 
tially a  sustained  crisis." 
-M\rk  Thompson,  Time 

Conservative  Buzz 

Entrepreneurs  in  Sumner,  Wash., 
launch  The  Original  Conservative 
Coffee  Companv  selling  coffee  by 
phone(l-888-RIGHT81)  and  by 
Internet  (www.toccc.com).  Try  rich 
and  creamy  "An  American  Here* 
Blend,"  in  honor  of  President 
Reagan,  or  "Gore's  Blend,"  a  decaf- 
feinated coffee  that  "will  allow  you 
to  sleep,  and  at  the  same  time  give] 
you  dreams  of  tall  standing  redwooi 
rices,  all  bark  and  no  bite." 
-National  Review 
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OUR  REWARDS  PROGRAM  OFFERS 
23  MAJOR  ADVANTAGES  OVER  THE 
COMPETITION. 

THEY'RE  CALLED  AIRLINES. 
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Some  card  rewards  programs  allow  you  to  earn  miles  on  one  airline  or  just 
a  few  But  only  our  award-winning  rewards  program  gives  you  the  freedom 
to  use  your  miles  on  every  major  U.S.  airline,  with  no  mileage  cap  and 
no  expiration  date.  So  now  you  can  earn  free  travel  in  more  frequent  flyer 
programs  faster.  And  the  difference  doesn't  end  there.  There's  always  a  real 
person  to  answer  your  calls  and  help  you,  24  hours  a  day.  Should  your  business 
trip  run  longer  than  expected,  don't  worry,  we  give  you  the  convenience  of 
an  extra  billing  period  to  pay  when  you  need  it,  interest-free.  And,  of  course, 
the  Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.  Give  us  a  call  at  1  S00  2  DINERS. 
You'll  find  the  conversation,  like  the  Card,  very  rewarding. 
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BREAKING  THE  PLASTIC  MOLD. 


jticorp  Diners  Club  Inc        www  dmersclubus  com 


UVERYBODY  TALKS  ABOUT  REINVENTING 
THE  WHEEL.  WE  ACTUALLY  DID  IT. 


National  Customer  Service  Center:  I  800-NFLK-SOU  C>35-5768).   Annual  report  requests:  I-800-S3I-6757.   Web  site:  www.nscorp.com 


f  Almost  everyone  can  see  what  makes 
a  wheel  work:  a  certain  roundness  is  called 
for.  But  it  took  the  mechanical  engineers  at 
Norfolk  Southern  to  ask  what  could  make  a  wheel  work 
better.  They  were  instrumental  in  developing  a  new 
design  for  wheels  that,  while  retaining  the  time-tested 
round  shape,  adds  a  few  new  features.  Specifically, 
the  wheels  now  have  stronger  bearings  that  can  handle 
heavier  loads.  And  they  resist  fatigue  better  than  earlier 
designs.  The  result:  improved  efficiency  and  dependabil 
There  is  no  doubt  that  whoever  invented  the  wheel 
came  up  with  a  lasting  contribution  to  civilization. 
But  as  far  as  Norfolk  Southern  is  concerned,  even 
something  that's  been  working  well  for  thousands 
of  years  can  still  be  improved. 


NORFOLK 
SOUTHERN 


The  Thoroughbred  of  Transportation. 

©  1997  Norfolk  Southern  Corp.  Three  Commercial  Place,  Norfolk,  VA  23510-2191. 


The  one-stop,  stop-everything 
financial  center. 

Introducing  the  new  E*TRADE.  The  Web's  onestop  financial  center.  With  lOx  more  research.  More  tools.  More  power. 


'ew  E*TRADE 


E*TRADET 

Home      Portfolio  &  Markets      Stocks  &  Options        Funds      Trading      My  Accounts      Community      Marketplace 
log  off<  iwyE*TRADE  Mar 


■■■ 


My  E*TRADE 
Market  Watch 
Portfolio  Manager 


Markets  Now 


Market  indices 
Most  Actives 
Gainers  &  Losers 
Calendars 


Today's  Stories 


Headline  News 
Moving  the  Markets 
In  Play 
Story  Stocks 
Short  Stories 
Daily  Stock  Brief 


Current  Analysis 


I   Professional  Edge 
Morning  Calls 


2:34  PM  EDT 


»  Software  companies  to  release  Q1  earnings. 

»  How  the  FDA  ruling  will  affect  large  drug  companies. 

»  Green  Granite  Mining  Co.  names  new  COO. 


Hi'  '•'-lf.'vil'-IMB 

Sym  Price  Chg  Vol(OOO) 
PG  801/16  -39^6  6413600 

BA  391/16  -1/16  5663500 
MU  3258  17/16  5612300 
T     60  5/8  -11/16  5108300 


All  You  Need  to  Invest 

You  can  invest  in  stocks,  options,  and 
over  4,000  mutual  funds.  You  also  get 
cash  management  features  like  free 
checking,  direct  deposit,  and  compet- 
itive interest  on  uninvested  funds. 


Free  Real-Time  Quotes 

Because  old  information  is  bad 
information.  Also  get  breaking  news. 
Charts.  Analysis  from  leading 
sources.  Morningstar  research. 
Upgrades.  Downgrades.  All  for  free. 


Still  $14.95  a  Trade 

E*TRADE  not  only  gives  you  free 
tools  to  track  and  manage  your 
money,  but  you  can  place  trades 
around  the  clock — online  or  by 
phone — for  as  low  as  $14.95. 


To  sign  up  with  the  online  broker  rated  #1,  call  1  800  ETRADE1  or  visit  our  Web  site. 


* 


www.etrade.com 

a  o  I    keyword:     e t r a d e 


Someday,  well  all  invest  this  way. 


t Nasdaq,  limit,  and  stop  orders  are  Si 9  95.  For  listed  orders  over  5.000  shares,  add  1«/share  to  the  entire  order.  Add  $15  lor  broker-assisted  trades. 

Orders  executed  during  market  hours.  10x  more  research  ihan  previous  generation  Web  site.  E'TRADE  rated  #1  online  broker  by  Gomez  Advisors'  3rd  quarter  report  on  brokers, 

issued  8/12/98.  Gomez  Advisors  is  a  leading  independent  authority  in  online  financial  services.  ©1998  E'TRADE  Secunties.  Inc.  Member  NASD.  SIPC. 


ommentary 

events  at  home  and  abroad 


>y  Caspar  W.  Weinberger,  Chairman 


IRAQ-AGAIN! 


THfcRi-  is  NO  way  that  even  Mr.  Clinton's  adroit  refuge  in 
legally  correct"  loopholes  could  conceal  the  feet  that  Iraq 
5  violating  its  repeated  promises  to  permit  U.N.  inspections 
)t  its  weapons  sites  and  production  factories.  Even  Richard 
Sutler,  the  chief"  L'.N.  weapons  inspector,  says  so.  More 
mportant,  our  expert  inspector,  Scott  Rittcr,  a  former 
ularine  intelligence  officer,  lias  testified  before  Congress 
hat  his  efforts  to  carry  out  inspections  were  repeatedly 
locked  by  the  U.S.  Secretary  of  State  and  the  U.S.  \'a 
ional  Sccuntv  Advisor,  who  were  afraid  that  trying  to  carry 
>ut  inspections — even  though  Iraq  had  repeatedly 
promised  to  allow  them — might 
■pro\oke"  an  angrv  Iraqi  response. 

Mr.  Ratter,  being  a  thoroughly 
lonorable  expert,  resigned.  For 
lis  efforts  on  his  country's  behalf, 
IE  was  promptly  subjected  to  the 
nndard  Democratic  attacks  on 
lis  character  and  actions.  Senator 
oseph  Biden  (D-Del.)  snidely 
old  him,  "I  envy  you  your  clarity 
in  this  issue.  I  respectfully  sug- 
gest that  [senior  L'.S.  officials] 
lave  responsibility  above  your  pay 
jfrade    to   [decide    to]    take   the 

lation  to  war  alone."  And  senior  U.S.  officials  said  that 
Sitter  lacks  an  overall  understanding  of  U.S.  policy. 

Our  Congress  could  serxe  this  nation  far  better  if  it 
■>aid  more  attention  to  xMr.  Ratter's  report  that  the  U.N. 
special  Commission  (Unscom),  which  is  charged  with 
destroying  Iraqi  weapons  of  mass  destruction,  had  its 

Inspections  blocked  at  least  seven  times  by  the  Clinton 
\dministration.  As  Mr.  Bitter  testified,  "The  U.S.  has 
indermined  Unscom's  efforts  through  interference  and 
nanipulation,  usually  coming  from  the  highest  levels  of 
:he  Administration's  national  security  team."  This  was 
done  to  avoid  "confrontation"  with  Iraq.  Iraq  knows  it 
jvill  always  be  supported  by  Russia,  France,  and  China,  so 
t  violates  its  promises  with  impunity  because  it  also 
snows  the  U.S.  refuses  to  act  without  U.N.  Security 
Council  support. 

That  is  the  "oxerall  understanding"  the  honest  Mr.  Ritter 
lacks."  Howexer,  he  understands  clearly  that  avoiding 


Scott  Ritter:  An  honest  man  lost  in  Washington 


only  encourages  more  terrorism  and  more  aggression.  It  is 
time  the  Administration  and  Congress  realized  this,  too. 
The  New  York  Times' A.  M.  Rosenthal  summarized  it 
best:  "Neither  Mr.  Ritter  nor  any  of  the  other  U.N.  in- 
spectors believe  that  without  enforcement  Saddam  will 
allow  the  full  inspection  he  promised.  That  would  end 
his  programs  for  weapons  of  mass  destruction.  Mr.  Ritter 
told  senators  that  xvithout  effective  inspections,  Saddam 
Hussein  would  have  nuclear  weapons  within  three  years. 
And  he  said  that  without  that  inspection  Saddam  would 
have  bacteriological  weapons  in  six  months." 

According  to  the  New  York 
Times,  Madeleine  Albright  "ac- 
knoxvledged  that  concerns  about 
creating  a  deep  split  in  the  U.N. 
Security  Council  had  prompted 
her  to  question  the  timing  of  cer- 
tain inspections  of  suspected 
weapons  sites  in  Iraq."  The  trou- 
ble xvith  that  approach  is  that  it  is 
never  the  right  time  for  decisive 
action.  It  is  not  enough  for  the 
Secretary  of  State  to  reiterate  the 
empty  threats  we  have  been  mak- 
ing for  a  year.  "We  have  not  taken 
any  option  off  the  table,  including  military  force,"  she 
said.  But  when  half  the  Naval  task  force  that  had  been 
sitting  off  Iraq  was  sent  home,  it  became  clear  that  we 
were  letting  the  military  option  "sit  on  the  table." 

Albright  regarded  the  Security  Council  vote,  continu- 
ing sanctions  against  Iraq  and  suspending  the  regular 
reviexvs  Iraq  still  hopes  will  enable  it  to  secure  the  end  of 
sanctions,  as  a  great  victory.  But  immediately  following 
the  vote  Iraq  announced  that  it  was  now  free  to  consid- 
er any  and  all  options.  U.N.  Secretary-General  Kofi  An- 
nan, who  in  February  encouraged  Saddam  to  believe 
Iraq  could  get  what  it  wanted  by  again  promising  to 
allow  inspections,  has  told  Iraq  it  is  essential  that  it  re- 
verse its  noncooperation  policy. 

As  there  is  no  longer  any  credibility  in  our  threats  of 
retaliation,  Iraq  will  continue  to  block  all  inspections,  to 
produce  nuclear  and  biological  weapons  and  to  evade 
sanctions   by   buying   off  nations   that   are   inherently 
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confrontation  and  giving  in  to  terrorist  nations  such  as  Iraq      friendly  to  it  and  hostile  to  the  U.S. 
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ODDLY  ENOUGH,  GETTING  YOUR  SCHEDULE  STRAIGHT 
HELPS  YOU  KEEP  YOUR  PRIORITIES  STRAIGHT 
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Connected  Organize 


It  fits  in  your  pocket.  It's  elegantly  simple.  The  Palm  IIP  connected  organizer  keeps 
names,  phone  numbers,  schedules,  memos,  and  e-mail  right  at  your  fingertips.  And 
HotSync'  technology  lets  you  exchange  all  that  information  back  and  forth  with  your  PC. 
You  can  even  personalize  your  organizer  with  thousands  of  available  applications.  Wherever 
your  life  takes  you.  your  Palm  III  organizer  can  come  along  Palm  Computing*  connected 
organizers  start  as  low  as  $299'  To  learn  more  visit  www.palm.com  or  call  1  -800-861  -2529. 
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Digital  rules 

Technology  and  the  new  economy 


By  Rich  Karlgaard,  Publisher 
publisher@forbcs.com 


IT'S  THE  ECOLOGY,  STUPID 


CHEAP  MIPS  AND  BANDWIDTH  lower  transaction  costs; 
outsourcing  blooms;  and  vertical  integration  is  blown 
apart.  What  rises  in  its  place  is  horizontal  value  layers. 
But  the  layers  are  hierarchical.  Commodity  suppliers  sit 
at  the  bottom,  packagers  mu\  distributors  in  the  middle. 
Who,  then,  lords  it  over  the  top?  Content,  software  and 
brand.  Think  of  Microsoft,  Intel,  Merck  and  Coke.  All 
products  of  the  mind. 

True  tor  physical  products,  too.  The  raw  parts  of  a 
BMW  540i  are  worth  approximately  50%  more  than 
those  in  a  similarly  sized  and  equipped  Honda  Accord. 
The  difference  in  weight  is  30%.  Vet  the  Bimmer  sells  for 
100  more.  1  he  price  spread  is  owing  to  the  ideas  and 
craftsmanship  that  transform  raw  material  into  the  con- 
tent i  how  the  car  looks  Mid  performs),  the  recipe  that 
permits  replication  of  the  car  I  the  software)  and  the  magic 
that  convinces  buyers  to  pa)  twice  as  much  (brand). 

Does  intellectual  content  make  a  difference?  Yes! 
Check  this  out.  Humans  share  98%  of  their  DNA  with 
the  great  apes.  But  that  last  2% — the  intellectual  part — is 
enough  to  permit  our  species  dominion  over  the  Earth, 
while  the  apes  occupy  a  corner  of  the  local  zoo. 

Intellectual  content  iIC) — content,  software  and 
brand — is  the  ticket  to  riches  in  the  Digital  Age.  The 
more  that  IC  is  coded  into  your  product  or  services,  the 
more  bomb-proof  your  products  will  be  from  commod- 
itv  bloodbaths. 

But  how  do  you  get  there?  Obviously,  it  takes  ex- 
tremely smart  people  to  create  content,  software  and 
brand.  Microsoft's  Bill  Gates,  Oracle's  Larry  Ellison  and 
Amazon. corn's  Jeff  Bezos  spend  a  good  deal  of  their 
time  pondering  smarts — call  it  IQ,  the  "g"  factor  or 
whatever  you  want.  What  is  it?  Who  has  it?  How  do  you 
persuade  the  sharpest  knives  in  the  drawer  to  work  for 
you?  The  Digital  Age  CEO  must  necessarily  become  a 
recruiter  of  IQ. 

One  key:  You've  got  to  create  an  ecology  that  nour- 
ishes IQ.  Granted,  any  talk  of  nourishing  IQ  sounds 
impossiblv  fuzzv.  But  if  you  believe  that  value  in  your 
industry  will  always  migrate  away  from  tangible  objects 
toward  the  wispy  vapors  of  content,  software  and 
brand — and  it  absolutely  will — you  are  correct  to  think 
about  its  necessary  precondition,  IQ.  Your  top  job  is 
recruiting  the  kind  of  rocket  scientists  who  can  create 
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those  value  accelerators  in  the  first  place. 

A  Few  Words  About  Ecology  .  .  . 

The  first  ecological  debate  I  ever  got  caught  up  in  hap- 
pened in,  of  all  places,  the  sport  of  cross-country  run- 
ning, in  high  school.  Don't  laugh;  it  nearly  ripped  the 
team  apart.  One  idea  held  that  interval  workouts  bore 
the  best  runners.  The  regimen  went  like  this.  Monday: 
sixteen  440s,  with  a  two-minute  rest.  Tuesday:  eight 
880s — flat  out — with  a  five-minute  rest.  Wednesday: 
speedwork,  a  couple  of  dozen  220s — under  30  seconds 
apiece — with  a  jog  across  the  football  infield  as  rest. 

Tough  work!  Then  came  a  new  idea.  It  offered  up  the 
theory  that  long,  slow,  distance  (LSD)  runs  over  a  coun- 
try road  or  golf  course  built  the  best  runners.  The  debate 
of  speed  vs.  LSD  was  fierce,  and  it  was  further  compli- 
cated by  the  cultural  wars  of  the  late  1960s  and  early 
1970s.  Coaches  from  the  Midwest  with  crewcuts  and 
clipboards  prescribed  the  interval  regimen.  Long-haired, 
hippie-dippy  runners  from  the  coastal  regions  preferred 
the  free-form  two-hour  romps  in  the  woods.  Believe  it  or 
not,  these  kinds  of  arguments  got  white-hot  back  then. 
(Every  sport  has  had  arguments  like  this.  For  football,  it 
was  Joe  Namath  vs.  the  Baltimore  Colts  in  1969.) 
Attitudes  hardened.  Words  were  shouted.  High  school 
runners  in  Kansas  grew  their  hair  long  and  walked  out  of 
practice.  Letters  flew  like  Molotov  cocktails  in  the  pages 
of  magazines  such  as  Runner's  World. 

All  a  crock,  of  course.  The  main  point — how  to  create 
the  best  runner — was  lost.  But  not  everywhere.  Out  in 
Oregon,  coach  Bill  Bowerman  of  the  University  of 
Oregon,  an  empirical  man,  kept  his  eye  on  the  science. 
He  figured  out  that  every  runner  was  an  ecology  of  one. 
Most  of  his  champion  runners  did  best  on  a  mix  of  speed 
and  distance.  But  some  needed  two  days  of  distance 
training  for  every  one  day  of  speed;  yet  for  others,  the 
exact  opposite  ratio  was  the  magic  key.  Bowerman 
watched,  observed,  took  notes.  He  crafted  his  training 
regimens  not  by  some  preordained  theology  but  by  what 
was  best  for  the  runner,  individual  by  individual. 

To  bestride  your  industry's  horizontal  value  layer  like  a 
colossus,  you'll  need  to  recruit  the  smartest  people  in 
your  industry.  But  don't  stop  there.  Once  you  have  them, 
be  sure  to  create  the  right  ecology  for  their  success.     WM 
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We'll  deliver  5  billion  cards,  letters  and  packages  this  season.  You 


have  the  holidays  wrapped  up.  Fly  Like* an  Eagle) 
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sleighs.  Everything's  in  place  so  we  can 
speed  your  holiday  cards,  letters  and 
packages  wherever  they  need  to  be. 
Hey,  who  needs  reindeer? 
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Cha-ching! 


They  say  you  can  attract  more  flies  with  honey  than  vine] 
Personally,  we  recommend  savings  and  selection.  Bluefly.com  is  your 

own  personal  outlet  store  where  you  can  shop  for  name  brand  and  top  designer  clothing 

from  the  comfort  of  your  own  home  or  the  convenience  of  your  office. 
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to  sec  a  world  in  a  grain  of  sand... "/Edited  by  Ben  Pappas 


at's  the  word? 


In  1898 

the  then-new 

invention 

the  telephone 

popularized 

new 
salutation, 
"hello." 


NEW  TECHNOLOGIES  spawn  new  words 
and  change  the  way  we  speak.  In  1898 
"telephones"  were  everywhere  and  the 
then-new  technology  popularized  a  new 
salutation,  "hello."  The  two  words 
appeared  in  Merriam-Webster's  Colle- 
giate Dictionary  in  1898.  Since  then 
95,000  new,  commonly  used  words 
have  been  added. 

Today,  as  in  Alexander  Graham  Bell's 
time,  the  communications  industry  is 
breeding  main  of  the  newest  words. 
The  Internet  is  responsible  for  such 
words  and  phrases  as  home  page,  World 
Wide  Web,  chat  room,  url  and  html.  "Terms 
tor  technology,  its  tools  and  techniques,  have 
always  spread  quickly,"  says  Angela  Delia  Volpe, 
chair  of  the  California  State  University's  lin- 
guistics department  in  1'ullerton,  Calif.  "I  was 
]ust  in  Siberia,  and  in  most  Russian  conversa- 
tion you'd  hear  'Internet'  and  'Web.'  " 

Of  course  the  constant  creation  of  words 
such  as  "ebonies"  and  "buffalo  wings"  is  what 
helps  keep  dictionary  publishers  in  business. 
Mcrriam-Wcbster  updates  its  dictionary  every 
year,  enabling  it  to  build  on  its  sales  of  50  mil- 
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kinjdergartW|  (kin'dar  garf'n)  n.  IGer,  lit.,  children's  garden, 
coined  (1840)  by  Friedrich  (Wilhelm  August)  Froebel  <  kinder,  gen. 
pi.  of  kind,  child  (see  prec.)  +  garten,  garden!  a  school  or  class  for 
young  children,  usually  four  to  six  years  old,  that  prepares  them  for 
first  grade  and  that  develops  basic  skills  and  social  behavior  by 
games,  exercises,  music,  simple  handicrafts,  etc.  --kinTder  gart'ner 
or  kinlder  gaftenler  (gart'nar)  n. 
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lion  dictionaries  so  far. 

Will  the  size  of  your  handy  desk  reference 
double  again  in  the  next  100  years?  Signs  point 
to  no.  Just  as  new  words  are  spawned  by 
emerging  technologies,  older  words,  like  older 
technologies,  can  become  obsolete.  Don't 
bother  looking  up  "tattletale  gray,"  a  phrase 
inspired  by  a  1950s  advertising  campaign  for  a 
laundry  detergent.  It  described  the  shade  of  a 
poorly  laundered  shirt,  but  fell  out  of  popular 
usage  in  the  late  1980s  and  was  washed  out  of 
Webster's  in  1993. 


A  larger  dose  of  reality 
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'Tears  ago 
stores  such 
as  Saks  didn't 
want  you 
in  the  store 
unless  you 
were  svelte." 


Tin   average  American  woman  is 
5  feet  4  inches,  142  pounds  and  a 
size  12.  You  wouldn't  know  that  if 
your  information  came  solely  from 
reading   ads.   Most   models 
check  in  at  nearly  6  feet, 
weigh    110    pounds        .^ 
and  can  easily  slip  into     V V 
a  size  6.  Rankled  by  the 
reality  gap,  Gayle  Wine- 
gar,    owner    of  a    Min- 
neapolis health  club,  took 
action.  She  created  a  knock- 
off  of  the  Sports  Illustrated 
swimsuit  issue — whose  glossy 
images  of  supermodels-and-surf 
double  the  magazine's  readership, 
to  58  million  oglers,  and  spawn 
lucrative  spinoffs  such  as  calendars 
and  cd-roms. 

Winegar  created  "The  1999  Real 
Swimsuit  Calendar,"  in  which  women 
and  men  of  all  ages,  shapes  and  sizes  strut  their 
less-dian-perfect  stuff  in  feather  boas,  hula  skirts 
and,  of  course,  bathing  suits.  Sales?  Lousy  Only 
750  copies  of  the  $14.50  calendar  have  sold  so 
far.  But  Winegar  may  be  on  to  something.  Feb- 


ruary saw  the  launch  of  Mode, 
a  slick  fashion  magazine  for 
women  size  12  and  up.  Mean- 
while Mattel  is  developing  a 
line  of  its  top-selling  Barbie 
doll  with  a  wider  waist. 

"Years  ago,  stores  such  as 
Saks  refused  to  acknowledge 
the  existence  of  the  market. 
Unless  you  were  svelte,  they 
didn't  want  you  in  the  store," 
says  Kurt  Barnard  of  Barnard's 
Retail  Trend  Report.  But  that's 
not  where  the  money  is.  In 
1997     sales    of    large-size 
women's  apparel  were  $22.7 
billion,  up  6.7%  from  a  year 
earlier.  Italian  fashion  house 
Marina  Rinaldi  opens  plus-size  bou- 
tiques on  Madison  Avenue  and  Rodeo 
Drive  this  month. 

Yet  when  it  came  to  finding  models  for  its 
print  ad  campaign,  Marina  Rinaldi  opted  for 
medium  proportions.  Admits  Donna  Cristina, 
who  handles  the  account,  "People  still  want  to 
buy  the  dream."  Like  it  or  not,  the  dream  is,  at 
most,  a  size  8.  Si 
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O HE us  ECONOMY 

Actual 

last  year          latest 

mean 

1998  est  - 
high 

low 

%chg 
in  mean 

Automobile  sales' (mil) 

15.5 

15.6* 

15.0 

15.7 

12.0 

NA 

Capacity  utilization  (%) 

83.3 

81.7aug 

81.5 

82.1 

80.4 

-0.4 

New  housing  starts2  (thou) 

1,475 

1,530* 

1,541 

1,581 

1,450 

-0.4 

Retail  sales  ($bil) 

2,552 

2,842* 

2,283 

2,693 

1,641 

19.0 

Trade  balance' ($bil) 

-110.7 

-128.6* 

-204.0 

-120.0 

-252.0 

19.2 

Unemployment  rate  (%) 

4.7 

4.5  aug 

4.6 

5.1 

4.2 

7.0 

Gross  domestic  product  (%) 

3.9 

1 .8  2nd  qtr 

3.1 

3.6 

2.5 

13.0 

Vnflation 

CPI  services  (unadjusted)  (%) 

2.7 

2.6  aug 

2.7 

3.1 

2.2 

40.5 

CPI  total  junadjusted)  (%) 

1.7 

1.4  aug 

1.7 

2.1 

1.0 

3.1 

Onterest  rates 

30-year  Treasury  yield  (%) 
3-month  Treasury  yield  (%) 

5.92 
5.35 

5.11 
4.49 

5.36 
4.91 

6.00 
5.42 

5.00 
4.50 

-7.5 
-1.0 

©RICES 

CRB-Bridge  spot  indexes 

271.80 

202.82 

241.67 

270.00 

210.00 

NA 

Gold  per  troy  ounce  ($) 

288.80 

293.60 

281.00 

290.00 

255.00 

5.8 

Oil/bbl  W  Texas  Intermediate  ($) 

17.63 

15.58 

15.75 

18.00 

13.00 

4.4 

QlJRRENCY 

German  marks  per  dollar 

1.80 

1.68 

1.76 

1.85 

1.67 

0.6 

Yen  per  dollar 

130 

136 

138 

160 

125 

20.7 

fpEOERAL  FUNDS  WATCH  Next  Federal  Reserve  meeting:  Nov.  17, 1998 
Current  rate  5.25%  Last  action:  Sept.  29, 1998    -25  basis  points 

Likelihood  of  shift  in  interest  rates  in  the  next  90  days  by  the  Federal  Reserve 


Very  likely 


Possibility  of  decrease  or  increase 


Very  unlikely 


Estimates  are  contributed  by  leading  economists,  who ; 
surveyed  biweekly  by  Bridge  Information  Systems  I 
Korbes  magazine.  Consensus  forecasts  as  of  9/24/98. 


Count  Ronald  Reuss,  chief  economist 
at  Piper,  Jaffray,  as  an  economic  bear. 
According  to  Reuss,  declining  stock 
prices  will  take  their  toll  on  the  U.S. 
economy.  He  points  out  that  Ameri- 
cans are  already  preparing  for  harder 
times  ahead  by  slowing  down  their 
accumulation  of  debt.  In  1997  install- 
ment debt  grew  4.3%,  versus  7.2%  in 
1996.  Reuss  forecasts  only  a  4% 
increase  this  year  and  only  2%  in  1999. 
Thanks  to  nervous  consumers,  Reuss 
thinks  that  annualized  gross  domestic 
product  will  be  flat — on  an  inflation- 
adjusted  basis — in  the  fourth  quarter 
of  this  year.  He's  even  more  pessimistic 
about  1999,  when  he  sees  GDP  reced- 
ing as  much  as  3%.  If  Reuss  is  right, 
Wall  Street  is  in  for  rough  times. 


SPECIAL  FOCUS 


CPI  (1982-84  =  100) 

164 


S0NDJ     FM    AMI     JA 


Deflation  is  not  in  the  cards,  at  least 
not  this  year.  Our  surveyed  econo- 
mists expect  the  price  for  a  typical 
basket  of  goods  and  services  to 
increase  1.7%  for  all  of  1998,  the 
same  rise  as  in  1997.  Through 
August,  the  total  CPI  is  up  1.3%. 


trnPRFQ  iNnFY u967=iooi   Current:  301.8*'  Previous:  299.2+   ml 
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230 

205 

'84          86         '88          '90          92          94         '96         98 1 

Current        Previous        Change 
S4.186.1  bil    $4,1 53.8  bil     0.8% 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  eight  equally  weighted 
elements:  the  cost  of  services  relative  to  all 
consumer  prices,  the  level  of  new  orders  for 
durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new 
housing  starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail  sales 
and  total  consumer  installment  credit. 


Our  Web  site,  www.forbes.com.  has  daily 
updates  on  economic  estimates  and  detailed 
information  of  Forbes  Index  components. 


*  Twelve  months.  :Autos.  light  and  heavy  trucks  including  imports   Total  single  and  multiple  family,  seas  nally  adjusted.  Excluding  auto  sales,  annualized  and  seasonally  adjusted. 

"Total  goods  and  services,  annualized  and  seasonally  adjusted.  ''Percent  ol  civilian  labor  force.  ''Quarter-to-quarter  percent  change,  annualized.  NA:  Not  available.  Source:  Bridge  Information  Systems  Inc. 
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WORLD  TRADE 


The  deflationary  hurricane  in  Asia  is  heading  this  way. 


Batten  the  hatches 


By  Andrew  Tanzer  and  Neil  Weinberg 

The  U.S.  is  only  just  beginning  to 
feel  some  of  the  pain  from  the  Asian 
economic  crisis.  U.S.  Steel  mothballed 
a  Gary,  Ind.  blast  furnace  earlier  this 
year.  It  laid  off  100  workers  at  its  Pitts- 
burgh plants. 

Steel  is  an  old  and  troubled  indus- 
try, but  Micron  Technology,  the  last 
U.S.  dram  (dynamic  random  access 
memory)  maker,  announced  an  $89 
million  quarterly  loss.  It  has  let  a  $2 
billion  facility  sit  unfinished,  after 
investing  $600  million.  Minneapolis- 
based  BMC  Industries,  which  makes 
electronic  components,  laid  off  580 
workers  in  July. 

Unable  to  sell  their  goods  at  home 
in  depressed  economies,  Asian  firms 
are  furiously  exporting  to  the  U.S., 
and  since  they  incur  many  of  their 
costs  in  devalued  currencies,  they  can 
afford  to  sell  cheaply  here.  The 
monthly  U.S.  trade  deficit  with  Asia 
has  swelled  to  $15  billion,  and  import 
prices  are  tumbling  (see  charts,  p.  51). 

"In  anything  you  look  at — steel, 
semiconductors,  chemicals,  gar- 
ments— you  see  dramatic  price 
declines,"  notes  Paul  Schulte,  Asian 
regional  strategist  for  ing  Barings.  So 
far,  the  booming  economy  has  been 
able  to  absorb  this  flood  of  goods 
without  serious  impact,  but  that  is 
starting  to  change.  "Eventually,  the 
excess  in  capacity  in  Asia  will  spread  to 
the  U.S.  and  produce  a  sharp  drop  in 
investment  in  chips,  steel  and  autos," 
predicts  the  American  Enterprise  Insti- 
tute's John  Makin. 

For  years  rosy  stories  about  the 
boom  in  emerging  markets  enticed 
huge  investment  flows  to  Asia  in  the 
form  of  both  loans  and  equity  This  in 
turn  led  to  huge  expansions  of  indus- 
trial capacity  in  these  countries.  Just  as 
the  new  capacity  was  coming  on 
stream,  local  demand  was  collapsing. 
IMF  programs  have  made  things  worse: 
They  encourage  shrinkage  of  domes- 
tic demand  and  imports. 

The  Economist  Intelligence  Unit 


expects  Asian  private  consumption  to 
fall  by  $550  billion  this  year— 12%. 

In  the  U.S.,  firms  faced  with  falling 
demand  tend  to  close  factories  and 
even  dismande  them.  It  isn't  happen- 
ing that  way  in  Asia.  It  is  difficult  to 
lay  people  off  in  most  of  these 
economies.  "Asia  is  unequipped  polit- 
ically, socially,  culturally,  economically 
and  legally  to  deal  with  the  crisis," 
asserts  ing  Barings'  Schulte.  "Govern- 
ments from  Japan  to  Indonesia  lack 
the  political  clout,  foresight  and 
intestinal  fortitude  to  shut  capacity." 

Japan,  hoping  against  hope  to  grow 
its  way  out  of  overcapacity,  has  been 
extremely  reluctant  to  close  factories. 
Take  Toa  Steel,  a  Tokyo  Stock 
Exchange -listed  firm  that  announced 
last  month  it  is  being  forced  into  liq- 
uidation, nkk  Corp.  will  take  over 
Toa's  factories  and  1,300  workers. 
Better  to  lose  money  than  close  plants. 
Which  means  of  course  that  healthy 
companies  are  bled  to  save  unhealthy 
ones,  and  banks  are  forced  to  send 
good  money  after  bad.  Corporate 
zombies  stalk  the  economic  landscape, 
sucking  the  life  out  of  the  living. 

As  in  Japan,  so 
elsewhere  in  Asia. 
ing  Barings  reckons 
that  to  achieve  a 
bare  return  equal  to 
the  total  cost  of 
invested  capital, 
Indonesia  needs  to 
shut  78%  of  its 
factory  capacity; 
Korea,  77%;  and 
Thailand  and 

Malaysia,  64%. 

It's  a  head-in- 
the-sand  system.  As 
long  as  the  plants 
arc  churning  out 
goods,  banks  can 
pretend  that  their 
loans  to  the  failing 
companies  are  still 
good. 


"Asia  grasped  the  capital  market 
system  as  long  as  it  was  going  their 
way  with  capital  inflows  and  credit 
growth,"  remarks  Russell  Kopp,  Thai- 
land research  director  of  Dresdner 
Kleinwort  Benson.  But,  says  Kopp, 
when  things  turned  nasty,  Asia  refused 
to  accept  the  system's  discipline. 
"They've  failed  to  come  to  terms  with 
the  self-correcting  mechanisms  of 
foreclosure,  bankruptcy,  debt  restruc- 
turing, fines,  imprisonment  and  a  real 
rule  of  law,"  he  says. 

Consider  South  Korea.  Instead  of 
encouraging  a  healthy  restructuring, 
the  government  is  leaning  on  banks  to 
keep  on  lending.  Bankrupt  companies 
like  Hanbo  Steel,  Kia  Motors  and 
Mando  Machinery  are  kept  in  business 
with  yet  more  bank  loans — little  of 
which  will  ever  be  repaid. 

As  far  back  as  1995  it  was  clear  that 
Korea's  Hanwha  Energy  was  in  trou- 
ble with  a  debt-to-equity  ratio  that 
year  of  11 -to- 1.  Restructure  the  loans 
and  slim  the  company  down  to  a  prof- 
itable core?  No.  The  banks  just  kept  on 
lending  to  keep  Hanwha  operating. 
Today  Hanwha  has  $1.9  billion  in 
debt  and  $7  million 
§  of  equity,  giving  it 
I  an  astounding  270- 
|  to-1     debt/equity 
6  ratio.  "They're  the 
Mark  McGwire  of 
^f      debt,"  quips 

'  ^W#,  George  Goundry, 
an  analyst  with  ABN 
Amro  Asia  in 
Seoul. 

"Banks  are 

rolling  over  debts  in 
Korea,  not  forcing 
payment,"  explains 

Thai  street  vendor; 
labor  strife  in  Korea 
Fearing  unrest,  Asia 
has  yet  to  bite  the 
free-market  bullet. 
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Tailspin 

Asia's  woes  have  hit  U.S.  equities. 
The  economy  could  be  next. 


'80  '82  '84  '86  '88  '90  '92  '94  '96  '98 

'GDP-based  weighting  (countries  included:  Hong  Kong, 
Taiwan,  Singapore,  South  Korea,  Thailand,  Philippines, 
Malaysia  and  Indonesia. 

Source:  Bank  Credit  Analyst. 

U.S.  import  and  export  prices, 
monthly  percent  change 


8/97 


1/98 


8/98 


Source:  Bureau  of  Labor  Statistics, 


U.S.  import  prices  (annual  percent  change), 
August  1997  through  August  1998 

Asian  newly 

Industrialized     All  European 

economies*  imports      Japan      Canada      Union 


-1.3% 


-3.2% 


5.5% 


-9.4% 


'Hong  Kong,  Singapore,  South  Korea  and  Taiwan. 
Source:  Bureau  of  Labor  Statistics. 


Simon  Ogus,  managing  director  for 
'Asian  economics  at  Warburg  Dillon 
Read.  He  worries:  "At  this  rate  the 
Koreans  will  come  out  the  winners 
and  drive  efficient  companies  in 
(Taiwan,  the  U.S.  and  Europe  out  of 
business." 

The  Korean  government  has  tried  to 
|  find  a  rescuer  for  Kia  Motors,  but  with 
i  such  stringent  conditions  that  serious 
buyers  just  walked  away.  The  terms, 


Ford  Chairman  Alex  Trotman  was 
quoted  saying  recently,  were  "nowhere 
near  enough  to  make  [Kia]  remotely 
interesting  to  us." 

.Korea  has  capacity  to  build  4.5  mil- 
lion vehicles.  Domestic  sales  this  year 
will  be  700,000.  Yet  when  Hyundai 
Motor  Corp.  tried  to  trim  its  payroll 
by  1,500  under  a  new  law  that  is  sup- 
posed to  permit  layoffs,  the  govern- 
ment pressured  it  to  compromise  with 


militant  unionists.  Hyundai  cut  only 
277  workers — most  from  the  compa- 
ny canteen. 

Short  of  sending  newly  built  cars 
right  to  the  wrecking  yards,  Korean 
companies  have  no  alternative  to 
exporting  at  any  cost.  Korean  export 
volumes  this  year  are  running  20% 
above  last  year's  levels  in  physical 
terms,  but  at  prices  so  low  that 
Korea  will  earn  less  foreign  currency 
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this  year  than  last. 

What  about  China,  so  widely 
praised  for  not  devaluing  its  currency? 
It,  too,  has  vast  excess  capacity  among 
state-owned  companies  that  keep  run- 
ning just  to  provide  jobs.  A  lot  of  the 
goods  will  just  pile  up  unsold.  Chen 
Zhao,  a  managing  editor  of  Montre- 
al's Bank  Credit  Analyst  Research 
Group,  projects  that  ballooning  inven- 
tories will  account  for  more  than  one- 
third  of  China's  GDP  growth  this  year. 
Capacity  utilization  in  many  industries 
is  50%.  Chinese  Premier  Zhu  Rongji 
recently  said  China  could  produce  40 
million  TV  sets  a  year  but  has  a  market 
for  only  15  million. 

"Forget  about  profits,"  says  Chen. 
"They  just  dump  everything  possible 
to  sustain  cash  flow  to  pay  workers 
and  the  bills."  The  U.S.  trade  deficit 
with  China  has  exceeded  that  with 
Japan  in  recent  months,  according  to 
U.S.  Customs  data. 

With  this  kind  of  pricing,  based  on 
meeting  payrolls  rather  than  on  making 
a  profit,  few  businesses  can  afford  to 
service  their  debt.  Comments  Eugene 
Galbraith,  abn  Amro's  Asian  research 
and  strategy  director:  "Everybody  is 
trying  to  undersell  each  other  while  not 
paying  interest."  Even  viable  companies 
in  Thailand  and  Indonesia  have 
stopped  servicing  their  debts  because  if 
they  did  so  they  couldn't  compete  with 
their  insolvent  neighbors. 

Much  of  the  area  is,  in  effect,  oper- 
ating in  a  kind  of  informal  Chapter  11 
bankruptcy.  But  even  there  they  barely 
tread  water,  and  there  is  no  movement 
toward  the  next  step — Chapter  7  liq- 
uidations in  the  American  sense.  T.K. 
Chang,  a  Hong  Kong-based  partner 
at  Coudert  Brothers  puts  it  this  way: 
"Bankruptcy  laws  of  many  Asian 
countries  are  quite  primitive  and 
seldom  used.  Creditors  are  often 
placed  between  a  rock  and  a  hard 
place."  So  basically  bankrupt  compa- 
nies keep  grinding  out  goods  that  no 
one  wants,  driving  the  industrialized 
countries  into  an  uncomfortable 
corner:  Either  we  can  retreat  into  pro- 
tectionism, or  we  will  be  forced  to 
share  Asia's  deflationary  pain. 

As  Forbes  went  to  press,  the  U.S. 
steel  industry  was  about  to  ask  Wash- 
ington for  protection  against  a  lood 
of  hot-rolled  steel  from  Brazil,  K  ssia 
and  Japan.  ■■ 


■liTisfciiKM  John  Meriwether  seemed  to  have  a  magic 
touch.  What  he  really  had  was  nerve-wracking  leverage. 

Archimedes 
on  Wall  Street 


By  Robert  Lenzner 

"Give  me  but  one  firm  | 
spot  in  which  to  stand,"  | 
Archimedes      declared,  £ 
"and   I   will   move   the  | 
earth."  While  the  ancient  ™ 
Greeks    discovered   the  S 
principle     of    leverage  1 
some  2,200  years  ago,  it 
was    John    Meriwether 
and  his  Long-Term  Cap- 
ital Management  LP  that 
showed  how  far  leverage 
could  take  you  in  finan- 
cial speculation. 

With  $4.8  billion  in 
capital,  Meriwether  con- 
trolled $160  billion  in 
stocks  and  bonds,  plus 
derivatives  with  a  notion- 
al value  of  $1  trillion. 
That's  240-for-l.  As  we 
will  explain,  it  got  even 
worse  than  that. 

This  was  sophisticated, 
but  it  was  gambling.  At  BHBB 
the  time  it  began  to  sink, 
unable  to  meet  margin  calls,  Long- 
Term  Capital  was,  for  example,  long 
large  amounts  of  the  29-year  Treasury 
bond  and  short  equally  large  amounts 
of  the  30-year  Treasury.  The  fund  got 
into  this  bet  to  capitalize  on  the  tiny 
spread  in  yields  between  the  two  matu- 
rities. Tiny  indeed.  In  June  the  differ- 
ence was  just  five  basis  points — a  29- 
year,  $1,000  bond  yielding  50  cents  a 
year  more  than  a  30-year  bond. 

It  didn't  make  sense  that  this  yield 
differential  would  persist  in  these  very 
similar  securities.  Meriwether  and  his 
friends  apparently  figured  that  the 
yields  would  converge.  So  they  sold 
short  the  lower-yielding  bond  and 
bought  the  higher-yielding  bond. 

This  is  what  you  call  a  nondirec- 
tional  bet.  Long  Term  Capital  wasn't 


John  Meriwether,  founder,  Long-Term  Capital 
Leveraged  poker. 


betting  that  interest  rates  would  rise  or 
that  they  would  fall.  It  was  just  betting 
that  die  yields  would  converge.  If  they 
did  and  the  bond  market  went  down, 
Long-Term  Capital  would  make  more 
on  its  shorts  than  it  would  lose  on  its 
longs.  If  the  market  went  up  the  fund 
would  make  more  on  its  longs  than  it 
would  lose  on  its  shorts.  Meriwether 
was  simply  betting  that  the  two  bonds 
would  eventually  carry  the  same  yield. 
Without  leverage,  that  bet  is  scarce- 
ly worthwhile:  With  a  discrepancy  of  5 
basis  points,  you  would  make  $5,000 
on  a  $1  million  trade  when  the  dis- 
crepancy is  eliminated.  That's  not  the 
kind  of  profit  that  causes  people  to 
thrust  billions  of  dollars  at  you,  as  very 
smart  investors  thrust  at  Meriw  ether 
and  his  partners  (who  included  Nobel 
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economists    Robert    Merton    and 
Myron  Scholes). 

But  introduce  the  Archimedes  prin 
nple  and  the  picture  changes.  Suppose 
,-ou  were  able  to  buv  SI  million  worth 
jrf  Treasury  strips  on  SI 0,000  in 
nargin.  Now  that  S5,000  profit  isn't 
ust  5  on  your  money — it  is  50%  on 
,'our  money 

That,  somewhat  simplified,  is  how 
Long-Term  Capital  lost  its  shirt  and 
learly  crashed  world  markets  in  the 
process.  Of  course,  Meriwether  and 
lis  pals  weren't  just  playing  that  single 
discrepancy  on  Treasury  bonds.  They 
.vere  making  all  kinds  of  similar  but 
jften  much  more  complex  transac- 
:ions.  These  involved  repos  and  all 

nds  of  derivatives,  but  the  principle 
vas  usually  the  same:  Don't  bet  on 
he  direction  of  markets;  bet  on  rcla- 
:ionships  among  different  securities. 

It  was  Meriwether's  bad  luck  that 
nstead  of  converging,  the  yields  on 
those  two  Treasury  issues  drifted  far 
her  apart.  At  the  end  of  September 
the  difference  in  their  yields  was  not  5 
asis  points  but  15. 

That  loss  was  costlv  but  not  lethal. 
But  too  main  of  his  bets  then  went 
bad  simultaneously,  as 
nvestors  around  the 
vorld  rushed  into  sate 
Investments  and  sold 
'iskier  ones.  A  lot  of 
discrepancies  that  the 
partners  thought 

would  narrow  instead 
got  wider.  Long-Term 
Capital  had  been  bet- 
ting— among  other 
things — that  the  yield 
differential  would 

shrink  between  similar 
sovereign  bonds  of 
other  G-7  nations. 
Instead  of  shrinking, 
the  gap  yawned  much 
wider. 

Here's  where  this 
gets  scary.  In  some  cases 
Long-Term  Capital 
hadn't  put  up  a  1%  or 
2%  margin.  It  hadn't 
put  up  a  dime;  the  bro- 
kers and  bankers  were 
lending  100%  of  the 
value  of  the  collateral. 
Much  of  the  firm's  $4.8 
billion   in   capital  was 


Myron  Scholes  and  Robert 
Merton  of  Long-Term  Capital 
Not  so  Nobel. 


simply  kept  in  the  bank  to  meet  the 
occasional  margin  call. 

With  many  of  the  trades  suddenly 
under  water,  the  banks  made  margin 
calls — just  as  your  broker  would  if  you 
owned  stocks  on  margin  and  those 
stocks  dropped  in  value.  The  $4.8  bil- 
lion in  capital  dwindled  very  fast;  it 
was  down  to  $1.5  billion  when  the 
Led  stepped  in.  Soon  it  was  $600  mil- 
lion. So  why  didn't  the  lenders  just  sell 
the  collateral  the  way  your  broker 
would  sell  your  stocks  if  you  couldn't 
pay  up? 

Ever  try  selling  $  1  trillion  worth  of 
collateral  for  quick  cash?  Yes,  modern 
markets  have  depth — but  not  that 
much  depth.  "There's  an  illusion  of 
liquidity  in  times  of  volatility,"  says 
Henry  Kaufman,  the  bond  market 
guru  who  runs  his  own  firm. 

The    mess    forced    the    Federal 
Reserve  to  find  saviors  for  a  private 
firm  instead  of  making  it  pay  the  full 
price  for  its  mistakes. 
Who's  to  blame  ? 

Meriwether  and  his  sidekicks  had  a 

bad  case  of  hubris.  As  Kaufman  puts  it: 

"There  are  two  kinds  of  people  who 

lose  money:  those  who  know  nothing 

and  those  who  know 

everything."  With  two 

Nobel  prize  winners  in 

the  house,  Long-Term 

Capital  clearly  fits  the 

second  case. 

Wall  Street  and  the 
banks  deserve  a  good 
deal  of  the  blame, 
too — securities  firms 
like  Merrill  Lynch  and 
cs  First  Boston;  banks 
like  Switzerland's  great 
UBS  AG. 

Banks  and  investment 
houses  love  these  so- 
called  hedge  funds.  The 
hedgers  borrow  huge 
amounts  and  are  willing 
and  able  to  pay  a  premi- 
um for  borrowing. 
Maybe  it's  risky  to  lend 
100%  on  collateral,  but 
what's  the  harm  if  the 
borrower  has  billions  in 
cash  available  to  meet 
margin  calls?  A  New 
York  Stock  Exchange 
member  firm  can  earn 
five  basis  points  by  bor- 


rowing money  and  relending  to  a 
hedge  fund;  that  works  out  to 
$500,000  a  year  for  every  billion.  Easy 
money.  Then  there  are  commissions 
and  a  chance  to  share  in  the  action. 

Anyhow,  the  hedge  funds  aren't 
doing  much  that  the  banks  and  big 
investment  houses  aren't  doing  them- 
selves. Most  large  securities  firms  and 
banks  are  to  some  extent  hedge  funds. 
Salomon  Brothers,  Inc.  certainly  was 
before  the  cautious  Sandy  Weill  took 
it  over.  Bankers  Trust  calls  itself  a  bank 
but  makes  its  big  money  off  spreads  in 
derivatives. 

As  usually  happens  with  a  good 
thing,  the  derivatives  game  got  over- 
done. History  keeps  repeating.  Banks 
poured  money  into  risky  leveraged 
buyout  loans  and  commercial  realty 
loans  in  the  1980s.  The  banks  lent  to 
Mexico  and  Brazil  in  the  late  1970s 
widiout  knowing  their  total  debt  level. 

Had  they  been  forced  to  mark  their 
portfolios  to  market — as  Long-Term 
Capital  was — most  U.S.  banks  would 
have  been  insolvent  in  the  late  1980s 
and  early  1990s.  Most  investment 
banks  were  illiquid  in  October  1987 
when  the  market  collapsed  because 
they  had  made  huge  bridge  loans  to 
finance  risky  takeovers  in  companies 
whose  values  were  evaporating. 

It  now  has  happened  again,  and 
banks  and  other  financial  institutions 
will  be  writing  off  billions  of  dollars 
in  bad  loans  and  bad  bets.  Until  it 
becomes  clear  how  deeply  our  finan- 
cial institutions  were  involved  in 
financing  and  engaging  in  this  kind 
of  speculation,  a  cloud  will  hang 
over  all  the  financial  markets.  A  very 
dense  cloud — because  the  officials 
who  supervise  banks  and  brokers 
have  no  clear  idea  what  has  been 
going  on. 

It  seemed  a  lovely  game  while  it 
lasted.  Long-Term  Capital  made  43% 
for  its  investors  in  1995  and  41%  in 
1996.  That's  after  cutting  principals 
like  Meriwether  in  for  20%  of  the 
profits. 

With  returns  like  that,  no  wonder 
the  chairman  of  Merrill  Lynch  and 
dozens  of  others  at  the  firm  invested 
in  Long-Term  Capital. 

But,  adjusted  for  the  risks,  how 
good  really  were  those  returns?  It's 
the  old  story:  Financial  genius  is  a 
short  memory  in  a  rising  market.    HI 
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WtiaiJJJIlM  For  decades  3M  has  been  highly  respected 
both  for  its  innovative  profitability  and  workplace  culture. 
It  could,  however,  do  with  a  little  more  paranoia. 

Too  much  doodle? 


By  Michelle  Conlin 

Minnesota  Mining  & 
Manufacturing  has  a  sto- 
ried history  as  the  inventor 
of  such  phenomenally  suc- 
cessful products  as  Scotch 
tape  and  Post-it  Notes.  It 
has  stood  out  with  a  21% 
return  on  invested  capital 
while  its  peer  group  of 
manufacturers  average 
13%.  3M's  research-driven 
style — which  allows  scien- 
tists to  use  15%  of  their 
time  to  "experimental 
doodle" — has  long  been 
praised  in  management 
bestsellers  like  Built  To  Last 
and  In  Search  of  Excellence. 

Thus,  notwithstanding 
those  murderous  Minneso- 
ta winters,  3M  has  attract- 
ed and  held  onto  a  talented 
and  dedicated  work  force.  ■■■■ 
But  has  this  $15  billion- 
sales  behemoth  gotten  too  internally 
focused  at  the  expense  of  paying  too 
little  attention  to  the  big,  outside 
world?  The  company  has  missed  its 
earnings  estimates  in  each  of  the  last 
three  quarters.  Sales  are  expected  to  be 
flat  this  year,  with  earnings  plunging 
25%  to  $1.6  billion.  Return  on  invest- 
ed capital  this  year  will  slide  to  17%. 

Are  these  unavoidable  downward 
blips  on  a  rising  curve?  Or  are  they 
signs  of  deeper  trouble?  3M  has  been 
glacially  slow  to  respond  to  the  eco- 
nomic meltdown  in  Asia,  where  it 
gets  23%  of  its  business.  In  the  U.S.  a 
flood  of  cheaper  products  made  by 
competitors  like  Korean  polyester 
film  outfits  skc  and  Kolon  have  cut 
into  3M's  sales. 

The  executives  at  the  company's 
1950s  brick  headquarters  in  St.  Paul 
do  not  seem  to  have  an  acute  sense  of 
urgency  about  this.  "In  the  culture  of 
the  company,  there's  a  tolerance  for 
mistakes,"  explains  3M's  62  year-old 
chief  executive,  L.D.  "Desi"  DeSi 
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3M  Chief  Executive  L.D.  "Desi"  DeSimone 
"A  tolerance  for  mistakes." 


mone,  a  former  engineer  who  has 
been  with  3M  for  42  years. 

Maybe  too  much  tolerance.  The 
Asian  blowup  was  a  year  ago  and  3M 
has  only  recently  gotten  around  to  a 
cost-cutting  program,  which  is  sup- 
posed to  shave  $250  million  off 
annual  operating  costs  by  2001.  In 
keeping  with  3M's  paternal  stvle,  the 
4,500  jobs  to  be  shed  out  of  75,000 
worldwide  will  come  largely  from  let- 
ting people  retire  or  quit  without 
replacing  them.  3M  also  says  it  will 
close  10%  of  its  170  manufacturing 
plants  and  dump  some  small-scale, 
money-losing  products. 

Compare  that  with  Xerox,  which 
operates  in  some  of  the  same  overseas 
markets  as  3M:  Xerox  is  reducing  its 
headcount  by  9,000,  a  10%  reduc- 
tion. Eastman  Kodak  is  taking  out 
20,000  jobs,  a  20%  cut. 

Shouldn't  3M  be  more  aggressive 
in  adapting  to  a  deflationary  world 
economy?  DeSimone  carefully  weighs 
the  question.  "We  have  to  look  at 
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what  the  hell  is  wrong,"  he  says.  "But 
we  shouldn't  do  dumb  things  like  not 
keeping  what's  rich." 

This  is  a  company  that  bypassed 
the  restructuring  pains  of  the  late 
1980s  and  early  1990s,  even  though 
it  has  largely  underperformed  the 
S&P  500  for  more  than  20  years.  It!; 
still  prides  itself  on  being  an  employ- 
er for  life.  3M's  33  senior  level  exec- 
utives have  worked  there  an  average 
of  32  years.  The  latest  injection  of 
new  blood  at  the  executive  level  was 
Janet  Yeomans,  who  joined  the  com- 
pany in  1983  as  a  manager  of  its  pen- 
sion fund  and  became  treasurer 
in  1995. 

Turnover  is  a  minuscule  3%  a  year, 
which  helps  DeSimone  hang  onto 
what's  in  his  scientists'  brains,  but  it 
does  create  a  certain  amount  of  stag-: 
nation.  Compare  3M  with  Jack 
Welch's  GE,  which  recruits  and  breeds: 
so  much  talent  that  it  expects: 
turnover  as  its  executive  stars  get 
recruited  to  head  companies  such  as 
Rubbermaid,  Goodyear  and  McDon-i 
nell  Douglas.  No  one  can  remember 
the  last  time  a  top  3M-er  was  wooed 
for  a  bigger  job.  Or  fired. 

There's  a  somewhat  relaxed  atti 
tude  at  this  company  that  seems  out 
of  date  at  the  turn  of  the  millennium. 
Sometimes  that  unhurried  mindset 
pays  off.  The  company  bore  with  3M 
cult  hero  Art  Fry  while  he  tinkerec 
for  five  years  to  perfect  the  Post-ii 
note,  which  he  dreamed  up  whiU 
searching  for  a  way  to  keep  track  o: 
the  songs  in  his  church  hymnal.  Now 
Post-its  are  a  $1  billion  business 

But  at  other  times,  the  compam 
appears  excessively  laid  back.  Take  di( 
"supply-chain  excellence"  program 
Back  in  1995,  3M's  inventory  wa; 
turning  over  just  3.5  times  a  year 
sub-par  for  the  manufacturing  indus 
try.  3M  identified  potential  savings  o 
$700  million  in  working  capital  if  i 
could  bump  that  rate  to  4. 

Progress  so  far?  None.  "I  have  to  b 
frank,  we're  very  disappointed,"  say 
the  somber  3M  supply-chain  czar 
George  Meredith,  a  3M-er  who  firs 
tried  to  handle  the  inventory  problen 
while  serving  as  the  executive  vio 
president  for  life  sciences.  He's  nov 
heading  up  the  supply-chain  effort  fuJ 
time  and  is  spending  $180  million  t< 
replace  all  of  3M's  25-year-old  main 
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ame  computers  with  new  client- 
rrver  systems.  Says  he:  "'It's  been  a 
mch-greater  undertaking  than  wc 
ldcipated."  DeSimone  says  Meredith 

doing  a  fine  job  and  that  he  has  no 
lans  to  put  someone  else  into  it. 

One  thing  hasn't  changed:  As 
ways  there  are  promising  products 
i  the  3M  pipeline.  Volition  is  one.  A 
ber-optic  cable  that  is  bendable,  it 
in  replace  the  standard  copper  con- 
ections  to  people's  desks.  Novec  is 


another.  It's  a  fluid  used  in  manufac- 
turing, air  conditioning  and  refriger- 
ation that  replaces  chlorofluorocar- 
bon  products,  a  longtime  butt  of 
environmentalist  objections. 

3M  makes  a  point  of  getting  30% 
of  its  sales  from  products  less  than 
four  years  on  the  market.  DeSimone 
says  those  above  and  a  dozen  other 
potential  hits  could  contribute  as 
much  as  $1  billion  in  sales  this  year 
and  $3  billion  bv  2000. 


DeSimone  likes  to  point  out  that 
improvisation  is  an  old  3M  tradition. 
In  fact  the  company  is  based  on  it. 
Back  in  1906  directors  decided  the 
company  should  make  sandpaper  out 
of  waste  from  a  mining  operation 
that  never  made  any  money. 

3M  has  been  improvising  brilliantly 
ever  since,  but  it  could  well  be  that  after 
96  years  of  success  it  should  pay  a  bit 
more  attention  to  Andy  Grove's 
dictum:  Only  the  paranoid  survive.  IB 


■laaiimirotffi  In  a  business  crammed  with  youthful 
geniuses,  experienced  executives  are  now  in  great  demand. 

The  graying  of 
Silicon  Valley 


By  Julie  Pitta 

At  53  Enzo  Torres]  is  kind  of  old 
by  Silicon  Valley  standards.  This  com- 
puter industry  executive  has  been 
around  the  block  a  few  times.  He  got 
his  start  in  the  computer  business  at 
Olivetti.  In  the  early  Highties  he 
founded  Rusinessland,  Inc.,  the  first 
national  computer  retailer.  He  went 
on  to  run  NetFRAME  Systems,  Inc.,  a 
modestly  successful  computer  maker 
that  was  eventually  sold  to  Micron 
Electronics,  Inc. 

Here  was  a  guv  who  had  been 
around  and  knew  the  computer 
business  from  all  sides.  That's  what 
venture  capital  firm  Accel  Partners 
was  looking  for.  As  Accel's  "entre- 
preneur-in-residence,"  Torresi  spent 
18  months  looking  over  business 
plans,  shopping  for  a  new  startup  he 
would  run. 

Venture  capitalists  are  building  sta- 
bles of  managers  like  Torresi,  paying 
them  handsome  salaries  and  giving 
them  their  pick  of  funding  prospects. 

Torresi  settled  on  icast  Corp.,  an 
outfit  that  designs  audio  and  video 
software  for  the  Internet.  Accel 
promised  to  invest  $2  million  if 
ICAST's  founder,  Vinay  Kumar,  took 
on  Torresi  as  chairman  and  chief 
executive.  Torresi  would,  of  course, 
get  a  significant  number  of  shares  in 
the  fledgling  company. 
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Tall, 
silver- haired 
and      patri- 
cian, Torresi 
is  a  chief  exec- 
utive   straight 
out  of  central 
casting.  Kumar, 
on    the    other 
hand,   is.  a   32- 
year-old     techie. 
Kumar   swallowed 
hard  at  the  prospect  of 
sharing  control,  but  he  got  the 
picture:  ICAST's  future  was  limited 
without  an  experienced  executive  at 
the  helm. 

Silicon  Valley  venture  capital  firms 
are  rolling  in  dough.  People  thrust 
money  at  them.  But  though  money  is 
plentiful,  managerial  talent  isn't.  "If 
[venture  capitalists]  are  going  to 
invest  $2  million,  they're  going  to 
want  more  than  just  a  board  seat," 
Torresi  explains.  "They  want  their 
person  to  run  the  show."  Outside 
management  used  to  be  brought  in 
when  an  entrepreneur  got  into  trou- 
ble. Now  he  never  gets  a  chance  to 
screw  up.  With  the  venture  cash 
comes  more  than  just  kibbitzing:  An 
experienced  manager  is  often  part  of 
the  deal. 

Geoffrey  Yang,  managing  partner 


at  Institutional  Venture   Partners, 

recently  brought  in  a  new  partner, 

headhunter  Tim  Haley.  Part  of 

the  new  partner's  job  is  to 

line  up  potential  chief 

executives. 

Five  years   ago  a 
typical  startup  was 
"three     or     four 
engineers    and    a 
marketing  person." 
No  longer.  "We're 
bringing  in  a  pro- 
fessional CEO  earlier 
and    earlier,"    Yang 
says.  "The  life  cycles 
are  shorter.  Companies 
are  going  public  earlier. 
By  the  time  you  do  an 
IPO  you  want  the  chief 
executive  in  place.  It  has  a 
huge     impact     on     the 
valuation." 

Sequoia  Capital  is  the  ven- 
ture firm  that  bankrolled  Apple 
Computer,  Inc.  and  Cisco  Systems, 
Inc.  in  their  early  days.  When  it 
invested  $1  million  in  Yahoo!  Inc.,  it 
reportedly  insisted  that  the  firm's 
young  founders,  Jerry  Yang  and 
David  Filo,  step  aside  for  a  chief  exec- 
utive picked  by  Sequoia.  Yang  and 
Filo  aren't  complaining.  Both  have 
since  become  near-billionaires. 
Yahoo! 's  chief  executive,  Tim  Koogle, 
hasn't  done  too  badly,  either:  He's 
worth  an  estimated  $210  million. 

Would  Yahoo!  have  commanded  a 
$12  billion  valuation  with  two  former 
Stanford  University  graduate  students 
at  the  helm?  Unlikely. 

Enzo  Torresi  has  already  sold  icast 
to  another  Accel-funded  company. 
He's  back  at  Accel  now — very  much 
richer — and  waiting  for  another  ship 
to  take  over.  wm 
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irwawflici  why  is  flashy  Benetton  tying  up  with  staid 
old  Sears?  When  you're  in  trouble,  you'll  try  anything. 

The  odd  couple 


By  Silvia  Sansoni 

One  recent  Saturday  Katelyn  Petti, 
21,  wandered  out  of  a  Benetton  casual 
clothing  store  on  Manhattan's  Fifth 
Avenue.  She  had  bought  nothing. 
"I'm  more  of  a  khaki-and-black  type" 
she  says,  "more  of  a  Gap-er." 

So,  it  seems,  are  most  young  Amer- 
ican women.  Benetton's  colorful 
sweaters  and  tailored  European 
clothes  have  never  caught  on  in  the 
U.S.  The  $2  billion  (1997  revenues) 
Benetton  Group  operates  in  120 
countries,  with  7,000  stores,  but  it 
gets  only  5%  of  sales  in  the  world's 
biggest  market,  the  U.S.  "Our  prod- 
ucts are  maybe  too  frivolous  for  Amer- 
ican tastes,"  muses  Luciano  Benetton, 
the  company's  63-year-old  ideas  man 
and  chairman. 

Okay,  so  the  Italian  company  will 
try  something  different.  We  mean 
really  different.  It  has  teamed  up 
with — of  all  things — that  most  unfriv- 
olous  American  company:  Sears,  Roe- 
buck. Sears  will  design  and  market  a 
low-priced  line  of  men's,  women's  and 
children's  clothing  under  a  new  brand, 
Benetton  USA.  The  label  should 
appear  in  450  Sears  stores  by  July  of 
1999.  Like  most  garments  these  days, 
they  will  be  manufactured  in  Asia. 

Sears  and  Benetton  are 
an  odd  combination.  While 
Sears  is  quintessentially 
middle  American  and  a  bit 
dowdy,  Benetton  glories  in 
a  kind  of  in-your-face 
advertising  that  carries 
political  correctness  to 
extremes.  A  recent  series  of 
ads  feature  autistic  and 
Down's  syndrome  kids 
modeling  Benetton  cloth- 
ing. That  sort  of  thing 
seems  to  play  better  in 
Europe  than  here. 

"The  brand  still  has 
untapped  potential  in  this 
country,"  says  Manhattan- 
based  Women's  Wear  Daily 
editor  Edward  Nardoza. 
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There  may  be  a  measure  of 
desperation  in  the  Sears/Benet- 
ton deal.  It  means  that,  in 
effect,  Benetton  is  resigned  to 
licensing  his  name  and  products 
in  the  U.S.  rather  than  trying  to 
sell  here  directly.  Last  year 
Benetton  signed  56  new  licens- 
ing agreements,  putting  its  logo 
on  products  ranging  from  con- 
doms and  mineral  water  to 
paint  and  wallpaper.  Condoms 
and  mineral  water? 

"That  is  not  a  good  sign," 
warns    retailing    consultant 
Kurt  Barnard,  "It's  usually  an     HH 
indication  that  a  brand  is  over 
the  hill." 

Against  the  chance  that  the  brand 
may  be  played  out,  Luciano  Benetton 
is  rolling  out  Playlife,  a  line  of  athletic 
clothing,  with  its  own  stores,  targeted 
mostly  at  young  men.  By  the  end  of 
this  year,  over  40  Playlife  stores  will 
open  in  Europe.  In  a  business  where 
image  is  everything,  Benetton  is  forti- 
fying the  Playlife  image  with  names 
like  Rollerblade  (inline  skates),  Prince 
(tennis  rackets),  Nordica  (ski  boots), 
Killer  Loop  (snowboards)  and  Kastle 
(skis).  The  Benetton  family  used  to 


One  of  Benetton's  new  European  Playlife  stores 

Will  Rollers    Hies  and  snowboards  help  sell  clothes? 


Benetton  Chairman  Luciano  Benetton 
Sliding  downmarket  with  a  Sears  deal. 


own  the  makers  of  all  these  products. 
The  family  sold  the  entire  collection  to 
publicly  owned  Benetton  Group  for 
$300  million  in  two  tranches,  in  July 
1997  and  March  1998.  Now  that  it 
owns  them,  the  apparel  company  is 
creating  clothing  lines  around  each  of 
the  sports  as  well  as  a  separate  sports- 
wear collection  under  the  Playlife 
brand.  To  create  a  sporty  retail  envi- 
ronment Rollerblades,  tennis  rackets 
and  skis  will  also  be  displayed  in 
Playlife  stores.  Maybe  this  way  Benet- 
ton can  get  some  value  from  the 
sports  products,  which,  as 
£  a  group,  lost  $70  million 
P  last  year  on  revenues  of 
2  $635  million. 
J  Will  it  work?  When 
:  you're  in  trouble,  you'll  try 
anything.  A  bust  in  the 
U.S.,  Benetton  is  also  suf- 
fering from  slowed  growth 
elsewhere.  Between  1994 
and  1997,  Benetton  Group 
sales  grew  only  2%  com- 
pared with  25%  annually  in 
the  1980s. 

Is  this  a  licensing  compa- 
ny? A  sporting  goods  com- 
pany? A  fashion  company? 
So  far,  the  only  thing  that's 
consistent  is  Benetton's 
ability  to  perplex.  ■ 
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to  home 

Jennifer  Roback  Morse 


arx  and  marriage 


Marxism  may  bh  dead,  but  Marxist  assump- 
tions have  crept  into  the  wallpaper  of  our 
minds.  Discredited  Marxist  social  class 
theory  views  differences  among  people  as 
inevitable  engines  of  conflict.  Free  market 
economists  see  those  very  same  differences 
as  possibilities  for  gains  from  trade  that  can 
make  both  groups  better  off. 

But  the  discredited  assumption  that  dif- 
ferences lead  inevitably  to  conflict  has  crept 
into  the  way  we  think  about  relations 
between  men  and  women.  Like  the  wall- 
paper in  our  living  room,  it  is  there — even 
though  we  have  ceased  to  notice  it. 

We  almost  take  for  granted  the  claim  that 
relations  between  men  and  women  will 
necessarily  be  characterized  by  mistrust, 
exploitation  And  suspicion.  Policymakers 
across  the  political  spectrum  seem  to  assume 
that  the  vast  majority  of  women 
are  abused  by  their  husbands  on 
a  regular  basis.  And  if  we 
women  can't  even  trust  our  hus- 
bands, well,  we  can  be  sure  that 
our  male  employers  and  co- 
workers are  out  to  get  us.  So 
laws  get  passed  to  regulate  the 
way  we  deal  with  one  another. 

As  bad  as  tiiis  is  in  public 
policy,  this  mistrust  is  evcn.more 
insidious  when  we  allow  it  into  ^^^^^ 

our  homes.  If  we  assume  that  the 
differences  between  ourselves  and  our  spous- 
es will  inevitably  lead  to  conflict,  we  poison 
our  relationships.  For  instance,  I  am  more 
sensitive  to  the  level  of  dust  and  clutter  in  the 
house  than  my  husband  is.  He  is  more  aware 
than  I  that  the  oil  in  the  car  needs  to  be 
checked  and  changed  once  in  a  while. 

These  differences  need  not  lead  to  con- 
flict. I  used  to  start  fights  about  this, 
demanding  that  he  do  his  "fair  share."  I 
didn't  realize  it,  but  I  was  actually  insisting 
that  he  do  his  share  of  things  I  thought 
were  important.  All  in  the  name  of  women's 
equality,  of  course. 

Then,  of  course,  he  would  grumble,  "You 
let  the  oil  in  the  car  get  low,  againV  And 
we  would  be  off  and  running  in  a  quarrel. 

The  alternative  is  to  see  those  differences 
between  us  as  opening  the  possibility  of 
complementing  one  another's  strengths  and 


I  am  more 
sensitive  to  the 
level  of  dust 
and  clutter  in 
the  house  than 
my  husband  is. 


moderating  each  other's  weaknesses.  We 
could  each  appreciate  the  fact  that  the  other 
is  trying  to  do  something  worth  doing  and 
not  just  trying  to  assert  his  or  her  power. 
What's  wrong  with  my  doing  more  than  my 
share  of  the  picking  up  if  he  does  more  than 
his  share  of  keeping  the  family  wheels  on 
the  road? 

Just  as  gains  in  trade  come  from  different 
people  and  countries  having  different 
strengths  and  weaknesses,  so  may  gains  in 
human  relationships  come  from  a  comple- 
mentary relationship  between  the  spouses. 

We  can  see  vestiges  of  Marxist  brainwash- 
ing, too,  in  our  quickness  to  divorce.  The 
committed  Marxist  believes  that  creating  a 
perfect  world  is  not  only  a  possibility,  but  a 
moral  imperative.  Advocates  of  limited  gov- 
ernment, on  the  other  hand,  realize  that 

perfection  is  not  an  option,  and 
try  to  make  the  best  of  imperfect 
situations.  Isn't  it  sometimes  a 
variety  of  utopianism  that  leads 
people  to  throw  away  perfecdy 
good  marriages  to  perfectly 
decent  human  beings  in  the  hope 
that  a  different  spouse  will  finally 
bring  perfect  happiness?  Isn't 
there  sometimes  an  element  of 
Utopian  thinking  when  we  hear 
the  recently  divorced  say  things 
like,  "He  just  wasn't  the  right 
man  for  me,"  or  "The  marriage  just  didn't 
work  out."  Utopianism  in  politics  is  destruc- 
tive: Perfectionism  in  human  relationships 
can  be  too.  The  Marxist  search  for  a  perfect 
society  has  cost  millions  of  lives.  The  Ameri- 
can yearning  for  perfect  marriages  probably 
has  ruined  many  lives. 

When  we  yell  at  our  spouses  because  they 
forget  to  change  the  oil  or  leave  their  dirty 
socks  on  the  floor  we  do  not  think  of  our- 
selves as  behaving  in  a  Marxian  way,  but  in 
many  cases  we  are  unconsciously  playing 
power  games.  The  left  instinctively  spends  a 
lot  of  time  on  cultural  issues,  shoehorning 
its  worldview  into  every  nook  and  cranny  of 
our  minds  and  lives.  Long  after  we  have 
learned  to  laugh  at  the  economic  preten- 
sions of  the  left,  we  have  let  its  assumptions 
seep  into  our  private  lives.  It's  time  to  do 
something  about  this  hideous  wallpaper.  WM 


ennifer  Roback  Morse  is  a  Research  Fellow  at  the  Hoover  Institution.  E-mail:  jmorse@jps.net. 
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Colleges  cry  poor  mouth  to  their  alumni  even  while  their  endowments  soar. 

Professor 
Scrooge 


By  Peter  Brimelow 

Keeping  until  it  hurts?  In  1968  a  famous  Ford  Foun- 
dation report  recommended  that  colleges  put  more  of  their 
money  into  stocks.  (Long-run  average  annual  inflation- 
adjusted  return,  counting  capital  gains  and  dividends: 
about  6.8%.)  They  did,  and  although  the  timing  appeared 
terrible — stocks  went  into  a  long  bear  market  that  lasted 
until  1982 — the  advice  eventually  paid  off.  Partly  as  a 
result,  endowments  have  reached  towering  levels  (see 
chart). 

But  the  Ford  Foundation  also  recommended  that  col- 
leges spend  5%  of  their  endowment  each  year.  And  that, 
says  New  York  lawyer  and  former  Columbia  Universi- 
ty trustee  Edward  N.  Costikyan  in  his  recent  study 
for  the  Washington,  D.C. -based  American 
Council  of  Trustees  &  Alumni,  has  just 
not  happened.  Spending  has  actually 


M 

% 


Brown 
1.0 


been  declining,  to  around  3%,  at  many  major  institutions. 

Funny  thing. 

Meanwhile,  college  tuition  costs  have  gone  through 
one  of  the  most  extraordinary  inflations  in  history, 
far  outstripping  increases  in  the  general  price 
level  since  the  late  1980s  (Forbes,  July 
6).  And,  of  course,  hat-passing 
continues  relentlessly. 

Even  funnier  Dartmouth 

At  least  Costikvan 
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Source:  Chronicle  of  Higher  Education.  Almanac  issue,  1998. 
Per  capita  amounts  for  Columbia,  Cornell,  Brown,  Duke  and  USC 
calculated  by  Edwin  S.  Rubenstem.  Disbursement  rates  are  from 
Edward  N.  Costikyan,  "Spending  Endowment  Income  for  Current 
Use:  Why  So  Little?"  American  Council  of  Trustees  &  Alumni,  199 
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1997  endowment  (Sbillion) 


Harvard 
10.9 


Annual  spending  as  percent 
of  endowment  va!u° 


Amount  of  endowment  per  student 
(Sthousand) 


Emory 
4.3 


& 


MIT 

Washington  U.      30 
(Missouri) 
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:hinks  it's  tunny.  He  laughs  out  loud  at  the  difficulties 
ustees  have  in  finding  what  their  university's  adminis- 
xators  are  doing.  (These  figures  are  even  more  unob- 
:ainable  to  outsiders,  although  Costikyan  has  made  some 
tentative  estimates.)  Trustees  regularly  assure  him, 
Costikyan  says,  that  they  are  spending  around  5%  of  their 
:ndowments.  But  it  invariably  turns  out  they  are  not. 

Not  everyone  finds  it  so  amusing.  Yale  law  professor 
Henry  Hansmann,  an  expert  on  the  law  and  economics 
of  nonprofit  institutions,  was  recendy  quoted  deriding  the 
irgument  that  universities  need  to  maintain  their  endow- 
ments against  hard  times  rather  than  fritter  it  away  on 
ducating  students  now.  His  pointed  comment:  "A 
granger  from  Mars  who  looks  at  private  universities 
would  probably  say  they  are  institutions  whose  business 
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is  to  manage  large  pools  of  investment  assets  and  that  they 
run  educational  institutions  on  the  side  ...  to  act  as 
buffers  for  the  investment  pools." 

Costikyan  warns  that  endowment-hoarding  colleges 
run  the  risk  of  congressional  intervention.  Private  foun- 
dations, he  points  out,  are  required  to  disburse  a  fixed 
proportion  of  their  assets  each  year — or  face  taxation. 

Helpfully,  Costikyan  has  a  suggestion  for  university 
administrators  looking  for  ways  to  spend  the  money: 
Reduce  tuition.  He  cites  estimates  that  colleges  like  Har- 
vard could  conceivably  abolish  tuition  altogether. 

"What  bothers  me  is  students  today  graduating  with- 
out the  freedom  we  had,"  he  says,  "$300,000  in  debt. 
When  I  graduated  from  law  school  [Columbia,  1949]  I 
owed  $300 — to  my  mother!"  ■■ 

Research:  Edwin  S.  Rubenstein, 

research  director,  Hudson  Institute,  Indianapolis. 

edwinr@hii.hudson.org 
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Need  to  buy  a  steak  and  a  new  black  dress? 
Frank  Lowy  wants  you  to  shop  for  both  in  his  malls. 

Pushing 
the  envelope 


By  Carrie  Coolidge 

Next  year  the  Westfield  Shopping- 
town  Topanga  Plaza  mall  in  Los 
Angeles  will  add  a  butcher  shop  to 
its  array  of  135  retailers  like  Nord- 
strom and  AnnTaylor. 

Cutlets  and  couture  don't  nor- 
mally sit  side  by  side  in  U.S.  shop- 
ping malls,  but  Frank  Lowy  thinks 
they  make  a  good  mixture.  Shop- 
ping after  all  is  shopping,  and  if  they 
come  for  one  item,  there's  always  a 
chance  they'll  buy  a  few  more. 

After  the  roll-out  in  California, 
Lowy's  Westfield  America  will  spend 
$2  billion  over  the  next  ten  years  to 
redevelop  and  expand  the  butcher 
shop/designer  dress  idea  to  its  37 
other  U.S.  regional  malls,  among 
them  the  Garden  State  Plaza  in  Para- 
mus,  N.J.,  the  West  County  Center 
in  St.  Louis,  Mo.  and  Valley  Fair  in 
San  Jose,  Calif. 

Shopping  for  clothes  is  postpon- 
able;  shopping  for  food  and  pharma- 


ceuticals is  not.  By  mixing  the 
necessary  with  the  discretionary,  he  is 
convinced  he  can  increase  mall  traffic. 
It  works  in  Australia,  where  Lowy 
has  blanketed  the  continent  with  a 


$13.2  billion  (assets)  mall  empire 
His  30  regional  centers  are  within  a 
30-minute  drive  of  70%  of  the  coun 
try's  18  million  population. 

A  67-year-old  native  of  Czecho->j 
Slovakia,  Lowy  is  a  Holocaust  sur- 
vivor who  left  Eastern  Europe  in 
1946  to  fight  in  the  Jewish  under- 
ground in  what  was  then  Palestine 
Fighting  Arabs  during  the  day,  he 
studied  accounting  at  night. 

Immigrating  to  Australia  in  1951, 
Lowy  started  out  delivering  sand- 
wiches for  a  Sydney  deli.  He  made 
his  first  real  estate  profit  subdividing 
a  vacant  lot.  By  1974  he  had 
become  Australia's  dominant  mall 
operator. 

With  Australia  conquered,  he 
turned  to  the  U.S. 
Australian  billion-  Lowy  is  betting  he 
aire  Frank  Lowy  can  change  the  shop- 
Building  cus-  ping  habits  of  con-  I 
tomer  loyalty  sumers  in  America, 
with  branding,  where  he  has  already^ 
■■M  become  the  fourth- 

largest  mall  operator. 
While  rivals  Simon  Property  Group, 
General  Growth  and  Rouse  spread 
their  properties  widely,  Lowy  keeps 
his  tightly  clustered.  In  California 
he  recently  purchased  12  shopping 
centers  from  TrizecHahn  for  $1.41 
billion  in  cash  and  debt.  The  acqui- 
sition cemented  NYSE-traded  West- 
field  America  as  the  dominant  West 
Coast  player:  8  properties  in  San  | 
Diego,  8  in  Los  Angeles  and  4  in 


A  fresh-food  and  flower  market  at  Westfield  Shoppingtown  Marion  mall  in  South  Australia 
Lowy  hopes  one-stop  shopping  like  this  will  build  customer  traffic  in  his  U.S.  malls. 
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It  blurs  the  line  between  needs  and  wants. 


<Ls 


The  1999  Chrysler  Town  &  Country  Limited.  A  vehicle  that  boasts  luxuries  like  Dual 
Zone  Temperature  Control  and  leather-trimmed  seating  for  seven.  Add  in  eight-way 
power  heated  front  seats  with  two  drivers-seat  memory  settings,  and  you'll  see  why 
Town  &  Country  won  Strategic  Vision's  1998  Total  Quality  Award™  for  "Best  Ownership 
Experience"  in  minivans'  Info?  Call  1.800.CHRYSLER.  Or  visit  www.chryslercars.com. 


IW' 


ENGINEERED  TO  BE   GREAT  CARS 


PUDVCI  CD  towns 

UnnioLCncouNTR 


Jegic  Vision's  1998  Vehicle  Experience  Study™  surveyed  32.191  Oct.  -  Nov  new  vehicle  buyers  of  200+  models  after  the  first  90  days  of  ownership. 


northern  California. 

By  being  number  one  in  a  region, 
Lowy  claims  Westfield  can  achieve 
economies  in  advertising  and  main- 
tenance. In  St.  Louis,  where  Lowy 
has  five  malls  and  is  the  city's 
biggest  landlord,  he  is  the  only  mall 
developer  with  sufficient  volume  to 
support  regular  TV  advertising. 

Market  penetration  also  gives 
Westfield  an  edge  in  signing  retailers 
who  want  to  expand  in  a  specific 
market.  Ontario,  Calif.-based 
Miller's  Outpost,  a  chain  of  jeans 
stores,  signed  up  with  Westfield 
because  it  wanted  to  expand  into 
the  Midwest.  It  has  opened  an 
outlet  in  each  of  Westfield's  St. 
Louis  properties. 

In  his  invasion  of  the  U.S.  Lowy  is 
in  a  way  coming  full  circle.  He  built 
Australia's  first  shopping  mall  in 
1956  after  seeing  one  on  a  vacation 
trip  to  California. 

His  first  purchase  here  was  a  trou- 
bled mall  in  Trumbull,  Conn,  that 
was  only  50%  occupied  and  had 
operating  income  of  only  $1.5  mil- 
lion. At  the  time  few  U.S.  real  estate 
people  knew  who  Lowy  was,  and 
people  wondered  who  the  poor  sap 
was  who  bought  this  dog.  "They 
thought  we  were  crazy  to  pay  so 
much,"  says  a  white-haired  Low}' 
with  a  still-thick  Czech  accent.  He 
paid  $18  million  cash  in  1977  for 
a  property  that  today  yields  an 
annual  $15  million-plus  in  operating 
income. 

Next  step?  Westfield  is  branding  its 
properties,  the  only  mall  company  to 
do  so,  renaming  all  of  them  Westfield 
Shoppingtowns.  Each  property  will 
have  the  same  signage  and  the  same 
red,  white  and  blue  uniforms  for  secu- 
rity guards,  information  booth  atten- 
dants and  other  personnel. 

Why  the  branding?  For  the  same 
reason  that  McDonald's  brands  its 
hamburgers:  A  customer  in  San 
Diego  can  expect  the  same  product  as 
one  in  Washington,  D.C.  Lowy  wants 
his  malls  worldwide  to  be  known  for 
the  same  high  quality  of  service.  He 
thinks  this  consistency  of  experience 
will  play  well  in  a  country  where 
people  are  always  on  the  move,  con 
stantly  changing  jobs  and  homes.  "It 
you  want  to  succeed,  you  have  t 
push  the  envelope,"  he  says.  ■ 
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Endlessly  prowling  his  stores  and  taking  in  every 
conceivable  detail,  Safeway's  Steve  Burd  has  turned 
a  laggard  supermarket  chain  into  an  industry  leader. 

The  Sam  Walton 

5 


of  supermarkets  S 


By  Kelly  Barron 


If  God  is  in  the  details, 
Steven  A.  Burd  is  a  very 
religious  man.  The  48- 
year-old  chief  executive  of  MB 
Pleasanton,  Calif.-based 
Safeway,  Inc.  thrives  on  them. 

When  Burd  wanted  to  know  what 
was  wrong  with  Safeway,  he  asked 
employees  for  nitty-gritty'  details.  He 
learned,  for  example,  employees 
wasted  time  inventorying  ribbon 
remaining  on  spools  in  the  florist 
departments  of  his  1,300-plus  stores. 
}  le  instructed  the  stores  to  expense  the 
cost  of  the  ribbon  up  front,  giving 
workers  more  time  to  chat  up  and 
'.he  customers.  Burd  discovered 


Safeway's  Steven  Burd 
He's  looking  to  hit 
a  home  run  with 
a  big  acquisition. 


each  of  Safeway's  nine 
regions  was  ordering  its 
own  plastic  bags  used  at 
checkout.  Centralizing 
their  purchase  at  head- 
saved   the  company   $2.5 


AS 


quarters 
million. 

In  a  business  with  margins  as  thin 
a  potato  chip  and  stores  full  of  thou- 
sands of  items,  little  sa\ings  like  these 
add  up.  After  all,  Safeway's  revenues 
this  year  will  be  an  estimated  $24  bil- 
lion. Even  saving  a  hundredth  of  1%  of 
that  would  add  a  few  million  dollars  to 
die  bottom  line. 

So  Burd  makes  every  facet  of  the 
organization  justify  its  costs.  Store 
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People  are  always 

asking  me  for  hot  stock  tips. 

I  tell  them  buying  what's  hot  without  research  isn't  investing,  it's  gambling. 


Get  your  copy  of  "Key  Things  Every  Investor  Should  Know™"  today. 


Hot  stock  tips  can  come  from  anywhere. 
That's  why  you  need  to  do  your  homework 
before  you  invest,  instead  of  just  reacting 
to  the  latest  trends.  Fidelity  can  help  you 


invest  according  to  what's  right  for  you.  So  if 
you're  ready  to  stop  gambling,  get  your  copy 

of  Fidelity's  Key  Things  Every  Investor  Should 

Know™  today. 


Fidelity  B<  3  Investments 


WHERE    12   MILLION   INVESTORS   PUT  THEIR  TRUST.' 


CALL 

1     - 

8    O    O    - 

FIDELITY 

OR        VISIT 

u  s 

AT        WWW 

.FIDELITY.COM 

Fidelity  Brokerage  Services,  Inc.,  Member  NYSE,  SIPC. 
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managers  told  Burd  their  salad  bars 
were  generating  margins  of  roughly 
40%,  says  Burt  Flickinger,  managing 
director  of  Reach  Marketing  in  West- 
port,  Conn.  But  after  factoring  in  labor 
and  spoilage,  Burd  determined  they 
were  actually  losing  money.  Out  they 
went,  except  in  stores  with  heavy  traf- 
fic at  lunchtime,  where  spoilage  would 
be  minimal.  In  came  prepackaged 
salads  supplied  by  a  vendor,  so  Safeway 
did  not  have  to  use  its  own  union 
labor.  "Burd  is  the  Sam  Walton  of  the 
supermarket  business  from  an  opera- 
tional efficiency  standpoint,"  says 
Flickinger. 

Yet  Burd  is  not  by  training  a  super- 
market person.  Born  the  son  of  a  rail- 
road executive  in  Minot, 
N.D.  (pop.  30,000),  he 
got  an  undergraduate 
degree  at  Carroll  College 
and  a  master's  in  eco- 
nomics at  the  University 
of  Wisconsin.  He  then 
worked  for  Southern 
Pacific  Transportation 
Co.  before  heading  into 
consulting  at  Arthur  D. 
Little.  Later,  he  branched 
out  on  his  own,  handling 
multiple  assignments  for 
the  dealmaking  house 
Kohlberg  Kravis  Roberts 
&Co. 

The  New  York- based 
buyout  shop,  which  has 
two  other  supermarket 
interests,  owns  nearly 
16%  of  Safeway.  Until  Burd  came 
along,  the  firm's  highly  leveraged 
investment  wasn't  doing  well.  It  had 
been  hard  put  to  service  the  heavy  debt 
incurred  in  the  1986  buyout  by  kkr. 
By  1991  the  chain's  prices  were  2%  to 
4%  higher  than  those  of  its  competitors, 
says  Flickinger.  As  the  lbo  foundered, 
Burd  was  brought  in  to  Safeway,  and 
within  a  year  he  was  made  president 
and  later  chief  executive. 

His  first  job  was  to  reduce  prices 
and  make  the  chain  more  competi- 
tive— particularly  with  discount  stores 
and  warehouse  clubs,  which  had  been 
stealing  market  share. 

Then,  detail  by  painful  detail,  he  set 
about  building  profitability.  Safeway 
Select  products,  a  high-end  line  of 
private  label  goods  designed  to  coin 
pete  with  top  national  brands,  helped 
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This  line  generates  margins  of  up  to 
35%,  compared  with  25%  for  branded 
goods.  Under  Burd  the  chain  was  one 
of  the  first  to  introduce  organic  pro- 
duce in  its  stores  and  tailor  its  fruits 
and  vegetables  to  the  ethnic  makeup 
of  neighborhoods.  It  stocks  plenty  of 
mangoes  in  Hispanic  neighborhoods, 
but  far  fewer  in  San  Francisco's 
yuppie  Marina  district,  for  example. 

In  Burd's  first  five  years  at  the 
helm,  Safeway's  operating  profit 
nearly  tripled,  to  $1.3  billion  last  year, 
on  sales  that  rose  48%.  Its  stock  has 
risen  from  $2.50  (split-adjusted)  in 
1992  to  a  recent  $43.63,  and  kkr 
finally  sees  some  light  on  one  of  its 
more  troubled  deals. 


San  Francisco  remodel  doubled  store's  size 
Inside,  Safeway-branded  products  have 
helped  boost  the  chain's  margins. 


Burd  and  his  backers  are  now  on 
the  acquisition  path.  The  $435  bil- 
lion grocery  business  has  seen  more 
than  a  hundred  mergers  and  acquisi- 
tions over  the  past  five  years,  as  chains 
maneuver  to  gain  buying  power, 
spread  costs  and  battle  the  increasing 
competition  from  Wal-Mart  Stores, 
which  is  aggressively  developing  its 
own  supermarkets.  Wal-Mart,  with  its 
Sam's  Clubs,  is  also  part  of  the  ware- 
house store  phenomenon  that  has 
squeezed  traditional  grocers. 

Burd  isn't  tipping  his  hand  on 
mergers,  saying  only  that  he  has  ana- 
lyzed every  company  in  the  business 
and  has  made  a  list  of  candidates.  You 


can  bet  his  pencil  was  sharp.  He  plans 
to  complete  the  acquisition  of  the 
Alaskan  supermarket  chain  Carr- 
Gottstein  Foods  Co.  for  $330  million 
-  early  next  year.  Speculation  is  wide- 
spread that  Safeway  might  want  to 
acquire  Kroger.  The  Ohio-based 
chain  is  currently  the  number  one 
grocer  in  the  country,  with  $26  bil- 
lion in  revenue  and  1,400  stores. 
Many  of  them  are  in  the  Midwest, 
South  and  Southeast — regions  where 
Safeway  doesn't  have  a  presence. 
(Kroger  reportedly  isn't  eager  to  sell.) 
But  Burd  well  knows  that  mergers 
aren't  the  final  answer:  Efficiency  and 
service  are  the  most  important  things. 
To  improve  customer  service,  Burd 
sends  in  undercover 
shoppers  to  check  on 
employees'  cheeriness. 
Reports  are  posted  in 
store  break  rooms,  and 
unfriendly  cashiers  are 
sent  to  "smile  school." 
The  policy  has  irked  two 
^AFEWAvl  f  union  locals  in  northern 
California,  which  filed  a 
charge  with  the  National 
Labor  Relations  Board.  A 
dozen  female  workers 
complained  to  the  com- 
pany that  their  friendly 
customer  service  was 
prompting  unwanted 
advances  from  male 
shoppers.  But  then  the 
United  Food  and  Com- 
mercial Workers  Union 
has  always  played  hardball  with  Safe- 
way. Eight  years  ago  the  union  helped 
with  a  vicious  story  written  by  a  Wall 
Street  Journal  reporter  accusing  Safe- 
way managers  of,  among  other  things, 
driving  employees  to  suicide.  Although 
the  article  was  slanted  and  the  reporter 
has  long  since  left  the  paper,  the  bad 
publicity  hurt. 

But  Burd  is  rarely  distracted.  He  is 
keeping  his  eye  on  the  details — even 
when  he  plays  second  base  for  the  Safe- 
way team  in  his  hometown  of  Alamo  in 
northern  California.  "If  Steve  gets  up 
to  the  plate,  he  already  knows  where 
he's  going  to  hit  it,"  says  former  team- 
mate Frank  Calfas,  now  a  vice  president 
of  operations  for  Vons,  a  supermarket 
chain  owned  by  Safeway.  "He  probably 
has  the  batting  averages  of  his  team- 
mates memorized."  ■ 
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Constellation's 
Jerry  VVaylan 
A  tortoise  in 
this  space  race. 


Billions  of  dollars  are  being  bet  on  the  new  satellite-based  telephone  systems. 
Constellation  has  a  strategy  for  getting  into  the  business  on  the  cheap. 

Let  the  big  boys  go  first 


By  Peter  Spiegel 

A  ROCKET  CARRYING  12  satellites  for 
Globalstar's  new  satellite-based 
mobile  phone  system  crashed  just 
after  launch  early  last  month.  Shordy 
before  that,  competitor  Iridium  LLC 
announced  that  its  $5  billion  system 
of  66  satellites  wouldn't  be  ready  as 
planned  but  would  be  delayed  until 
next  month. 

The  folks  at  Constellation  Com- 
munications are  smiling  from  ear  to 
ear.  With  its  launching  plans  way 
behind  those  of  its  bigger  competi- 
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tors,  Constellation  isn't  at  all  unhap- 
py to  see  them  slow  down.  It  does 
not  expect  its  own  relatively  modest 
string  of  satellites  to  be  lofted  for 
another  two  years.  When  the  system 
is  ready,  it  will  cover  only  part  of  the 
earth  and  will  cost  a  relatively  modest 
$840  million. 

It's  easy  to  understand  why  these 
grandiose  systems  have  attracted  as 
much  money  as  they  have.  The  satel- 
lites will  orbit  die  earth  from  less  than 
1,300  miles  up,  way  below  the  tradi- 


tional geostationary  satellites  that 
spin  22,000  miles  up.  These  low 
earth  orbit  (leo)  systems  will  be  able 
to  bounce  signals  back  and  forth 
much  faster  than  older  systems. 

With  enough  satellites  zooming 
around  up  there,  phones  will  have 
virtually  unlimited  range.  No  losing 
that  call  when  you  wander  out  of 
your  provider's  coverage  zone.  Per- 
fect for  globetrotting  business  people 
and  for  developing  countries  with 
poor  phone  service. 
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That's  the  lure,  but  what's  the 
trategy?  Reston,  Va. -based  venture 
:apitalist  John  Higginbotham  bet  on 
Constellation  rather  than  the  big  boys 
jecause  he  thought  its  more  cautious 
itrategy  made  the  most  sense. 

Constellation  decided  not  to  take 
>n  the  whole  world.  It  would  instead 
aunch  a  single  string  of  satellites  over 
the  equator  and  provide  coverage 
tween  the  Tropic  of  Cancer  and 
the  Tropic  of  Capricorn.  That 
eludes  most  of  Latin  America, 
Africa  and  Southeast  Asia. 

Call  this  a  developing-world  strat- 
:gy.  Constellation  is  betting  that 
ountnes  that  do  not  yet  have  exten- 
sive copper  wire  or  fiber  systems  will 
offer  a  far  easier  market.  In  Constel- 
lation's coverage  area  there  are  cur- 
rendy  fewer  than  two  phone  lines  for 
every  100  people.  (In  the  U.S.,  there 
are  63.) 

Whereas  Globalstar  and 
Iridium  have  planned 
multibillion-dollar  systems 
in  order  to  blanket  the 
globe,  Constellation's 
effort  will  cost  just  a  frac- 
tion of  that.  Once  it  is  up 
and  working  on  this  limit- 
ed basis,  it  can  easily  be 
expanded.  Satellites  can 
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better  than  the  Iridium  and  Global- 
star  plans. 

True,  Constellation  can't  cover  the 
whole  world,  but  within  its  service 
area  it  can  offer  cheaper  service  than 
its  global  competitors.  Constellation 
will  charge  at  most  about  90  cents  a 
minute;  Iridium  $6;  Globalstar 
$1.50. 

Venture  capitalist  Higginbotham  of 
SpaceVest  is  not  the  only  believer  in 
Constellation:  Raytheon  and  Bell 
Atlantic  now  own  about  a  quarter 
each  of  Constellation.  The  manage- 
ment team  owns  the  rest. 

To  run  Constellation,  the  partners 
recruited  two  distinguished  retired 
executives:  Malcolm  Currie,  former 
chief  executive  of  Hughes  Electron- 
ics, to  serve  as  chairman,  and  C.J. 
(Jerry)  Waylan,  formerly  with  GTE, 
to  be  Constellation's  chief  executive. 
"This  just  looked  like  too  important 
an  opportunity,"  says  the  57-year- 
old  Waylan. 

Even  though  Constellation  won't 
be  bouncing  messages  until  long  after 
its  competitors'  systems  are  in  opera- 
tion, Waylan  does  not  regard  this  as  a 
problem.  By  the  time  Constellation  is 
ready  to  go,  the  bigger 
competitors  will  have 
done  the  tough  job  of 
dealing  with  regulators 
and  educating  consumers. 
"We  will  benefit  from  not 
being  first,"  he  insists. 

His    plan    is    simple: 
Once    the    competitors 
have  paved  the  way,  Con- 
stellation  will    barge    in 
more 
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be  added  to  the  equatorial  ring  later     with  much  cheaper  if  somewhat 
if  the  initial  rollout  proves  successful,      limited  service. 

"It  makes  sense  to  take  baby  steps," 
argues  Higginbotham,  whose  $47 
million  fund  SpaceVest  has  backed  a 
wide  array  of  space -based  companies 
and  put  up  a  mere  $5  million  for 
more  than  a  third  of  Constellation. 

Constellation  and  its  competitors 
got  their  start  in  the  early  1990s 
when  the  Federal  Communications 
Commission  opened  up  new  spec- 
trum for  low  orbit  satellite-based 
mobile  telephony. 

Constellation's  founders,  a  group 
of  entrepreneurs  headed  by  former 
Commerce  Department  attorney 
Bruce  Kraselsky,  figured  an  incre- 
mental approach  would  be   much 
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"I  want  to  show  you  that  a  corpo- 
ration can  run  a  restaurant,"  Adam 
Aron,  the  44-year-old  chairman  of 
Vail  Resorts,  Inc.,  tells  this  reporter. 
Aron  plops  his  ample  frame  down  at 
a  table  and  orders  up  a  feast  that 
includes  roasted  eggplant  soup,  duck 
pizza  and  mango  sorbetto.  He's 
showing  off  the  menu  at  Toscanini,  a 
new  restaurant  his  company  owns  at 
Colorado's  Beaver  Creek  ski  area. 

The  name  of  the  game  here  is  not 
so  much  to  attract  additional  skiers — 
skiing's  no  longer  a  growth  busi- 
ness— but  to  extract  extra  bucks  out 
of  the  existing  lift-ticket  buyers.  The 
cold  truth  is  that  skiing  is  a  mature 
business.  This  despite  the  snow- 
boarding  craze  and  the  success  of 
those  new,  easier-to-use  hourglass- 
shape  skis  that  make  even  novices 
want  to  attack  the  mountains  the  way 
Italian  Olympic  whiz  Alberto  Tomba 
does.  Skiers  logged  54  million  days 


on  the  slopes  last  season, 
the  same  as  a  decade  ago. 
At  Vail,  the  country's 
most-attended  resort,  MMB 
weak  snowfall  and  com- 
petition with  other  resorts  meant  5% 
fewer  skiers  this  past  year. 

Aron  is  a  former  president  of  Nor- 
wegian Cruise  Line.  In  that  business 
you  don't  just  sell  a  boat  ride,  you  sell 
lodging  and  food  as  well.  Aron  was 
brought  in  two  years  ago  by  Vail's 
controlling  shareholder,  dealmakcr 
Leon  Black.  Black  got  control  of  the 
famous  resort  by  buying  deeply  dis- 
counted junk  bonds  issued  by  the 
former  owner.  At  his  boss'  behest, 
Aron  is  fast  turning  this  old  ski  resort 
into  a  leisure  time  conglomerate. 

After  just  a  few  months  on  the  job 
he  .md  Black  bought  for  cash  and 
stock  the  former  resort  division  of 
Ralston  Purina  Co.  Then  they  paid 
for  the  ileal  by  peddling  a  third  of  the 


Vail  Resorts  Chairman 
Adam  Aron 

He  wants  to  sell  much 
more  than  lift  tickets. 


company  to  the  public  in 
a  $266  million  offering. 
Vail  Resorts  now  owns 
four  of  the  nation's  most 
popular  ski  areas:  Beaver 
Creek,  Breckenridge,  Keystone  and 
Vail,  all  in  Colorado. 

The  aim  is  to  make  the  resorts 
more  profitable  by  getting  the  skiers 
to  leave  more  money  behind.  To  this 
end  Vail  Resorts  plans  new  hotels, 
condominiums,  restaurants  and  retail 
stores.  In  just  the  last  two  years  the 
number  of  restaurants  it  owns  has 
shot  to  85  from  60;  hotels,  to  7  from 
one;  retail  stores,  to  70  from  40.  Its 
non-lift-ticket  business  has  climbed  to 
58%  of  resort  revenues,  from  49%. 
On  Aron's  watch,  Vail  Resorts'  aver- 
age revenue  per  skier — which 
includes  sales  of  things  other  than  lift 
tickets — has  climbed  to  over  $74 
from  $55  per  visit. 
Aron  is  clearly  doing  what  Leon 
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Black  is  paying  him  to  do,  but  it 
hasn't  made  him  popular  in  Vail,  a 
town  of  4,400  year-round  residents. 
Local  businesspeople  at  the  resorts 
had  lived  well  off  the  skiers,  but  now 
the  restaurants  and  hotels  and  stores 
are  feeling  the  competition  from  Big 
Brother.  Sally  Clair  owned  a  chil- 
dren's ski  rental  and  clothing  shop  on 
top  of  the  children's  ski  school  at 
Vail.  When  the  school,  which  is 
owned  by  Vail  Resorts,  began  adding 
its  own  clothing  and  rentals,  Clair's 
sales  tumbled.  She  sold  her  business 
to  the  company.  "I  just  think  they're 
going  to  take  a  lot  of  the  personality 
out  of  the  town,"  Clair  complains. 

To  say  nothing  of  liquor  and  beer 
revenues.  When  Vail  Resorts  began  a 
popular  "happy  hour"  at  its  new 
entertainment  center  on  the  moun- 
tain this  summer,  local  bars  and 
restaurants  felt  the  pinch.  "Down- 
town is  deserted  on  Friday  nights," 
frets  Kaye  Ferry,  owner  of  a  local 
coffee  shop  and  president  of  the  Vail 
Village  Merchants  Association. 

Local  businesspeople  will  soon 
have  even  more  to  complain  about. 
This  season  Aron  will  have  rolled  out 
a  plastic  card  at  all  of  his  properties — 
it  doubles  as  a  lift  ticket  and  credit 
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card  that  skiers  can  use  at 

all  Vail  Resorts-owned 

restaurants    and   shops. 

This  is  convenient  for     BIBH 

skiers  who  don't  want  to 

carry  cash.  It's  also  a  way  of  locking 

in  nonskiing  revenues  at  the  expense 

of  independent  businesses.  "There's 

a  lot  of  muscle  on  the  mountain," 

says   Vail's   mayor,    Robert   Ford. 

"People  are  nervous." 

Even  the  normally  placid  local 
media  got  into  the  act.  This  summer 
a  local  newspaper,  the  Daily  Trail, 
ran  an  editorial  that  suggested  that 


Summer  visitors  strolling 
in  Vail  Village 
Big  Brother  is  coming 
down  off  the  mountain 


No  deal 

A  FEW  YEARS  ago  a  headhunter 
approached  Adam  Aron — then  direc- 
tor of  marketing  for  Hyatt— with  the 
president's  job  at  Ramada  Inns.  Aron 
was  only  36,  but  after  some  thought 
decided  that  the  Rimada  image  just 
wasn't  for  him.  He  wanted  some- 
thing more  upscale.  Aron  called  up 
the  headhunter  and  politely  told  him 
no  thanks.  The  headhunter  said:  "I 
lm  w  it.  Your  name  spelled  back- 
wards is 'No  Ramada!'"      -c.r  h 


the  "pudgy"  Aron 
was  a  bad  spokesper- 
son to  reach  outdoor- 
minded  Coloradans. 
Sour  grapes,  says 
Aron.  "We'll  have  a  mix  of  company- 
owned  facilities  and  local  entrepre- 
neurs that  will  increase  our  profits 
while  maintaining  the  creativity  and 
passion." 

In  the  passion  department,  Aron 
has  increased  his  marketing  budget 
bv  15%,  to  S21  million,  invested 
$500,000  in  a  Web  site  and  hired 
60%  more  people  to  man  his  central 
reservations  system.  To  woo  travel 
agents,  he's  increased  commissions 
for  those  who  book  package  deals  to 
12%,  from  10%. 

Whatever  the  locals  may  think, 
Aron's  boss,  Leon  Black,  is  happy.  For 
die  fiscal  year  that  ended  in  July,  Vail 
Resorts  generated  $116  million  in 
cash  flow  on  revenues  of  $435  million. 
That's  a  19%  increase  in  cash  flow  in  a 
year  when  skier  visits  were  down.  A 
former  Vail  Resorts  executive  who  still 
has  a  house  in  town  and  thus  doesn't 
want  to  be  identified  sums  it  all  up: 
"Adam  may  be  the  most  unpopular 
man  in  Vail  right  now,  but  he's 
making  all  the  right  moves."  M 
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Ipiter  Communications,  the  recognized  leader  in 
■line  research  and  analysis,  has  created  the 
|piter  Digital  News  Forum  to  shed  light  on  how 

Internet  is  changing  the  news  business.  Heavy- 
ters  across  all  media  will  discuss  and  debate 
|ch  issues  as: 

Reinventing  the  News  Cycle:  Breaking 
Off-line  Rules  Online 
Finding  the  Pot  of  Gold:  Subscription  & 
Commerce  Strategies 
•  Web  Local  Content:  Is  It  More  Than  Just 
Listings? 

Advertising:  A  Revenue  Source  Worth 
Betting  the  Bank  On? 

hether  you're  already  online  or  planning  to  be, 
mj'II  learn  more  about  the  perils  and  opportunities 
online  news  and  generate  more  ideas  in  these  two 
n-packed  days  than  at  any  other  industry  event. 
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How  two  mighty  corporations  tried  to  stifle  a  masterpiece. 

Prior  restraint 


By  Dan  Seligman 

My  pal  John  McDonald  is  what  you 
might  call  an  original.  His  close 
acquaintances  over  the  years  have 
included  Leon  Trotsky,  Bill  Zeck- 
endorf,  Robert  Penn  Warren,  John 
von  Neumann  and  Alfred  P.  Sloan  Jr. 
He  has  produced  books  about  many 
major  matters,  including  business, 
game  theory  and  fly-fishing — the  guy 
has  a  wide  range .  A  special  favorite  of 
many  in  his  circle  is  a  little  gem  called 
Strategy  in  Poker,  Business  &  War, 
published  in  1950. 

John  is  going  on  92  now.  His  vision 
is  failing,  but  his  marbles  remain  in 
place,  and  he  has  recently  written  a 
blockbuster  book-length  manuscript — 
a  book  about  the  book  on  which  he 
worked  longest  and  hardest.  This  was 
My  Tears  with  General  Motors,  written 
for  Alfred  Sloan,  the  business  visionary 
who  took  a  collection  of  car  and  car- 
part  companies  and  built  it  into  the 
greatest  industrial  machine  the  world 
had  ever  seen:  General  Motors. 

Sloan's  memoir  was  published  in 
1964  and  has  been  repeatedly  reissued 
in  many  languages.  Long  acclaimed  a 
classic  and  still  required  reading  in 
business  schools,  it  has  been  identified 
by  Bill  Gates  as  "probably  the  best 
book  to  read  if  you  want  to  read  only 
one  book  about  business."  Its  appeal 
rests  not  on  Sloan's  personality— 
which  is  near-invisible  in  the  text — but 
on  his  pioneering  vision  of  the  large 
decentralized  corporation  pursuing 
deeply  thought  out  strategies. 

Quoting  extensively  from  contem- 
porary documents,  the  book  affords  an 
unparalleled  inside  view  of  the  strategic 
alternatives  as  Sloan  and  his  colleagues 
saw  them  at  the  time  and  shows  how 
the  policies  they  adopted  enabled  GM 
to  overtake  and  surpass  Ford  in  the 
1920s  and  1930s.  It  is  overstating  mat- 
ters to  say  that  Sloan  invented  the 
modern  corporation,  but  My  Tears  with 
General  Motors  shows  him  creating  an 
archetype  guaranteed  to  be  imitated. 
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McDonald's  latest  work  is  about 
>.,.\f  s  no-holds-barred  effort — stretch- 
ting  over  four  years — to  prevent  the 
book's  publication.  It's  a  story  that 
tells  a  lot  about  what  went  on  |  and 
probably  still  goes  on  I  inside  our 
giant  corporations.  It  throws  little 
glorv  on  John's  erstwhile  employer, 
Time     Inc.      now    part    of     Time 


Warner).  For  if  GM  and  Time  had  had 
their  way,  the  business  public  would 
have  been  deprived  of  a  masterpiece. 

John  has  clung  to  every  scrap  of 
paper  bearing  on  his  long  war  widi  GM, 
and  so,  like  the  Sloan  book  itself,  his 
tale  is  exhaustively  documented.  The 
reader  even  gets  to  see  the  exact  word- 
ing of  exchanges  between  McDonald 
and  Sloan.  Because 
John  McDonald  Sloan  was  extremely 
Reliving  the  deaf  in  his  last  years 

fight  for  a  (he  died  in  1966), 

Sloan  classic.  one  communicated 
MiMi  with  him  by  printing 

out  questions  for  him 
to  read  and  respond  to,  then  printing 
out  one's  own  response.  John  hung  on 
to  the  printouts. 

His  story  begins  with  a  Sloan- 
McDonald  meeting  on  Mar.  4,  1959. 
Sloan  is  83,  no  longer  active  in  man- 
agement but  still  a  member  of  GM's 
board.  John  himself  is  a  52-year-old 
Fortune  writer,  on  leave  from  the  mag- 
azine to  work  with  Sloan  on  die  book. 
Abetted  by  a  professional  research  staff 
and  occasional  editorial  consultants  (I 
was  one  of  them),  they  have  toiled 
over  the  book  for  almost  five  years  and 
are  now  just  about  a  montii  away  from 
turning  in  a  final  manuscript.  Their 
publisher  is  Doubleday,  which  has 
identified  the  book  as  its  biggest  proj- 
ect m  the  coming  fall  season. 

Against  this  background,  Sloan's 
opening 'words  come  as  a  hammer 
blow:  "John,  we  are  not  publishing." 

Not  publishing?  How  can  that  be? 
Sloan's  despondent  answer:  "They  say 
it  will  destroy  General  Motors." 

There  was  no  doubt  who  "they" 
were,  and  it  soon  enough  became  clear 
what  they  were  talking  about.  They 
were  GM's  in-house  lawyers,  and  they 
were  arguing  that  die  book's  elabora- 
tion of  corporate  strategies  could  be 
used  as  evidence  of  a  long-term  intent 
to  monopolize.  Presumably  triggering 
their  attack  on  the  book  were  news 
reports  of  an  impending  major 
antitrust  action  against  GM,  which  then 
had  43%  of  die  U.S.  car  market. 

Also  getting  into  the  act  was  Cra- 
vath,  Swaine  &  Moore,  GM's  outside 
counsel.  Bruce  Bromley,  a  senior  part- 
ner at  Cravath,  called  on  Sloan  to  say 
the  book  laid  bare  die  plans  by  which 
the  company  had  got  nearly  half  of  the 
car  market.  Bromley  observed  diat  the 
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book  was  accurate  and  needed  no  fac- 
tual corrections — but  he  just  didn't 
want  it  out  there  when  the  Justice 
Department  was  on  the  march. 
McDonald's  diary  for  Mar.  10,  1959 
shows  diis  morose  entry:  "Book  [will] 
never  appear  after  Mr.  Sloan  is  gone." 

There  was  also  no  doubt  about 
Sloan's  unhappiness  with  this  devel- 
opment. He  knew  the  book  they  had 
created  was  a  masterpiece,  a  unique 
and  unprecedented  opportunity  to  tell 
the  world  what  he  had  accomplished. 
But  he  felt  unable,  in  his  old  age,  to 
rebel  against  the  company  he  had 
served  over  four  decades.  His  contract 
with  John  gave  him  the  last  word  on 
whether  to  publish,  and  he  was  now 
gloomily  opting  not  to. 

But  as  the  McDonald  manuscript 
makes  clear,  Sloan  was  a  man  of  infinite 
subtlety,  and  in  the  months  that  fol- 
lowed he  often  appeared  to  be  playing 
a  double  game — never  overtiy  disloyal 
to  gm  but  also  never  abandoning  his 
relationship  with  John,  whom  he  plain- 
ly wanted  around  just  in  case  publica- 
tion became  possible  again.  He  offered 
John  a  payment  of  $60,000  (about 
$335,000  today),  to  be  doled  out  over 
a  number  of  years,  and  made  clear  that 
this  was  a  "gift  in  friendship,"  not  a 
final  payment  lor  services  rendered. 

Unlike  My  Tears  with  General 
Motors,  the  new  manuscript  serves  up 
some  marvelous  portraits  of  Sloan — 
the  man  behind  that  stern  visage  and 
high,  stiff  collar.  One  startling 
vignette:  Sloan  taking  an  evening  off 
in  a  Palm  Beach  casino  with  high- 
rolling  Walter  Chrysler.  Also,  there  is 
a  poignant  glimpse  of  him,  alone  in 
old  age  after  his  wife  died,  lunching 
by  himself  in  the  RCA  Building's  Rain- 
bow Room.  And  starting  off  with — 
of  all  things — a  Manhattan. 

McDonald  himself  was  furious  about 
the  book's  suppression.  He  was  losing 
a  major  work  on  which  he  would  have 
received  a  significant  credit  and  a  50% 
royalty  interest.  In  addition,  the  manu- 
script had  received  rave  notices  from 
several  senior  editors  at  Time  Inc., 
including  editor  in  chief  Henry  R.  Luce 
and  editorial  director  Hedley  Donovan. 
John  had  every  reason  to  believe  that 
Fortune  would  run  major  excerpts 
from  the  book,  thereby  greasing  the 
way  for  his  triumphant  return  to  the 
magazine  with  a  hefty  raise. 
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Now  all  this  was  out  the  window, 
and  for  reasons  that  made  no  sense  at 
all.  In  the  years  that  he  and  Sloan 
were  working  on  the  project,  they  had 
always  assumed  gm  would  one  day  be 
an  antitrust  target — but  this  had  never 
seemed  a  reason  for  abandoning  the 
book.  And  with  or  without  publica- 
tion, there  was  nothing  in  the  book 
that  antitrust  lawyers  couldn't  get 
their  hands  on  via  subpoenas. 

Still,  Sloan  felt  obliged  to  go  along 
with  the  lawyers.  So  McDonald's  case 
seemed  utterly  hopeless.  John  himself 
had  a  distinct  low  point  later  in  1959, 
when  he  returned  to  Fortune  and 
found  that  he  was  expected  to  resume 
at  the  salary  he  had  been  earning  when 
he  went  on  leave  in  1954.  Asked  why, 
managing  editor  Duncan  Norton- 
Taylor  answered  crisply:  "Because  you 
didn't  bring  home  the  bacon." 

Which  is  where  things  stood  until 
Feb.  26,  1960.  McDonald's  diary  for 
that  date  shows  an  entry  headed,  por- 
tentously, "new  concept  of  case."  The 
entry  reflected  his  lunch  that  day  with 
Frank  Donovan,  a  prominent  Detroit 


GM's  lawyers  argued 
that  My  Tears  with  General 
Motors  could  be  used  as  evi- 
dence against  the  company. 

lawyer  and  an  old  friend  of  John's 
(who  had  himself  grown  up  in  De- 
troit). Donovan  was  in  New  York,  and 
they  had  lunch  at  the  Biltmore  Men's 
Bar,  where  John  poured  out  the  whole 
sad  storv  of  die  book's  cancellation. 

Frank  Donovan  had  an  extremely 
interesting  take  on  the  story.  He  ob- 
served, for  openers:  "Mr.  Sloan  did  not 
cancel  publication  of  the  book.  Gener- 
al Motors  suppressed  it."  He  then 
added:  "Courts  are  becoming  interest- 
ed in  damage  claims  arising  from  diird- 
party  intervention.  General  Motors 
intervened  to  suppress  die  book  for  its 
own  interests.  A  court  might  well 
entertain  the  case  of  your  interest." 

The  legal  theory  that  Donovan  was 
talking  about  was  then  just  budding 
but  has  since  become  well  established. 
The  theory  is  that  when  two  people 


have  a  mutually  advantageous  deal 
going  and  a  third  parly  intervenes  and 
derails  it,  diat  party  is  open  to  a  suit  by 
the  person  damaged.  Now  generally 
called  "tortious  interference,"  the 
theory  has  been  onstage  in  some 
major-league  disputes:  it  would  ulti- 
mately bankrupt  Texaco  (which  inter- 
vened in  the  mutually  advantageous 
deal  between  Getty  and  Pennzoil  and 
was  successfully  sued  by  Pennzoil). 

Could  John  McDonald  sue  Gener- 
al Motors  for  derailing  the  mutually 
advantageous  deal  between  him  and 
Alfred  P.  Sloan  Jr.? 

John  mulled  over  this  proposition 
for  a  long  time.  To  a  lone  writer  with 
no  sizable  resources,  the  notion  of 
suing  the  world's  largest  corporation 
seems  wildly  counterintuitive,  no 
matter  what  the  law  says.  And  in  this 
case,  his  own  lawyers  were  initially 
skeptical  that  he  had  the  law  on  his 
side.  But  John,  remember,  is  an  origi- 
nal. And  bolstered  by  further  conver- 
sations with  Frank  Donovan,  he  per- 
suaded his  lawyers  to  take  a  closer  look 
at  the  proposition. 
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Alfred  P.  Sloan  Jr. 
The  starchy 
look  hid  a  busi- 
ness pioneer. 


They  ended  up  supporting  his  case 
but  turning  over  most  of  the  work  to 
two  high-powered  lawyers  long  asso- 
ciated with  the  American  Civil  Liber- 
ties Union.  One  of  them  was  Edward 
J.  Ennis,  a  brash  and  breezy  New  Deal 
Democrat  with  the  manner  of  a  taxi 
driver;  he  later  became  chairman  of 
the  aclu.  The  other  was  Clifford 
Forster,  also  an  aclu  lawyer  but  a 
political  conservative. 

Forster  did  most  of  the  legal 
research,  while  Ennis  came  to  be  cast  as 
the  author  of  the  complaint,  as  well  as 
John's  main  spokesman  and  negotiator. 
He  was  also  set  to  be  the  trial  lawyer. 
On  Feb.  27 ',  1962  Ennis  called  gm, 
described  the  complaint  and  asked 
where  the  company  would  like  to  have 
it  served,  gm  said  it  should  go  to  Bruce 
Bromley  at  Cravath,  and  it  was  there  on 
Feb.  28. 

There  is  no  documentary  record  of 
Bromley's  initial  response;  McDonald 
is  relying  on  his  memory  of  what  Eddie 
Ennis  reported  to  him.  Which  was  that 
Bromley  had  been  astonishingly 
candid — that  he  had  said,  in  effect,  yes, 
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we  are  suppressing  the  book,  but  we 
have  good  business  reasons  to  sup- 
press, and  the  law  is  on  our  side.  In  a 
later  exchange,  Bromley  heaped  scorn 
on  the  book:  "It's  hard  reading.  Only 
three  people  would  buy  it." 

GM's  position  was  further  elaborat- 
ed in  a  meeting  of  the  lawyers  on 
Mar.  1 .  The  company's  position  was 
that  the  $60,000  gift  to  McDonald 
was,  in  fact,  a  final  payoff  that  left 
him  with  no  additional  rights  in  the 
book.  Labeling  it  a  gift  was  just  Sloan 
being  generous,  trying  to  arrange 
things  so  that  the  payment  would  not 
trigger  any  income  tax  liability  for 
McDonald.  Eddie  Ennis  replied  that 
John  would  never  have  sold  his  inter- 
est for  that  amount. 

At  this  point,  the  complaint  having 
been  served,  the  two  sides  explored 
each  other's  arguments  and  considered 
whether  a  settlement 
was  possible.  It  was     The  book  at  the 
in  this  period  that     center  of  it  all 
Time  Inc.  became     Still  required 
a      major      player,      reading. 
McDonald  had  not     ■§■■ 
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I  told  his  employer  that  the  suit  was 
coming.  In  principle,  of  course,  the  suit 
did  not  concern  Time  Inc.  In  anv 
event,  it  seemed  clear  to  John  that  if  a 
Time  Inc.  employee  was  suing  General 
Motors,  the  company  would  just  as 
soon  have  no  prior  knowledge  of  the 
event. 

But,  inevitably,  McDonald's 
employer  got  the  Dews  last,  as  GM  and 
Time  Inc.  were  interconnected  in 
manv  different  ways.  The  most  obvi- 
ous involved  their  business  relation- 
ship: L..M  was  almost  certainly  Time 
he's  largest  advertiser.  And  there 
were  also  endless  organizational  entan- 
glements, many  of  them  running 
through  the  office  of  Time  Inc.  direc- 
tor Maurice  T  i  Tex  i  Moore,  who  now 
emerged  as  the  book's  most  implaca- 
ble enemy.  Moore,  formerly  chairman 
of  the  Time  Inc.  board  and  still  corpo- 
rate counsel,  was  Henry  Luce's  broth - 
A  er-in-law  and  personal  lawyer,  and  a 
I  senior  partner  at  Cravath — which  was 
I  Time  Inc.'s  law  firm,  as  well  as  GM's. 
i  On  top  of  everything  else,  he  was 
Alfred  Sloan's  personal  lawyer.  In  the 


Sloan  was  a  man  of  infinite 
subtlety,  never  overtly 
disloyal  to  GM,  but  never 
abandoning  McDonald. 

circumstances,  a  formidable  adversary. 

On  Mar.  8  Fortune  managing  editor 
Norton-Taylor  asked  John  to  stop  by 
his  office.  When  John  showed  up, 
Norton-Taylor  got  right  to  the  point. 
John's  notes  on  the  conversation  show 
the  opening  sentence  as:  "I  want  you 
to  withdraw  your  suit  against  General 
Motors." 

Why? 

Norton-Taylor:  "Because  you  have 
no  legal  basis,  and  Sloan  gave  you  a 
girt  of  $60,000  in  settlement.  I  think 
that  was  a  fair  settlement." 

McDonald:  "I  have  five  lawyers 
from  three  law  firms.  They  say  I  have  a 
good  legal  case  and  can  win  it.  Your 
lawyers  are  General  Motors  lawyers.  Of 
course  they  would  say  I  have  no  case." 

A  few  days  later,  McDonald  had  a 
long   talk  with    Fortune  publisher 


Ralph  Delahaye  Paine,  who  listened 
sympathetically  to  the  whole  story  but 
was  not  optimistic  about  his  prospects 
of  getting  Time  Inc.  to  back  off 
its  support  of  GM.  He  added:  "You 
know  what  we're  worried  about — 
advertising." 

On  Mar.  18  John  was  summoned 
to  a  meeting  the  next  day  with  Time 
Inc.  editorial  director  (and  obvious 
Luce  successor)  Hedley  Donovan  and 
Time  Inc.  president  Jim  Linen.  It  now 
emerged  that  Time  Inc.  had  decided  it 
needed  another  law  firm  to  deal  with 
the  McDonald  question — a  firm  with- 
out all  of  Cravath's  built-in  conflicts  of 
interest.  It  had  retained  Lord,  Day  & 
Lord,  whose  team  would  be  headed 
by  Herbert  Brownell  Jr.,  former  attor- 
ney general  of  the  U.S.  Brownell  and 
his  colleagues  had  already  come  to 
some  decisions.  They  believed  that 
John  had  no  case  and  that  his  suit 
would  have  a  negative  effect  on  his 
professional  standing — a  veiled  warn- 
ing that  if  John  pursued  the  case,  his 
job  might  be  at  stake.  A  not  very 
subde  invitation  to  cave  in.  John  being 
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John,  he  did  not  cave  in.  He  began 
thinking  about  suing  Time  Inc. 

John  and  his  lawyers  had  two  meet- 
ings with  Brownell,  whose  position 
was  unyielding:  gm  had  good  business 
reasons  for  suppressing  the  book — 
reasons  having  to  do  with  public  rela- 
tions, legislation,  and  antitrust.  In 
both  meetings  Brownell  also  kept 
hammering  at  one  side  issue:  If  John 
pursued  the  case,  Sloan  and  GM  would 
be  forced  to  acknowledge  that  the 
"gift"  was  really  a  final  payoff,  which 
would  mean  it  was  clearly  taxable. 

Toward  the  end  of  the  second  meet- 
ing, John  responded  to  this  argument 
by  asking  Brownell:  "Are  you  trying  to 
say  that  Mr.  Sloan  and  I  conspired  to 
cheat  the  Internal  Revenue  Service?" 

Brownell  did  not  answer  but 
glanced  at  John's  lawyers  and  said 
unhappily,  "He  will  win  before  a 
jury."  He  added,  nevertheless:  "Gen- 
eral Motors  will  defend."  And  later 
that  afternoon — it  was  now  July  9, 
1962 — gm  formally  responded  to  the 
complaints,  signaling  it  was  indeed 
ready  to  litigate. 


It  soon  turned  out,  however,  that 
the  company  had  one  more  card  it 
wished  to  play  before  going  to  trial. 
On  Sept.  6  GM  lawyers  called  Eddie 
Ennis  with  some  huge  news.  They  had- 
prepared  a  revised  version  of  the 
book — a  version  that  would  be  satis- 
factory to  the  company — and  could 
proceed  to  publication  at  any  time. 
They  added  that  Mr.  Sloan  wanted 
John  to  review  this  new  manuscript 
and  see  it  through  to  publication. 

On  the  advice  of  his  lawyers,  John 
had  steered  clear  of  Sloan  in  the 
months  since  his  suit  was  brought,  but 
now,  obviously,  they  had  to  reach  an 
understanding.  And  they  did.  At  a 
summit  meeting  of  all  the  lawyers,  plus 
John,  plus  Sloan,  the  old  man  dramat- 
ically reached  out,  slapped  his  hand  on 
the  original  book  and  roared,  "It's  a 
masterpiece."  He  announced  that  he 
would  not  publish  a  revised  version 
that  lacked  John  McDonald's  stamp  of 
approval.  There  was  no  way  John 
would  accept  GM's  massive  revisions, 
which  had  gutted  the  book,  convert- 
ing   Sloan's    documented    strategic 


thinking  of  the  1920s  into  bland  arm- 
chair reminiscences. 

"There  remained,  however,  a  large  i 
operational  question:  Should  he  J 
simply  "reject"  the  new  version  or 
work  to  repair  it?  His  lawyers  strenu- 
ously advised  against  a  flat  rejection, 
which  might  seem  to  betoken  bad 
faith,  so  John  glumly  accepted  that 
he  must  at  least  make  an  attempt  at 
repairs.  His  lawyers  also  decided, 
however,  that  he  would  not  get 
to  work  without  a  "stipulation" — I 
a  statement  of  the  conditions  under 
which  he  was  taking  on  this  editorial 
task  and  of  what  would  happen 
if  there  were  no  agreement  on 
revisions. 

Ennis  was  determined  to  leave  John 
free  to  sue.  GM  was  determined  to 
extract  from  him  an  acknowledgment 
that  the  revision  process  was  replacing 
the  suit.  Incredibly  or  otherwise,  the 
lawyers  for  both  sides  spent  four 
months  in  what  John's  manuscript 
refers  to  as  "the  stip  wars."  A  summit 
meeting  was  set  for  Mar.  20  to  discuss 
the  impasse. 
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The  meeting  broke  the  logjam  and 
made  possible  My  Tears  with  General 
Motors. 

John  arrived  bearing  some  conces- 
sions he  was  prepared  to  make.  He 
had  gone  back  to  square  one  and  tned 
to  rethink  a  question  never  satisfacto- 
rily answered  during  the  whole  long 
suppression  effort  What  exactly  was  it 
about  his  book  that  GM  found  so 
threatening?  What  was  in  the  book 
that  might  spell  "monopoly"  to  the 
Justice  Department? 

The  likeliest  answer,  he  decided, 
was  in  the  product  policy  of  1921, 
which  elaborated  the  new  GM  strategy, 
sloganized  as  "a  car  for  every  purse 
and  purpose."  The  policy  was  to 
assault  Ford  from  both  the  top  and 
the  bottom  of  the  line,  M\d  it  suc- 
ceeded brilliantly.  The  product  policy 
included  a  pregnant  sentence:  "A 
monopoly  is  not  planned" — precisely 
the  kind  of  formulation  that  would 
encourage  trustbusters  to  believe  the 
opposite.  In  the  ongmal  version  of  the 
book,  John  and  Sloan  had  planned  on 
running    an    appendix    that    would 


To  a  lone  writer,  the  notion 
of  suing  the  world's  largest 
corporation  seems  wildly 
counterintuitive. 


include  many  original  documents, 
including  the  product  policy.  John 
now  proposed  to  drop  the  appendix, 
to  paraphrase  rather  than  quote 
the  product  policy  in  the  running  text 
and  to  make  other  relatively  minor 
changes. 

It  was  also  clear  at  this  meeting  that 
cm  had  softened  its  position.  Its  legal 
team  praised  John's  proposed  conces- 
sions as  "constructive"  and  workable 
and  in  other  ways  made  it  clear  that 
the  company  was  out  to  setde  the  row 
and  publish  something  very  much  like 
the  original  book. 

Exactly  what  triggered  this  trans- 
formation has  never  been  entirely 
clear.  Possibly  John's  product-policy 
initiative  had  touched  exactly  the 
right  button.  Possibly  the  proximity 
to  a  jury  trial  had  concentrated  the 


mind  of  Frederic  Dormer,  gm's  chief 
executive,  who  could  not  have  rel- 
ished the  spectacle  of  publicly  defend- 
ing the  suppression  of  Sloan's  mem- 
oirs. Possibly  gm's  talk  of  defending 
the  suit  had  been  a  bluff  all  along. 

Within  a  few  weeks,  a  new  GM 
lawyer,  Daniel  Boone — a  descendant 
of  the  pioneer — surfaced  in  New  York 
and  made  it  clear  he  was  speaking  for 
Donner.  He  was  gung  ho  to  get  the 
book  published  on  John's  terms. 
"They're  so  agreeable  it  scares  me," 
was  Eddie  Ennis'  report.  Cravath  was 
a  bit  slow  to  pick  up  on  the  new  party 
line,  and  even  after  Boone's  arrival, 
Tex  Moore  was  still  trying  to  restrict 
Time  Inc.'s  purchase  of  serial  rights. 

So,  in  the  end,  John  and  Sloan  had 
their  classic.  Exact  figures  are  hard  to 
come  by,  given  die  numerous  editions 
and  different  translations,  but  My 
Tears  with  General  Motors  has  appar- 
ently sold  more  than  a  million  copies. 

Postscript:  The  Justice  Department 
never  brought  a  suit  to  break  up 
gm's  near  monopoly.  In  the  end  it 
never  had  to.  Hi 


ract.   One  very  happy  IT  manager. 
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How  an  obscure  tax  attorney  named  Donald  Sturm 
became  a  billionaire  telecom  magnate. 

Redeeming  dad's  failure 


By  John  Gorham 

When  Donald  Sturm  was  a  kid  in 
Brooklyn,  N.Y.,  his  father  was  sup- 
porting the  family  as  a  waiter  in  a  mid- 
town  Manhattan  restaurant.  Mark 
Sturm  had  seen  better  days:  Before  the 
1929  crash  wiped  him  out  he  had  been 
a  small  but  successful  speculator  in 
stocks  and  real  estate. 

Donald  remembers  a  morning 
when  his  father  took  him,  as  a  young 
man,  to  Brooklyn's  Sheepshead  Bay  to 
show  him  the  lots  and  buildings  he'd 
once  owned.  It  must  have  been  a  dif- 
ficult moment  for  father  and  son. 
Donald  remembers:  "After  he  lost  his 
portfolio  he  became  very,  very  conser- 
vative and  never  really  recovered.  He 
felt  that  he  had  failed." 

At  that  moment  Donald  must  have 
resolved  to  redeem  his  father's  failure. 
He  says  that  he  and  his  sisters  became 
his  father's  "investment."  Redeem  it 
he  has:  Donald  Sturm  is  a  billionaire 
and  a  big  player  in  the  fast-evolving 
U.S.  telecom  industry. 

He  got  where  he  is  through  a  curi- 
ous combination  of  circumstances. 

With  a  master's  in  tax  law  from  New 
York  University,  Sturm  landed  a  job 
with  the  Internal  Revenue  Service, 
which  posted  him  first  to  Omaha,  then 
to  Kansas  City.  Dooking  to  better  him- 
self, he  went  to  work  as  a  tax  counsel 
for  Peter  Kiewit  Sons',  the  big  Omaha 
construction  company. 

Kiewit  had  a  problem.  The  irs  said 
Kiewit  should  have  paid  out  more  of 
its  profits  as  dividends.  This  was  1963, 
when  the  top  personal  tax  bracket  was 
91%.  For  allegedly  hanging  on  to  those 
earnings  the  IRS  hit  Kiewit  with  a  bill 
for  $35  million — a  huge  fortune  at 
that  time. 

Then  30,  Sturm  got  Kiewit  out  of 
the  mess.  He  devised  a  theory  that  had 
eluded  the  accountants  and  lawyers 
that  Peter  Kiewit — son  of  die  founder 
and  the  chief  shareholder — had  previ 
ously  consulted.  He  argued  that  the 
retained  earnings  weren't  as  large  as 
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Donald  Sturm  outside  his  office  in  Denver 
He  got  his  first  big  break  by  beating 
the  IRS  at  its  own  game. 


they  appeared  to  be.  Why?  The  com- 
pany had  been  using  its  cash  to  buy 
back  shares  of  the  business  from  retir- 
ing executives  who  had  participated  in 
a  stock  purchase  plan.  But  company 
accountants,  he  told  the  irs,  had 
neglected  to  deduct  those  oudavs  from 


shareholder  equity,  which  includes 
retained  earnings.  Therefore,  Sturm 
said,  those  disbursements  were  really 
charges  against  retained  earnings. 
Kiewit  didn't  owe  the  irs  $35  million; 
the  irs  owed  Kiewit  a  $5  million 
refund.  The  irs  conceded  and  paid  up. 
So  impressed  was  Peter  Kiewit  with 
Sturm's  skills  that  he  reached  into  his 
own  strongbox  to  reward  Sturm  with 
stock  in  the  closely  held  company. 
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Sturm  soon  moved  beyond  the  tax 
department  to  dealmaking  and  finance. 

One  of  his  biggest  coups  came  in  the 
inflationary  1970s.  He  persuaded  the 
firm  to  pour  its  excess  cash  into  coal 
mining;  then  he  persuaded  electric  util- 
ities, panicked  at  the  time  about  rising 
fuel  costs,  to  sign  long-term  contracts 
to  take  the  coal  at  ever  higher  prices. 
The  utilities  were  betting  that  the  price 
of  coal  would  outpace  these  contracts. 
By  the  1980s,  the  price  of  coal  having 
fallen,  those  contracts  were  soon 
making  Kiewit  more  than  $100  million 
a  year — twice  its  construction  earnings. 
"They  were  choking  on  the  coal  they 
bought,"  he  says  proudly. 

At  Sturm's  urging,  Kiewit  got  into 
the  business  of  liquidating  bloated 
companies.  It  put  $600  million  down 
toward  the  $3.5  billion  purchase  of 
Continental  Group  in  1984.  Sturm 
took  over  as  chief  executive  of  that 
business  and  sold  it  off  in  pieces,  for  an 
$800  million  profit. 

With  deals  like  that,  Sturm  rose 
through  the  ranks  of  the  parent  com- 
pany, becoming  vice  chairman  and 
second  in  power  only  to  Walter  Scott, 
an  Omaha  native  who  had  joined  the 
company  as  an  engineer  in  1953.  After 
Peter  Kiewit  died  in  1979  and  left  most 
of  his  wealth  to  a  foundation,  Sturm 
became  die  second-largest  sharehold- 
er, after  Scott. 

After  coal  and  cans  came  the  most 
important  diversification  of  all:  tele- 
phone service.  Kiewit  was  laying  cir- 
cuit cables  for  its  telephone  utility 
customers;  why  not  own  some  cir- 
cuits of  its  own?  Scott,  Sturm  and 
one  James  Crowe  (see  "Bell  Buster," 
Sept.  7)  poured  Kiewit  cash  into  MPS 
Communications,  a  business  that 
undercut  local  Bell  phone  companies 
in  supplying  telephone  service  to 
businesses. 

For  all  his  success,  the  Brooklyn- 
bred  Sturm  never  felt  entirely  com- 
fortable at  this  old-line  (founded 
1884)  midwestern  company.  "I  was  m\ 
outsider,"  he  recalls.  "I  wasn't  a  con 
struction  person." 

In  1989  there  came  the  inevitable 
clash.  Managers  from  the  construction 
side  of  the  company  were  afraid  that 
Sturm  was  taking  the  company  a\ 
from  the  business  of  building  highwa 
and  bridges.  Profits  were  piling  up  at 
Kiewit   again,   and    these    managers 
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wanted  those  profits  paid  out  as  divi- 
dends. Sturm  found  that  ludicrous — 
paying  dividends  meant  sharing  the 
loot  with  the  irs.  Sturm  wanted  to 
keep  Kiewit  diversified;  that  meant- 
making  other  acquisitions  and  holding 
onto  Continental's  packaging  division. 
The  engineers  overruled  him  and  the 
company  sold  off  the  division. 

Sturm  quit  two  years  later.  "These 
are  midwestern  engineers  with  great 
focus,  but  they  are  very  limited  in  their 
scope,"  he  says.  His  Kiewit  stock  was 
worth  $160  million  by  then. 

And  in  the  seven  years  since,  he 
has  increased  that  fortune  tenfold.  In 
1995  Sturm  received  shares  in  MFS 
when  it  was  spun  off  from  Kiewit.  Ear- 
lier this  year  he  joined  Crowe  in  a 
second  telecom  business  spawned  by 
Kiewit  called  Level  3  Communica- 

"These  midwestern 
engineers  have  great  focus 
but  are  limited  in  scope. . . . 
I  was  an  outsider." 


tions.  Sturm's  stock  in  Kiewit  was  con- 
verted into  Level  3  shares;  Sturm  is 
now  its  second-largest  shareholder. 
Both  investments  thrived — his  stake  in 
Level  3  is  worth  nearly  $600  million, 
and  after  some  mergers,  his  MFS  shares 
have  turned  into  shares  in  MCi-World- 
Com  wordi  some  $700  million. 

So,  at  65,  Sturm  is  fast  becoming  a 
major  player  in  the  telecommunica- 
tions industry.  He  is  one  of  a  handful 
of  investors  bankrolling  startups  out  to 
attack  the  $65  billion  U.S.  local  busi- 
ness phone  market.  "The  telecom 
business  is  in  a  revolution,"  Sturm  savs. 
"Right  now  there  is  a  window  of 
opportunity." 

Sturm  predicts  that  newer  telecom 
companies  will,  within  a  decade,  help 
take  away  50%  of  this  market,  which  is 
now  nearly  monopolized  by  the  old 
Bell  operating  companies.  It  happened 
in  long  distance,  Sturm  says — AT&T 
has  seen  its  market  share  dwindle  from 
90%  in  1984  to  50%  now— and  there 
is  no  reason  it  can't  happen  in  local 
telecoms. 

With  the  emergence  of  the  Inter- 
let  as  a  tool  of  commerce,  small  and 
medium-size  companies  weed  the 
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same  sophisticated  data-oriented  si 
vices  giant  companies  do.  They  w; 
to  be  linked  with  customers  or  ou 
lying  offices  by  local  area  networks 
put  their  intranets  securely  on  t 
Web.  Unlike  the  Bells,  the  upstar 
won't  be  burdened  with  old  coppe 
technology.     They'll     build    fro 
scratch      with      the      latest      fibe 
technology. 

Still,  taking  on  the  Bells  is  no  easy 
task.  With  their  billions  in  cash  flow, 
they  are  busy  upgrading  their  own 
networks.  Sturm's  companies,  which 
will  be  eating  cash  for  years,  wilj    ' 
have  to  depend  on  the  Bells  fa 
interconnection  agreements  as  they 
build  out  the  rest  of  their  networks 
"There  are  plenty  of  ways  for  the 
Bells  to  play  the  slow-down  game, 
warns  Mark  Langner,  an  analyst  at  \ 
Hambrecht  &  Quist. 

And  now  the  long  distance  compa- 
nies have  begun  wading  into  the  loc 
markets.  In  July  AT&T  bought  Tel 
port,  an  alternative  supplier  of  tele 
phone  services  to  big  corporations,  tor|||i|(s  is  on 
$11  billion.  The  newly  combined  MCI 
WorldCom  now  owns  two  such  firms: 
MFS  and  MCl-Metro. 

But  Sturm  is  nothing  if  not  self- 
assured.  He  believes  his  freshly  lai 
fiber  lines  are  more  than  a  match  foi 
the  big  fellows'  money.  He  plans  to 
invest  $100  million  a  year  in  that  ™ 
vision.  Sturm's  investment  staff:  a  i^sinci 
young  French-born  analyst  he  hired  'ggered; 
away  from  Morgan  Stanley.  The  pair  ^  «s  are  a 
work  out  of  Sturm's  Denver  office 
on  the  second  floor  of  a  small  bank 
he  owns. 

He  recently  bought  majority  control 
of  FirstWorld  Communications,  a 
closely  held  company  currently  build- 
ing local  networks  in  Orange  County, 
the  South  Bay  area  and  die  San  Gabriel 
Valley  in  California.  Early  this  year 
FirstWorld  signed  a  contract  to  ser- 
vice the  Irvine  Spectrum,  a  250- 
building  office  park  being  developed 
in  Irvine,  Calif. 

He  takes  a  kind  of  perverse 
sure  in  the  recent  stock  market  crash 
because  it  has  curtailed  Wall  Street's  ■= 
willingness  to  provide  debt  or  equity 
financing  for  rival  telecom  startups. 
Which  means  more  startups  will  turn 
to  him  for  cash.  "I  used  to  play 
Monopoly  as  a  kid,"  Sturm  says. 
"I'm  still  playing  it."  ■ 


1 1  around 
isiderabl 

!  hat,  ove 

es;  tr 

fopean  C 


1 


I  I  PSLEt 

Ills 


plea- 


Forbes  ■  October  19,  1998 


POINT 


^ommerzbank's  focus  on  German 
tnd  European  economic  issues 


participants  have  deposited  20% 
of  their  gold  and  dollar  reserves 
in  a  joint  fund.  As  of  January  1, 
1999,  these  swaps  will  be  ter- 
minated and  countries  will  find 
that  more  gold  is  returned  to 
them  than  they  have  to  transfer 
to  the  European  Central  Bank. 
For  its  initial  endowment,  the 
ECB  needs  the  equivalent  of  less 
than  a  fifth  of  the  existing  for- 
eign-exchange reserves,  15%  of 
which  is  to  be  in  the  form  of  gold. 
The  lion's  share  of  reserves  will 


ounces,  the  eleven  Euroland 
countries  are  currently  forfeiting 
interest  income  equivalent  to 
around  $4.5bn  per  year. 

As  part  of  the  ongoing  debate 
on  the  future  role  of  the  Inter- 
national Monetary  Fund,  its  gold 
reserves  -  the  second-largest  in 
the  world  -  will  certainly  be  sub- 
ject to  reappraisal.  A  precedent 
was  set  20  years  ago  when  the 
IMF  disposed  of  around  30%  of 
its  stocks,  with  some  being 


entral  bank 
fold  sales  likely 
to  continue 


Declining  gold  reserves  of  selected  central  banks 

millions  of  ounces 


significance  of  gold  as  a  reserve  asset  for  central 
ks  is  on  the  decline.  With  European  monetary  union 

around  the  corner,  several  EU  central  banks  have 
siderably  reduced  their  holdings.  One  reason  for  this 
iat,  overall,  Euroland  will  require  a  lower  level  of 

rves;  the  amount  of  gold  to  be  deposited  with  the 
opean  Central  Bank  (ECB)  is  far  less  than  is  involved 

e  gold  swaps  within  the  European  Monetary  System 
S).  However,  the  gold  price  is  unlikely  to  plunge  as  a 

It,  since  sales  will  be  handled  carefully  and  will  be 

gered  so  as  not  to  create  a  glut;  moreover,  current 
es  are  already  close  to  the  production  cost. 


While  some  smaller  EU  coun- 
tries have  roughly  halved  their 
official  gold  reserves  in  recent 
years,  the  three  with  the  largest 
holdings  -  Germany,  France  and 
Italy  -  have  maintained  theirs 
virtually  unchanged,  as  have 
Spain  and  Portugal  and  also  the 
UK.  By  contrast,  Sweden  and 
non-European  countries  such  as 
Canada  and  Australia  have  dra- 
matically reduced  their  stocks.  In 
1997,  Argentina  converted  prac- 
tically all  of  its  gold  reserves  into 
US  dollars. 

The  launch  of  European  monet- 
ary union  could  trigger  further 


lational  presence: 
ty,  Amsterdam, 
erp,  Atlanta.  Bangkok, 
lona,  Beijing.  Beirut. 
slava,  Brussels,  Bucharest, 
pest,  Buenos  Aires,  Cairo, 
as,  Casablanca,  Chicago, 
lhagen.  Dublin,  Geneva, 
ltar.  Grand  Cayman, 
Kong.  Istanbul,  Jakarta, 
nesburg,  Kiev,  Labuan, 
)n,  Los  Angeles, 
nbourg,  Madrid,  Manama, 
x  City,  Mumbai.  Milan, 
k,  Moscow,  New  York, 
sibirsk.  Osaka,  Paris, 
le,  Rio  de  Janeiro, 
'aulo,  Seoul,  Shanghai, 
ipore,  St.  Petersburg, 
ey,  Taipei,  Tashkent, 
in,  Tokyo,  Toronto, 
aw,  Zurich. 

■ 


50 
40 
30 
20 

10 

end-1991         ■  mid-1998 

Nether-  Belgium  Austria  Canada  Australia  Sweden  Argentina 
lands 

remain  at  the  disposal  of  the 
national  central  banks,  which 
will  be  able  to  sell  stocks  with 
the  approval  of  the  ECB.  In  the 
long  run,  this  is  probably  what  a 
number  of  countries  will  do.  But 
governments  would  be  well  ad- 
vised to  use  the  one-off  gains 
realized  through  the  release  of 
hidden  reserves  to  redeem  public 
debt  rather  than  to  fund  current 
budget  deficits. 

As  from  next  year,  the  Bun- 
desbank will  value  its  gold 
reserves  at  a  level  close  to  the 
market  price.  It  has  95m  ounces, 
plus  the  amount  currently 
deposited  with  the  ECB,  still 
shown  at  DM14bn.  Based  on  a 
market  price  of  $280  an  ounce, 
they  would  total  DM4 7bn,  which 
will  tend  to  promote  the  idea  of 
selling  gold.  Of  course,  this  can 
only  be  justified  several  years 
from  now,  once  monetary  union 
is  firmly  established.  By  main- 


COMMERZBANK 


returned  to  the  member  states, 
while  some  were  used  to  aid 
especially  poor  developing  coun- 
tries. 

In  the  medium  to  long  term,  the 
price  of  gold  is  unlikely  to  rise 
significantly.  Industrial  states 
and  most  developing  countries 
seem  committed  to  a  policy  of  low 
inflation.  And  the  massive  depre- 
ciation of  several  emerging-mar- 
ket currencies  will  produce  only 
a  temporary  change  in  this  re- 
spect. As  a  result,  the  use  of  gold 
as  a  store  of  value  will  probably 
seem  increasingly  anachronistic. 


For  more  information  about 
Commerzbank's  broad  scope  of 
research  capabilities  and  finan- 
cial services,  just  contact  the 
bank's  head  office  in  Frankfurt. 
Fax +4969 136-29805 
http://www.commerzbank.com 
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If  you  own  any  so-called  prime  rate  mutual  funds, 
better  take  a  good  look  at  what's  inside. 

Other  people's 
money 


By  Seth  Lubove 

Looking  down  Las  Vegas'  bustling 
Strip,  you  wouldn't  know  that  casino 
stocks  were  in  the  tank  long  before  the 
latest  market  turmoil,  with  Mirage 
Resorts  down  from  $30.38  to  S17.75, 
and  Circus  Circus  from  $26.50  to 
$10.  Construction  cranes  dot  the  sky, 
adding  ever  more  rooms,  slots  and 
restaurants  in  an  already  glutted 
marki 

What  going  on  here-  The  answer 
is  that  tl  -  low  stock,  prices  haven't 
slowed  exp;  nsion  because  the  casino 
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operators  can  currently  get  all  the 
cheap  capital  they  want  by  tapping 
yield -hungry  mutual  funds  and  other 
investing  institutions.  At  a  time  when 
Treasury  yields  have  sunk  to  30-year 
lows,  mutual  funds,  hedge  funds, 
insurance  companies  and  other  big 
investors  are  gobbling  up  anything  that 
oners  a  few  percentage  points  in  higher 
yield  and  relative  safety. 

Much  of  the  new  money  is  in  junk 
loans  rather  than  in  junk  bonds. 
What's  the  difference?  Unlike  a  bond. 


which  is  issued  directly  by  a  company 
and  underwritten  by  an  investment 
bank,  junk  loans  are  syndicated  loans' 
that  are  divvied  up  among  nonbank 
investors  as  well  as  traditional  banks. 

In  the  first  half  of  this  year  alone  the 
market  absorbed  $140  billion  in  junk' 
loans,  compared  with  about  $111  bil 
lion  in  junk  bonds.  This  compares  with 
$194  billion  in 
Pilgrim  fund  man-  junk  loans  for  all 
ager  Howard  Tiffen  of  1997. 
Higher  in  the  Richard  Goeg 

pecking  order  lein,  president  and 

in  a  bankruptcy.  chief  executive  ol 
■HH  Aladdin    Gaming 

Holdings  LLC,  was  i 
prepared  to  float  more  than  $400  mil- 
lion in  costly  junk  bonds  last  summer 
to  fund  the  construction  of  the  ne 
Aladdin  Hotel  &  Casino  on  the  $trip 
But  his  investment  bankers,  Mark  $un 
shine  and  Daniel  Alpert  of  Westwoodj 
Capital  in  New  York,  ditched  those 
plans  and  rang  up  Bank  of  Nova  $cotiaj 
and  Merrill  Lynch  Capital  Corp.  Thd 
bankers  arranged  a  $410  million  level 
aged  loan  syndication  for  the  $826. 2i 
million  project  (the  rest  of  the  funding 
comes  from  joint  venture  partners, 
equity  and  a  smaller  junk  bond  offer- 
ing). By  going  the  junk  loan  route, 
Aladdin  needed  to  pay  only  a  little  ova  I 
a  10%  blended  cost  of  financing,  versus 
nearly  12%  for  a  $trip  hotel  that  used! 
almost  all  junk  bonds,  as  well  as  low  er 
underwriting  fees. 

Whereas  junk  bonds  can  be  sold  to 
the  public  or  to  junk  bond  funds,  junk 
loans  can  tap  a  fresh  market:  so-called 
prime  rate  mutual  funds,  which  are 
mutual  funds  that  buy  leveraged  loan 
participations.  While  the  interest 
coupons  are  slightly  lower  than  with 
junk  bonds,  the  loans  are  floating-rate  , 
debt  that's  adjusted  for  interest  rate] ' 
fluctuations  and,  because  it's  senior 
secured  bank  debt,  is  higher  in  the, 
pecking  order  in  a  default.  Which  is 
why  prime  rate  funds  can  buy  them. 

Howard  Tiffen,  manager  of  Pilgrim 
America's  Prime  Rate  Trust,  says  tha 
in  exchange  for  giving  up  from  1%  to 
3%  of  yield  compared  with  a  junl 
bond,  he  gets  up  to  an  85%  recovery  in 
a  default,  in  contrast  to  about  35%  if  a 
junk  bond  tanks. 

This  all  started  when  banks  decidec 
to  cash  in  on  Wall  $treet's  junk  bon< 
business.  Money-center  banks  could 
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mlaysia  Airlines,  Southeast  Asia's  largest  airline,  can 
■  you  direct  to  Kuala  Lumpur  from  Los  Angeles, 
ILncouver  or  Newark  via  Tokyo,  Taipei  or  Dubai. 
Jpu'll  enjoy  service  renowned  for  its  genuine  warmth 
id  friendliness,  flying  aboard  the  most  luxurious  and 
■phnologically  advanced  jetliners  in  the  sky  today-the 
i  w  B777  SuperRanger™  Series  and  B747-4Q0s.  Fly 
■th  us  in  First  or  Business  Class  and  we'll  even  provide 


complimentary  chauffeur  service  to  and  from  your 
airport?  It's  no  wonder  Malaysia  Airlines  has  earned 
BiudneM  Travel  World*  award  for  "Best  Asian  Business 
Airline"  three  years  in  a  row.  We  fly  to  over  110  cities 
on  six  continents,  and  we're  partners  in  Delta  SkyMiles" 
frequent  flyer  program.  For  more  information  call  your 
travel  agent  or  Malaysia  Airlines  at  (800)  552-9264. 

©1998  Malaysia  Airlines.  °ChaufTeur  service  is  available  within  the  North  American 
city  from  which  the  flight  originates.  Some  restrictions  apply. 
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make  the  high  interest  loans  and  then 
peddle  them  to  smaller  banks  and 
mutual  funds,  thus  cutting  out  the  tra- 
ditional junk  bond  underwriters. 
Unwilling  to  miss  out  on  the  part)',  a 
number  of  Wall  Street  houses,  Merrill 
among  them,  got  into  the  junk  loan 
business  themselves.  As  with  junk 
bonds,  there's  now  a  thriving  sec- 
ondary market  in  the  loan  pieces. 

But  debt  is  debt  and  leverage  is 
leverage,  and  someone  is  going  to  get 
burned  occasionally.  The  Pilgrim  fund 
owns  loans  from  the  wobbly  Boston 
Chicken,  as  well  as  Nextel  Communi- 
cations and  something  called  Murray's 
Discount  Auto  Parts. 

Defenders  of  these  loans  argue  that 
they  are  safer  than  junk  bonds  because 
as  bank  debt  they  outrank  junk  bonds 
in  any  reorganization.  Listen  to 
Michael  Rushmore,  managing  director 
of  loan  research  for  BancAmerica  Secu- 
rities Inc.,  whose  parent  company  is  the 
fourth-largest  arranger  of  leveraged 
loans:  "The  senior  bank  loan  as  an  asset 
class  has  provided  a  wonderful  yield  on 
a  risk-adjusted  basis.  We'll  see  more 
money  flowing  in  from  institutions  and 
retail  investors."  Recent  black  eyes, 
such  as  Morgan  Stanley's  inability  to 
unload  on  investors  SI. 7  billion  in 
loans  to  troubled  Sunbeam  Corp.,  had 
more  to  do  with  Sunbeam's  problems 
than  with  the  leveraged-loan  business. 

And  so  the  party  rolls  on.  Michael 
Mona,  a  Las  Vegas  contractor  who  is 
building  his  first  casino,  is  now  hustling 
up  several  investors  to  back  a  $55  mil- 
lion to  $60  million  take-out  loan  for 
construction  of  a  gambling  hall  and 
restaurant  addition  to  an  existing  hotel 
and  rv  park.  One  of  these  days  the 
music  will  stop,  and  many  of  these 
prime  rate  loans  won't  look  very  prime. 

What  happens  if  some  of  these  new 
casino  hotels  fail  to  earn  enough  to 
cover  the  interest?  The  owners  can 
probablv  work  a  restructuring  deal, 
but  the  buyers  of  the  loans  will  take  a 
haircut  and  it  will  be  scant  comfort  to 
them  that  junk  bondholders  may  take 
a  more  severe  haircut.  Jason  Ader, 
Bear,  Stearns'  respected  gambling  ana- 
lyst, shakes  his  head  gloomily.  "The 
ability  now  for  developers  to  access 
this  high-yield  syndicated  debt,"  he 
says,  "has  created  more  rooms  and 
more  casino  space  in  a  market  that  just 
doesn't  need  it."  M 
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Everyone  talks  about  globalization, 

but  if  you  want  to  see  a  truly  globe-spanning 

outfit,  study  Hong  Kong's  VTech. 

The  VTech 


ph 


enomenon 


By  Andrew  Tanzer 

Hard  times  in  Hong  Kong?  Don't 
tell  that  to  the  people  who  run 
VTech  Holdings  Ltd.,  Hong  Kong's 
largest  electronics  manufacturer. 

Over  the  past  year  the  stock  price 
of  Hong  Kong-listed  VTech  has 
more  than  doubled,  at  a  time  when 


the  local  Hang  Seng  index  has  plur 
meted  and  local  real  estate  values 
have  collapsed.  In  the  fiscal  year  tc 
March  1998,  VTech's  net  earnings] 
surged  59%,  to  $69  million,  on  rev- 
enues of  $842  million.  ing  Barings 
projects  that  VTech's  profits  will 


VTech  Holdings  Ltd.  Chairman  Allan  Won, 
His  fortune  has-  doubled 
during  the  crash. 
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i/er  underestimate  the  importance  of  people. 


A  friendly  reminder  from  the  people  who  can  get  the  best  out  of  yours. 
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Improving  Business  Results  Through  People 


Kids  with  VTech  products 
Making  learning  fun. 


increase  to  $90  million  this  year. 

VTech  has  two  things  going  for  it. 
It  does  all  of  its  manufacturing  in 
China,  where  it  employs  over  20,000 
workers  at  relatively  low  wages,  and  it 
sells  most  of  what  it  makes  in  the 
U.S.  and  Europe,  with  battered  Asia 
accounting  for  less  than  5%. 

VTech  dominates  two  niche  mar- 
kets: electronic  learning  aids  for  kids 
and  high-frequency  cordless  tele- 
phones. It  has  more  than  60%  of  the 
electronic  educational  toy  market  in 
the  U.S.  and  Europe,  selling  under 
the  VTech  name  through  chains  such 
as  Toys  "R"  Us.  VTech's  900-mega- 
hertz  cordless  phones,  sold  under  its 
own  name  and  under  brands  such  as 
AT&T  and  Sony,  have  50%  of  the 
rapidly  expanding  U.S.  market. 

VTech  was  founded  in  1976  by 
Hong  Kong's  Allan  Wong,  an  elec- 
trical engineer  with  a  master's 
degree  from  the  University  of  Wis- 
consin who  had  worked  as  a  design 
engineer  for  NCR  in  Hong  Kong.  His 
first  product:  an  electronic  table 
tennis  game. 

Wong's  big  break  came  in  198  1 , 
when  Sears,  Roebuck  approached 
him  to  develop  and  supply  an  elec- 
tronic learning  product  to  teach  basic 
skills  like  spelling  and   math.   His 


product  was  an  immediate  hit  for 
Sears.  That  success,  and  the  falling 
prices  and  increasing  power  of  micro- 
processors, encouraged  him  to  wade 
into  designing  electronic  toys. 

Now  47  and  chairman  of  VTech, 
Wong  chuckles  when  he  recalls  what 
was  conventional  wisdom  in  the  toy 
business  in  the  early  1980s.  "People 
said  you  couldn't  make  money  in 
educational  toys,"  he  says  in  his 
modest  headquarters  in  Hong 
Kong's  New  Territories.  The  only 
player  then  in  electronic  educational 
toys  was  Texas  Instruments.  Wong 
soon  eclipsed  Tl. 

Wong  approached  the  product  from 
a  kid's  point  of  view.  He  has  two  chil- 
dren of  his  own  and  observed  what 
they  liked  and  didn't  like.  "In  the  past 
kids  played  with  basically  dumb  prod- 
ucts, lumps  of  plastic  they  got  bored 
with  after  about  15  minutes."  But 
what  didn't  bore  them  annoyed  him  as 
a  parent:  "A  lot  of  TV  games  are 
brutal,  bloody  and 
violent." 

Aiming  his  mar- 
keting at  parents 
rather  than  chil- 
dren, he  gives  his 
products  names  like 
Little  Smart  and 
Talking  Whiz  Kid. 
Instead  of  promot- 
ing heavily  on  TV 


"People  said 

you  couldn't 

make  money 

in  educational  toys," 

says  Allan  Wong  about 

the  conventional  wisdom. 


during  Saturday  morning  cartoons, 
VTech  advertises  in  publications  like 
Good  Housekeeping.  The  toys  range  in 
price  from  $10  to  $150,  but  cluster 
in  the  $50  area.  They  are  aimed  at 
children  from  6  months  to  12  years 
old.  "We're  appealing  to  the  parents 
so  we  don't  need  to  bombard  the 
kids  with  ads,"  says  Jack  Hirsch,  the 
Wheeling,  111. -based  chairman  or 
VTech  Industries,  LLC. 

"VTech  products  engage  the  child 
with  technology  while  teaching  basic 
concepts  like  shapes,  colors,  letters 
and  numbers,"  explains  Tula  Karras, 
toy  editor  of  Child  magazine.  One 
VTech  toy  may  pose  thousands  of 
questions  and  answers.  It  actually 
makes  learning  fun.  Says  Hirsch: 
"When  a  child  at  any  age  gets  the 
answer  right,  there's  a  certain  joy  and 
satisfaction." 

Though  headquartered  in  Hong 
Kong,  VTech  is  really  an  international 
outfit.  Five  of  its  nine  board  members 
are  foreigners.  "To  compete,  you  need 
to  find  the  best  people  from  all  over 
the  world,"  explains  Wong.  Research 
and  development  of  the  toys  and 
phones  is  carried  out  largely  in  the 
U.S.  and  Europe,  where  marketing 
and  development  teams  have  their  fin- 
gers on  the  pulse  of  consumers  and 
the  latest  technology  trends. 

Wong  explains  that  VTech  can 
spread  itself  broadly  because  of 
modern  communications  technology, 
which  compresses  time  and  space. 
"We  don't  want  big  bureaucracies  or 
headquarters  functions.  The  key  is  the 
advent  of  information  technology, 
which  enables  us  to  decentralize  a  lot 
of  functions."  Wong  continues:  "We 
have  half  a  dozen  r&d  centers,  but 
they're  all  linked.  It's  almost  as  if  these 
people  are  next  door  to  each  other." 

Although  VTech  hasn't  been  hurt 
by  the  depression  in  Asia,  Wong  says 
it  has  nevertheless  taught  him  a 
lesson.  It  is  this: 
"Even  in  the  good 
times,  you  need  to 
be  conservative, 
totally  focused  and 
not  expand  beyond 
your  means.  The 
good  times  can 
never  last  forever. 
Things  come  in 
cvcles.  Always."  ■ 
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us/ness  and  government  leaders  from  aJ3JP^TTe"wor/d  w/7/  be  converging  on  Israel 
ext  week  for  the  Prime  Minister's  Jubilee  Business  Summit.  What  they  will  find  is  a 
ountry  where  pioneering  the  land  has  given  way  to  innovation  and  leadership  in 
igh  technology.  In  its  first  50  years  of  statehood,  Israel  has  come  a  long  way,  but  its 
chievements  may  pale  in  comparison  to  what  the  future  holds. 


ADVERTISEMENT  2 


Greeting  From  Benjamin  Netanyahu, 
Prime  Minister  of  Israel 

I  take  the  unique  opportunity  of  Israel's  50th  anniversary  celebration  to  wel- 
come your  participation  in  the  Prime  Minister's  Jubilee  Business  Summit. 

The  Israeli  economy  is  undergoing  a  process  of  structural  change  in  which 
the  importance  of  traditional  industries  is  on  the  decline,  while  that  of  the 
advanced  industries  is  increasing  at  an  astounding  pace.  The  economy  is  also 
undergoing  a  transformation  regardi7ig  the  role  of  government  and  the  struc- 
ture of  markets.  We  are  moving  toward  a  competitive  market  economy,  simi- 
lar to  that  of  the  world's  niost  advanced  countries. 

The  growth  rate  of  the  high-tech  sector-  including  electronics,  software  pro- 
gramming, biotechnology,  agrochemistry  and  more  -  has  increased  at  an 
annual  rate  of  20%,  and  accounts  for  the  bulk  of  our  industrial  exports. 

The  inflation  rate  has  been  dramatically  cut.  It  is  currently  at  a  30-year  low 
of  3%  to  4%,  and  we  are  committed  to  reducing  it  even  further  and  keeping  it  at 
levels  prevailing  in  most  developed  eountries.The  balance  of  payments  is  enjoy- 
ing a  bright  period,  with  the  scope  of  foreign  investment  in  the  Israeli  market 
reaching  an  all-time  record  in  1997  -  almost  4%  of  GDP  -  S3. 8  billion. 

The  government  is  implementing  a  series  of  structural  reforms  including 
opening  communications,  public  transportation,  electricity  production  and 
internal  aviation  to  competition;  increasing  competition  in  the  field  of  petrol 
service  stations;  and  privatizing  banks,  government  companies,  the  real  estate 
market,  the  international  airport  in  Haifa  and  more. 

Simultaneously,  the  government  has  carried  out  widespread  reforms  in  the 
financial  markets  while  implementing  foreign  currency  liberalization  and  trans- 
forming the  Israeli  shekel  into  an  exchangeable  currency  in  world  markets. 

Our  GDP  per  capita  exceeds  the  Western  European  average  of  S17,000  today, 
and  I  am  convinced  that  within  a  few  years  we  will  cross  the  S20,000  mark. 

I  encourage  all  businesspeople  to  visit  Israel  for  a  firsthand  look  at  our 
achievements. 
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As  the  State  of  Israel  celebrates  it 
50th  birthday,  what  used  to  be  : 
secret  is  now  out  in  the  open 
Whether  they're  from  North  Americ 
or  Europe,  Australia  or  South  Afric 
foreign  investors  have  for  year 
expressed  their  confidence  in  Israe 
companies,  and  their  confidence 
growing.  Each  year,  an  increasing  nunr 
ber  of  investors  take  advantage  of  th 
opportunity  to  invest  in  new  start-up 
with  seemingly  unlimited  potential. 

Israel's  appeal  to  foreign  investor 
will    be    discussed    in    depth    froc 
October    13-15,   1998,  as   Israel  we 
comes  more  than  2,000  business,  gor 
ernment  and  economic  leaders  froc 
around  the  world  to  Jerusalem  for  th 
Prime     Minister's     Jubilee     Busine 
Summit.  Top  executives  of  compani< 
with    a    long-established    presence 
Israel  will  be  joining  newcomers  wH 
are  exploring  the  terrain  for  the  fir 
time.  Corporate    participants   indue*" 
Cable   &  Wireless,  Motorola,  Applie 
Materials,  Siemens  and  Archer  Danief 
Midland  (ADM). 

Israel,  situated  at  the  crossroads 
Europe,  Africa  and  Asia,  has  alwa- 
been  a  popular  location  for  busine 
and  trade,  even  in  biblical  time 
Today,  as  the  State  enjoys  diplomat 
relations  with  more  than  160  cou 
tries,  investors  are  taking  advantage 
the  tremendous  opportunities  Isra 
has  to  offer,  including: 

one  of  the  most  attractive  inves 
ment  benefit  packages  of  any  cou 
try  in  the  world,  with  governme 
grants,  tax  incentives  and  a  level 
R&D  support  difficult  to  mat' 
almost  anywhere  else; 
the  most  highly  educated  workfor 
in  the  world; 

an  extremely  talented,  educated  ai 
experienced    immigrant    populati< 
with   cultural   and   business  ties 
practically  every  nation  in  the  wor 
the  only  country  to  have  free-tra    i 
agreements  with  both  the  U.S.  a 
the    EC,  plus    preferential    custot 
arrangements  with  others; 
more  than  90  venture  capital  fun 
focusing  on  high  technology  ready  ( 
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assist  and  encourage  new  business 
development; 

regional  development  plans  totaling 
billions  of  dollars  for  water- 
related  projects,  agriculture,  tourism, 
transportation,  energy  and  commu- 
nications; 

one  of  the  most  successful  technolog- 
ical incubator  programs  in  the  world; 
an  investment-grade  "A-"  rating 
from  Standard  &  Poor's,  and  an 
equivalent  rating  from  other  interna- 
tional rating  organizations; 
more  companies  traded  on  Nasdaq 
than  any  country  besides  the  U.S. 
and  Canada. 


T 


srael's  Human 
esources 

L  ■■  he  essential  core  condition 
for  Israel  as  an  attractive 
place  for  investment  has 
ways  been  the  high  quality  of  the 
raeli  workforce  and  its  inventiveness, 
"ive.  scientific  and  engineering 
rengths,"  says  Uzia  Galil,  chairman 
nd  CEO  of  the  high-tech  investment 
Dmpany    Elron    Electronic    Industries 

j  td.  (Nasdaq:  ELRNF).  Today,  Israel 
ads  the  world  in  the  number  of  sci- 
ntists   and   technicians   in   the  work- 

.  >rce,with  140  per  10,000  workers  (as 
pposed  to  80  in  the  U.S.,  over  70  in 
ipan  and  less  than  60  in  Germany). The 

j  ountry  also  boasts  the  world's  highest 
umber  per  capita  of  doctors  and  engi- 
eers.  One  quarter  of  the  population 
as  a  university  degree  (placing  Israel 
"lird  in  the  industrialized  world,  behind 
ie  U.S.  and  the  Netherlands),  and 
lore  than  one  in  nine  holds  an 
dvanced     degree.    Israel's     talented 

^migrant  population,  40%  of  which 
olds  an  academic  degree,  includes  in 
xcess  of  700,000  immigrants  from  the 
Drmer  Soviet  Union  who  came  in  the 
990s,  many  of  whom  are  scientists, 
ngineers  and  technicians.  Israel  also 
as  a  greater  percentage  (25%)  of  its 
vorkers  employed  in  technical  profes- 
ions  than  any  other  country,  and  ranks 
rst  in  the  number  of  scientific  publica- 
ions  per  capita,  well  ahead  of  the  U.S. 
nd  Canada. 
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From  Local  Start-up  to  Global  Pacesetter... 

From  Aerospace  to  Cyberspace  ... 

Elron  is  a  multinational  high  technology  holding  company 
based  in  Israel,  operating  on  the  cutting  edge  of  technology 
both  in  new  and  established  fields.  Through  affiliates,  Elron 
has  built  a  group  of  high  technology  companies  in  the  fields 
of  medical  diagnostic  imaging,  advanced  defense  electronics, 
communications,  semiconductors,  networking  services  and 
Internet  software. 

The  Elron  Group  is  entering  1998  with  a  sharpened  focus 
on  the  information  technology  market,  providing  advanced 
technologies,  products  and  services  for  the  information 
superhighway. 


£LRON 

ELECTRONIC  INDUSTRIES  LTD 


Advanced  Technology  Center 

PO.B.  1573,  Haifa  31015,  ISRAEL 
Tel.  972-4-8545000 
Fax.  972-4-8550248 

Elron's  shares  and  warrants  are  traded  on  the 
Tel  Aviv  Stock  Exchange  and  on  the  Nasdaq 
National  Market  under  the  symbol  ELRNF  and 
ELRWF. 

e-mail:  elron@elron.net 

web  site:  http://www.elron.com 
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Innovation  drives  the  semiconductor  industry. 
For  more  than  30  years  Applied  Materials  has 
provided  reliable  leading-edge  technology  to  the 
world's  chipmakers. Whether  it's  unique  solutions 
for  high-speed  transistors,  or  a  production-worthy 
approach  to  advanced  copper  interconnect,  the 
industry  turns  to  innovative  technologies  from 
Applied  Materials.  But  perhaps  our  most  significant 
innovation  is  our  ability  to  reduce  our  customers' 
risk  as  we  help  them  become  more  productive. 


Total  Innovation.  One  of  the  Total  Solutions  from  Applied  Materials. 


THE    INFORMATION    AGE    STARTS    HERE 
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Applied  Materials,  a  global  $4  billion 
Tipany  and  the  world's  largest  suppli- 
of  wafer-fabrication  systems  for  the 
niconductor  industry,  tapped  Israel's 
h-caliber  workforce  in  the  early 
90s."Our  involvement  in  Israel  start- 
about  eight  years  ago  with  a  small 
n  center  in  Tel  Aviv,"  explains  Dan 
lydan,  president  of  Applied  Materials. 
he  availability  of  talent  was  our  only 
vation.We  just  weren't  able  to  find 
ch  a  concentration  of  superior  talent 
the  U.S.  or  anywhere  else  in  the 
rid. The  desire  of  our  Israeli  employ- 
;  to  integrate  with  our  business  is 
matched,  and  it  has  been  a  big  factor 
our  success." 

Israel    also    has    another    distinct 
vantage.  Compulsory  military  service 

I  the  Israel  Defense  Forces  (IDF)  con- 
s  practical  technical  experience  and 
esses  the  importance  of  effective 
imwork.  Many  Israelis  who  previous- 
served  together  in  elite  IDF  units 
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have  continued  to  serve  together  on 
entrepreneurial  teams. This  background 
helped  tremendously  when  highly 
trained  engineers  and  technicians 
began  to  migrate  from  the  Israeli 
defense  sector  to  civilian  industries. 

High  Technology 

With  the  end  of  the  Cold  War 
following  the  breakup  of  the 
Soviet  empire  in  1989,  many 
industries  in  Israel,  like  the  U.S.,  were 
forced  to  adapt  from  a  military  to  a 
more  commercial  outlook.  Not  only 
were  many  Israeli  companies  already 
well  positioned  to  translate  skills  devel- 
oped for  military  needs  into  civilian 
products,  a  large  number  had  already 
begun  the  process  years  before. 

After  the  French  government  cut 
off  Israel's  advanced  weapons  supply  in 
1 967,  Israel  was  forced  to  rely  on  itself 
more  than  ever  to  develop  new  tech- 
nologies, explains  Galil.  The  Israelis 
decided  to  either  develop  better  origi- 
nal technologies  than  its  foreign  coun- 
terparts or  to  buy  foreign  weapon  sys- 
tems and  improve  them. This  approach 
succeeded  not  only  in  the  defense 
sphere  but  in  commercial  high  tech  as 
well,  where  Israel  began  to  earn  a 
worldwide  reputation  for  innovation 
and  creativity. 

High  technology  in  Israel,  like  in  the 


U.S.,  evolved  from  its  universities  and 
defense  research  laboratories,  creating 
a  human  and  technological  infrastruc- 
ture that  provided  a  launching  pad  for 
future  high-tech  industrial  develop- 
ment, according  to  Galil.  Inevitably, 
many  of  the  people  who  initially  devel- 
oped weapon  systems  later  entered 
the  private  sector  and  began  commer- 
cializing these  technologies. 

Today,  Israel  is  one  of  the  world's 
leading  technology  incubators,  boasting 
in  excess  of  2,000  high-tech  start-up 
companies,  more  than  any  other  coun- 
try besides  the  U.S.  One  of  the  most 
successful  high-tech  companies  leading 
the  way  from  military  to  civilian  devel- 
opment has  been  Tadiran  Ltd.  While 
remaining  one  of  Israel's  leading  forces 
in  defense  electronics,  at  the  same 
time,  the  company  used  its  experience 
in  military  communications  to  develop 
a  highly  successful  telecommunications 
business,  which  is  competing  with  many 
of  the  world's  leading  telecommunica- 
tions equipment  suppliers. 

There  are  many  Israeli  success  sto- 
ries in  the  field  of  telecommunications. 
Yet,  ECI  Telecom  Ltd.  (Nasdaq:  ECILF) 
clearly  stands  out.  Located  in  Petach 
Tikva,  near  Tel  Aviv,  ECI  manufactures 
digital  telecommunications  systems.  Its 
telecom  and  networking  systems  have 
been  deployed  by  telephone  operating 
companies  —  including  AT&T,  MCI  and 
British  Telecom  —  and  other  corpo- 
rate clients  in  more  than  140  countries 
worldwide.  With  over  6,000  terminals 
installed  throughout  the  world,  ECI 
Telecom  is  the  market  leader  in  digital 
circuit  multiplication  equipment,  which 
expands  the  capacity  of  analog  and  dig- 
ital telecom  systems,  including  fiber- 
optic and  satellite  networks,  with  an 
estimated  market  share  of  70%  to  80%. 
It  has  built  on  its  success  in  multiplica- 
tion equipment,  expanding  its  product 
line  to  include  network  systems,  access 
products  and  data  networking/Internet 
offerings  and  network  security 
systems.  Today,  ECI  Telecom's  sales  top 
$700  million  annually.They  should  soon 
reach  $1.2  billion  upon  the  planned 
merger    with   Tadiran   Telecommuni- 


ECI  Telecom's  Leading  Edge 

Networking  Solutions  Help  the 

World  Communicate  More 
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From  Brussels  to  Bombay...  from  Houston  to  Hunan...  the 
world  is  communicating  more  and  more.  And  ECI  Telecom 
goes  the  extra  mile  to  make  global  communications  a  cost- 
effective  proposition.  Whether  it's  introducing  the  concept 
of  toll-quality  international  traffic  compression  (a  key  factor 
in  creating  the  Global  Village)  or  enabling  super  fast  access 
to  the  Internet  or  sending  broadcast  quality  video  over 
broadband  networks,  you'll  always  find  us  at  the  crest  of 
technological  innovation. 


No  wonder  the  worlds  Service  Providers  use  ECI 
Telecom's  revolutionary  networking  solutions  to  offer  their 
customers  dramatically  improved  service  and  exciting 
new  capabilities. 

Of  course,  helping  the  world  communicate  more  won't 
make  it  a  perfect  place.  But  our  feeling  is  once  you  get 
people  talking,  anything  is  possible. 


Expanding  the  Limits  ofTelecommunications 


http://www.ecitele.co 


North  America  Tel :  +  1-407-33  1-5500    Fax   +  I  -407-767-033  I   Europe    Tel   +44- 1  2S6-388000    Fax:+44-1256-388180    Asia/Pacific    Tel: +852-2824-4  I  28    Fax:+852-2802-441 
Central  &  Eastern  Europe  and  CIS   Tel  +972-3-9266663   Fax  +972-3-9266452   South  America  Tel  +1-954-35 1 -4490   Fax:  +  1-954-351-4498   Israel  Tel: +972-3-9266555   Fax:+972-3-926671 
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ons.  which  is  slated  to  create  a 
ent  force  in  the  telecommunica- 
is  field. 

Few  high  tech  areas  have  attracted 
re  attention  than  Israel's  exploits  in 

field  of  Internet  software.  Dozens 
start-ups  have  focused  on  Internet 
•ducts,  making  Israel  the  world's  sec- 
1-largest  developer  of  Internet 
•ducts  outside  the  U.S.,  accounting 

5%  of  all  Internet  technologies. 
One  company  whose  product  has 
rid  recognition,  at  least  among 
ernet  addicts,  is  Mirabilis.  Its  ICQ 
hnology  enables  users  to  seek 
scific  contacts  on-line,  alert  them 
t  a  call  is  being  made  and 
nmunicate.The  business  community 
>k  notice  when  Mirabilis's  three 
•something  entrepreneurs  were 
jght  out  by  America  Online,  which 
•eed  to  purchase  Mirabilis  for  more 
an    $300    million.  Not   a   bad    price 

a  firm   that  had   not   recorded   a 
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Maman's  made-to-measure 
Third  Party  Logistic  Services 
include  warehousing,  inventory 
management,  order  processing, 
billing  and  collection  and 
source-to-shelf  supply 
management.  The  Company 
provides  added  value  services 
to  high  tech,  retail  and  food 
enterprises.  Using  leading 
edge  technologies,  Maman 
handles  stocks  of  over  half  a 
million  different  items  for 
companies  such  as:  Hamashbir 
Lazarchan,  Visa,  Teva 
Pharmaceuticals,  3AA,  Scitex, 
ELTA,  ELBIT,  HP  and  Digital. 


1i 


MAMAN 


Maman  Logistical  Operations 

I  972  •  8  -  927191 1  Fax:  972  -  8-9250523 
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ECI  Telecom's  DTX-600  is  the  newest  voice 
compression  solution,  providing  20: 1  toll-quality 
compression  for  high-volume  traffic  routes. 

single  dollar  (or  shekel)  of  revenues. 

Eastman  Kodak  similarly  loosened 
its  purse  strings  to  buy  51%  of 
PictureVision,  which  uses  the  Internet 
to  sell  photographs  to  consumers,  who 
can  share  their  photos  with  friends  and 
relatives  via  their  PCs.  Eastman  Kodak 
operated  in  the  same  area  as 
PictureVision,  but  was  duly  impressed 
with  the  operations  of  the  young 
company,  which  was  dominating  the 
market. 

In  computer/Internet  security,  Israel 
has  two  of  the  world's  top  players: 
Check  Poipt  Software  Technologies, 
which  is  the  dominant  firm  in  network 
security  firewalls,  and  Memco,  which 
focuses  on  security  for  open  systems. 
Illinois-based  Platinum  Technology 
recently  agreed  to  purchase  Memco  in 
an  exchange  of  stock  valued  at  hun- 
dreds of  millions  of  dollars  —  the 
largest  takeover  of  an  Israeli  company 
by  a  foreign  company  to  date. 

No  company  gets  more  credit  for 
fostering  Israel's  homegrown  electron- 
ics industry  than  Elron,  which  initiated 
Israel's  entry  into  communications,  mil- 
itary electronics  and  medical  imaging  in 
the  1960s.  It  was  a  pioneer,  investing  in 
the  forerunners  of  today's  Elbit  Ltd., 
Elbit  Systems  and  Elbit  Medical  Imaging, 
at  a  time  when  agriculture  was  still 
regarded  as  the  country's  major  indus- 
try and  when,  Elron's  Galil  says,  "it  was 
not  fashionable  in  Israel  to  be  so  obvi- 
ously in  business  to  make  money." 
Elron  is  now  focusing  strongly  on  infor- 


mation technology,  Internet  software 
and  services  and  network  management 
products,  having  made  recent  invest- 
ments in  several  companies  in  these 
fields. 

Venture  Capital 
in  Israel 

The  venture  capital  industry  was 
slow  in  getting  off  the  ground  in 
Israel.  As  recently  as  1991  there 
was  only  one  Israeli  venture  fund  oper- 
ating in  the  country.  Today,  there  are 
more  than  90  such  funds.  While  the 
Israeli  government  has  taken  a  more 
active  role  in  fostering  an  attractive 
business  environment,  prior  to  the 
early  1990s  it  was  still  difficult  for 
Israeli  start-ups  to  secure  initial  financ- 
ing. A  variety  of  factors  —  government 
bureaucracy,  foreign  currency  controls, 
high  corporate  and  personal  income 
taxes,  as  well  as  the  Arab  boycott  — 
led  to  doubts  among  many  potential 
investors  over  whether  they  could  see 
any  profits,  and  convinced  others  that 
Israel  was  a  risky  place  for  investment. 

Behind  the  scenes,  however,  a  num- 
ber of  initiatives  were  introduced  by 
the  government  that  laid  the  ground- 
work for  the  explosive  venture  capital 
industry  we  see  today.  Perhaps  the 
most  important,  according  to  Galil,  was 
the  elevation  of  the  Office  of  the  Chief 
Scientist  from  a  part-time  position  with 
little  real  power  to  a  potent  arm  of  the 
Ministry  of  Industry  and  Trade. Yozma,  a 
government-sponsored  venture  fund, 
was  established  to  bring  in  U.S.  venture 
funds  as  partners  and  even  protected 
their  investment  on  the  downside. "The 
participation  of  the  chief  scientist  in 
sharing  the  risk  was  probably  the  single 
most  significant  factor  contributing  to 
the  acceleration  of  industrial  and  high- 
tech  R&D  in  Israel,"  asserts  Galil. 

It  was  only  a  matter  of  time  before 
venture  capitalists  began  to  recognize 
the  enormous  advantages  that  invest- 
ment in  Israel  had  to  offer.  During  the 
1990s,  entrepreneurial  momentum, 
backed  by  venture  capital,  resulted  in 
the  establishment  of  hundreds  of  new 
high-tech    start-up    companies,    and 
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more  are  being  developed  every  year. 

"In  the  early  1990s,  things  really 
started  rolling,"  says  Galil,  "as  addition- 
al venture  capitalists  came  on  the  scene 
and  showed  how  it  was  feasible  to  fuel 
start-ups  and  reap  windfall  profits  from 
farsighted  investments."  In  addition,  he 
notes,  "the  world's  largest  technology 
corporations  began  to  perceive  the 
strength  of  Israeli  talent  as  a  develop- 
ment source  for  their  own  growth." 

Today,  the  venture  capital  funds  are 
getting  larger:  Few  are  being  launched 
with  $25  million  or  less,  whereas  the 
number  of  funds  that  have  raised  $50 
to  $100  million  —  and  some  even  in 
excess  of  $100  million  —  have  grown 
substantially.  Many  of  these  funds  are 
now  associated  with  U.S.  investment 
banks  or  foreign  investment  funds.  And 
there  is  increased  activity  from  institu- 
tions that  had  no  previous  connection 
to  Israel,  including  from  Asia,  the  finan- 
cial crises  notwithstanding. 


Elbit  Medical 
Imaging  System 


While  the  venture  capi- 
tal industry  is  still  relatively 
young,  there  have  been  sev- 
eral    exceptional     suc- 
cesses. One  of  these  was 
ESC     Medical     Systems 
(Nasdaq:  ESCMF).  When 
in    1992    ESC's    founder 
and      CEO      Shimon 
Eckhouse    managed    to 
secure    $0.5    million    in 
seed    money    from    two 
local  venture  capital  companies,  devel- 
opments began  to  move  rapidly. 

What  was  unusual  was  that  soon 
after  going  on  the  market  with  its  first 
product  —  a  laser  to  treat  varicose 
veins  —  ESC  began  turning  a  profit.  It 
quickly  began  to  add  to  its  product  line 
through  a  series  of  acquisitions,  starting 
with  Medic  Light  Tech  in  1995,  a  start- 
up that  was  developed  in  theTechnion 
incubator  near  Haifa.This  was  followed 
by  a  small  laser  device  company  and 
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Among  our  holdings  are: 

•  Teledata  Communications  (Nasdaq) 
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•  Orlite  Industries  (TASE) 

•  Bezeq  (TASE) 
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•  BVR  Technologies  (Nasdaq) 

•  Arel  Communications  and  Software 
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•  Taldor  Computer  Systems  (TASE) 

•  Memco  Software  (Nasdaq) 

•  Kaldash  group 
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Seattle-based  Luxar  Corp 
oration,  with  a  line  o 
compact  CO2  lasers. 

Meanwhile,  ESC  wen 
public  on  Nasdaq  ii 
January  1 996,  raising  $3: 
million. The  venture  firm 
played  a  key  role  in  help 
ing  structure  ESC  t 
enable  it  to  become  a  put 
lie  company.  By  the  end  of  thj 
year,  revenues  reached  $6 1  mi 
lion  and  the  company  netted  $18  mi 
lion.  In  1 997,  with  the  aid  of  acquis; 
tions,  revenues  jumped  to  $l  1 5  millio 
and  net  income  surged  to  $3  I  millioi 
As  1 998  opened,  ESC  completed  th 
acquisition  of  Laser  Industries,  a  leadir 
and  prestigious  supplier  of  laser-base 
technologies,  thereby  adding  more  tha 
20  different  laser  systems. 

While  not  all  venture  investmen 
in  Israel  have  worked  out  as  well  ; 
ESC  for  its  investors,  there  are  nume 
ous  success  stories  that  permitted  vei 
ture  capitalists  a  lucrative  exit  oppo 
tunity.  Check  Point,  Galileo  Technolog 
Gilat  Satellite  Networks  and  Orel- 
Communications  resulted  in  U.S.  publ 
offerings,  and  several  more  culminate 
in  corporate  buyouts  from  abroad. 

"Some  might  say  that  Israel  itself 
still  something  of  a  start-up  ventur 
accompanied  by  considerable  risl 
says  Galil.  "For  those  who  were  eat 
investors  in  its  technology-based  indt 
tries,  who  saw  the  spark  and  nurtun 
the  flame  through  long  periods  wh 
venture  capital  successes  were  few  ai 
far  between,  the  perspective  appea 
quite  different. 

"Venture  capital,"  Galil  continui 
"and  its  ignition  as  a  powerful  hif 
growth  industry  in  recent  yea 
appears  to  have  become  part  of  a  lai 
er  trend  toward  long-term  stability  a 
institution-building  in  Israeli  investmt 
and  financial  markets.  Few  in  the  Isra 
venture  capital  industry  are  looking) 
a  quick  exit." 

Although  the  rise  of  the  venu 
capital  industry  in  the  1990s  cc 
tributed  to  the  boom  in  investme 
activity,  there  were  additional  factors 
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well.  These  include  greater  deregula- 
tion of  industry,  economic  stabilization 
and  government  R&D  and  investment 
incentives. 

Israel's  warmer  relations  with  her 
neighbors  were  also  a  significant  factor 
and,  according  to  some,  the  most 
important.  "The  economic  benefits  of 


The  number  of  nations  with  which  we 
share  diplomatic  relations  nearly 
doubled.  And  foreign  investment  in 
Israel  rose  from  less  than  $400  million 
in  1992  to  $2.4  billion  in  1996." 
As  a  result,  says  Gaon,  "Israeli 
enterprises  have  found  themselves  on 
corporate   radar  screens  from  which 


VENTURE  CAPITAL  AND  PRIVATE  EQUITY  FUNDS 
Number  of  Funds  and  Capital  Raised  (December  1997) 

Existing  Funds  Planned  Funds  Total 

Number       $  mil  Number        $  mil         Number      $  mil 

64  1,715  10 

Equity     27  621  2 

91  2,336"  12 

Source:  Giza  Group 


Technology  VC               64 

1,715 

10 

800 

74 

2,515 

Other  Private  Equity     27 

621 

2 

100 

29 

721 

All  Funds                        91 

2,336 

12 

900 

103 

3,236 

the  peace  process  are  irrefutable," 
contends  Benjamin  Gaon,  the  chairman 
of  Delek,  a  leading  petroleum  products 
retailer.  "During  the  1990s,  Israel's 
GDP  increased  by  more  than  a  third. 


they  were  absent  in  the  past,  and 
Israeli  products  have  been  able  to 
penetrate  new  markets,  which  had 
previously  been  inhospitable  or 
completely  closed." 


Expanding  Israeli 
Presence  en  Wall 
Street  and  in  Europe 

There  are  currently  in  excess  of  10 
Israeli  companies  traded  o 
Nasdaq,  the  New  York  Stoc 
Exchange  and  the  American  Stoc 
Exchange,  more  than  any  counti  | 
besides  the  U.S.  and  Canada.  Whi 
recent  conditions  in  the  stock  marki  I 
have  dampened  the  appetite  of  t\ 
public  for  new  issues,  a  host  of  lsra< 
firms  are  using  the  lull  to  prepare  f<  |£ 
offerings  on  Wall  Street  on< 
conditions  are  again  conduchj 
to  going  public.  Several  Israeli  firnl 
have  become  institutional  favorite 
Companies  such  as  NICE  Systems, Te  J 
Pharmaceutical  and  Gilat  Satellite  ha 
developed  solid  track  records  with  fe 
disappointments  over  many  years.  E 
Telecom  is  probably  the  number  o| 
darling  of  Wall  Street  among  Israifc:: 
companies.  Its  leading  position  in  t 
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Founded  in  1992,  ESC  develops,  manufactures  and  markets  medical  devices  utilizing  both  lasers 
and  proprietary  intense  pulsed  light  source  technology.  Applications  of  the  products  include 

non-invasive  aesthetic  treatments  as  well  as  surgical  laser  systems  (Sharplan  &  Luxar)  for  ENT,  GYN,  neurosurgery 

and  other  medical  procedures. 
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With  nearly  700  employees, 
large  teams  of  expert  R&I) 
engineers,  a  global  distribution 
network  and  over  19,000  installed 
units  ESC  has  experienced 
extremely  rapid  growth. 
The  company's  shares  are 
traded  on  NASDAQ  (ESCMF). 


Financial  results  (restated  to  include  Laser  Ind.)       1-6/97     1-6/98 


Sales 


$84m       $123m 


Net  Income 

(excluding  merger  and  non-recurring  expenses) 


$18m        $26m 


Earnings  per  share  (fully  diluted) 


$0.65        $0.94 


0  v cr  80  %  of  ESC  sh  a  res  are  held  outside  of  Israet 
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Corporate  &IntL  Headquarters  Tel:  (972)4.959.9000  Fax:  (972)4.959.9050 

IS  Headquarters  Tel:  (1)800.562.5916  Fax:  (1)781.444.8812 

Website:  www.escmed.com 
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ecommunications  industry,  along 
(th  46  consecutive  quarters  of  earn- 
;s  growth,  has  earned  it  a  strong  fol- 
ving  among  investors.  "It's  the  good 
rnings  coupled  with  consistency  that 
|ke,'*  maintains  one  leading  research 
plyst.'They  are  technology  leaders  in 
hny  areas  in  their  field  and  they  bring 
khe  contracts." 

■  Interestingly,  Europe  has  become  a 
|w  venue  for  going  public  for  Israeli 
impanies.  There,  new  start-up  stock 
(changes  are  geared  to  attract  young, 
herging  companies,  and  Israeli  firms 
;;  biting.  Over  the  last  two  years,  a 
fzen  firms  have  made  initial  offerings 
I  European  exchanges. 

rivatization  Gives 
|anks  a  Boost 

he  privatization  process  in  Israel 
began  in  the  mid  1980s  and  has 
been  part  of  the  economic  plan  of 
ery  government  since  then.  The 
Dcess,  often  plagued  by  political 
stacles,  went  slowly  for  many  years, 
e  high  point  in  the  history  of  Israel's 
vatization  process,  according  to 
ev  Holtzman  of  the  Giza  Group,  an 


investment  bank  located  in  Tel  Aviv,  was 
the  success  in  privatization  of  the  bank- 
ing industry. 

In  1997,  the  government  was  able 
to  raise  an  unprecedented  $2.4  billion 
through  privatization  —  $2.1  billion 
from  the  privatizing  of  banks.  The 
biggest  of  1 997's  successes  for  privati- 
zation was  the  September  sale  of  a 
43%  controlling  interest  in  Bank 
Hapoalim,  Israeli's  largest  bank,  for 
$1.37  billion. The  purchaser  was  a  joint 
foreign/Israeli  investor  group  led  by 
cruise  ship  owner  Ted  Arison. The  sale, 
the  largest  privatization  transaction  to 
date,  was  a  momentous  one  for  the 
privatization  process,  says  Holtzman, 
since  it  demonstrated  in  a  resounding 
fashion  the  confidence  of  foreign 
investors  in  the  Israeli  economy. 

The  Hapoalim  privatization  was 
preceded  by  a  sale  of  shares  in  Bank 
Leumi  to  the  public  via  the  Tel  Aviv 
Stock  Exchange  for  $219  million.  For 
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Bank  Leumi,  Israel's  second-largest 
bank,  the  privatization  process  still  has 
some  way  to  go  before  it  is  completed 
and  a  shareholder  or  investment  group 
assumes  control.  "Still,"  says  Leumi 
President  Galia  Maor,"the  privatization 
process  is  a  welcome  and  refreshing 
change  from  the  past." 

Israel's  banking  system  is  well 
regarded  for  its  efficiency  and  advanced 
systems.  Yet,  according  to  Maor,  privati- 
zation will  allow  the  entire  industry  to 
continue  moving  forward  with  new 
services,  operate  with  greater  efficien- 
cy and  be  part  of  the  globalization  of 
the  banking  system. "There  will  be  bet- 
ter use  of  technology  in  particular,  with 
the  Internet,  PC  and  telephone  playing 
a  wider  role  in  banking  in  the  future," 
she  predicts. 

As  part  of  capital  market  reforms, 
banks  have  been  required  to  reduce 
their  holdings  in  non-banking  business- 
es to  a  maximum  of  25%.  By  the  end  of 
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CHASE.  The  right  relationship  is  everything.''*1 


©  1998  The  Chase  Manhattan  Corporation.  Chase  Securities  Inc.  is  a  subsidiary  of  The  Chase  Manhattan  Corporation 
and  a  Member  NASD/SIPC. 


ADVERTISEMENT   12 


1999,  they  will  have  to  further  slash 
these  interests  to  no  more  than  20%. 
Both  foreign  and  local  investors  have 
taken  advantage  of  opportunities  these 
divestitures  have  created.  Bank  Leumi 
decreased  its  holdings  in  Africa  Israel 
Investments  and  Migdal  Insurance,  for 
example,  while  control  of  Poalim 
Investments,  the  jewel  of  Bank 
Hapoalim's  non-banking  businesses, 
was  passed  to  the  Dovrat  Shrem 
Group.  New  management  at  Poalim 
Investments  has  directed  the  holding 
company's  focus  to  telecommunica- 
tions and  other  advanced  technologies 
and  additional  high  growth  and  export- 
oriented  industries. 

Opening  Industry 
to  Competition 

Privatization  has  been  one  factor  in 
creating   a    competitive    environ- 
ment. Just  as  crucial,  however,  has 
been    the    opening    of    monopolistic 


industries  to  competition.  New  laws, 
permitting  10%  of  Israel's  electricity 
production  to  be  in  the  hands  of 
private  producers,  are  just  now  starting 
to  intrude  on  the  Israel  Electric 
Corporation's  domination  of  electricity 
production. This  is  likely  to  be  the  first 
of  many  long-term  steps  that  open 
the  electric  industry  to  greater 
competition. 

The  communications  industry, 
though,  stands  out  as  an  example  of 
where  real  competition  has  completely 
transformed  the  local  industry.  "The 
Ministry  of  Communications  has  done 
a  superb  job  of  opening  the  market  to 
competition,"  declares  Jacob  Perry.  He 
should  know.  As  CEO  of  Cellcom, 
which  won  the  tender  to  operate 
Israel's  second  cellular  phone  network, 
he  saw  a  very  limited  local  industry 
explode  to  where,  on  a  per  capita  basis, 
Israel  ranks  fourth  in  the  world  in  cel- 
lular phone  usage. The  imminent  entry 
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"to  the  field  of  a  third  competito 
Partner  Communications,  doesn 
phase  Perry.  "It  will  only  further  stirr 
ulate  the  market,"  he  contends,  "an 
give  us  the  incentive  for  improving  cu: 
tomer  service." 

Competition  in  other  areas  of  con 
munications  has  similarly  sparked  be 
ter  services.  Bezeq  is  the  governmei 
controlled  telephone  company.  Tr 
advent  of  competition  in  the  Ion, 
distance  market  has  led  to  rates  fro 
Israel  being  slashed  from  very  high  le 
els  to  where  they  are  now  the  lowe 
in  the  world.  The  industry  received 
real  boost  as  international  telephor 
usage  soared. 

Future    developments   for    Israes 
communications   industry   include  tl 
near-term   opening  of  the   local  tel 
phone  market  to  competition,  as  wtr,,' 
as  the  introduction  of  satellite  servicer 
to  compete  with  the  five-firm  oligopc: :; 
in  the  cable  television  industry. 
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Foreign  Investors 
Get  Recognition 

The  list  of  foreign  investors  in  Isrc 
has       been       growing       rapidt  m 
Corporations    such    as    Cable 
Wireless,   Cylink,    Deutsche  Telekoi  ^.-> 
Intel,  IBM,  Kimberly  Clark,  Microso  popu 
Motorola,  RSL  Communications,  Sit  v 
Lee,  Siemens,  3-Com  and  Vishay  hsi»-; 
made  substantial  investments  in  \snr  e airea 
industry.  And  they  are  just  a  small  p;. :  »? 
of  the  growing  numbers.  As  part  oft  -7-: 
Prime     Minister's     Jubilee     Busin«i  j/V: 
Summit,  awards  will  be  made  to  ov«<  duces . 
seas  individuals  and  corporations  tl(  fcingdi 
made     significant     investments     a  :the wi 
unique  contributions  to  Israel's  ecor    ,£> 
my    over   the    last   decade,   includ  ^ 
those  cited  below. 

Applied    Materials   already   hac 
small  facility  in  Israel  when  at  the  t 
of  1 996,  the  company  purchased  t 
Israeli  companies,  Orbot  Instrumer 
which  made  inspection  equipment 
silicon  wafers,  and  Opal,  a  maker  of  s 
terns  for  measuring  critical  dimensii 
of  integrated  circuits.  Applied  Mater   ft 
paid  a  total  of  $285  million  for  the  t   rjjjs 
companies,  which  employed  close 
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■)  people.  The  reason  for  the  pur- 
■  se  of  Israeli  companies  was  not  sen- 
Ijental   but  pure  business,  contends 
■plied     Materials's     Dan     Maydan. 
■r'hen  we  bought  Orbot  and  Opal,  we 
ll  just  previously   made  a   strategic 
pision  to  move  into  metrology  and 
ection,"  he  says.  "We  are  a  compa- 
with  global  operations.  We  operate 
>ver  50  locations  in  1 2  countries  and 
look  for  opportunities  all  over  the 
Id.  We   were    interested    in    small 
npanies  that  could  integrate  easily 
a    our    operations.   While    there 
n't  many  companies  in  these  fields, 
al  and  Orbot  were  technology  lead- 
in  their  respective  niches  and  fit 
it  we  were  looking  for  precisely." 
Maydan    continues:   "We're    very 
ased    with    these    acquisitions    and 
ently  finished  integrating  their  oper- 
>ns  and  that  of  our  Israeli   design 
ter  into  a  distinct  profit  center." 

Although  Israel  isn't  naturally  suit- 
to  agriculture,  its  innovative  and  tal- 
ed  workforce  has  led  it  to  become 
;  of  the  most  advanced  and  produc- 
agricultural  nations  and  an  interna- 
lal  leader  in  cutting-edge  agricultur- 
technologies.  This  is  all  the  more 
larkable  considering  Israel's  increas- 
population,  decreasing  farmland 
i  limited  water  resources.  Inter- 
ional  agrotechnology  companies 
e  already  taken  notice  of  Israel's  tal- 
is and  have  begun  investing  here, 
e  of  the  largest  such  companies  has 
;n  Archer  Daniels  Midland,  which 
iduces  food  ingredients  to  meet  the 
wing  demand  for  nutrition  through- 
:  the  world. 

ADM,  which  already  had  invest- 
nts  in  Israel  in  specialty  soy  produc- 
n  and  vegetable  oil  refining,  recently 
de  a  major  investment  in  the 
allenge  Fund,  a  venture  capital 
d,  which  is  focused  on  Israeli  high- 
hnology  companies.  For  CEO  G. 
en  Andreas,  Israel  was  a  natural 
ce  for  ADM  to  invest. 

"Israel's  intelligent  and  dedicated 
rkforce  displays  a  truly  entrepre- 
jrial  spirit,"  says  Andreas.  "Driven  by 
;  basic  principles  of  the  free  enter- 


prise system,  Israel  has  demonstrated 
unparalleled  success  in  creating  jobs 
for  its  people  and  economic  develop- 
ment. We  share  this  spirit  and  consider 
Israel  a  unique  opportunity  for  the 
investment  of  our  technology  and  cap- 
ital in  building  on  the  promise  of  a  bet- 
ter world  for  our  children." 

ADM's  growing  global  network  of 
information,  production  and  trans- 
portation is  increasingly  critical  to 
meet  the  competitive  efficiencies 
required  in  the  agrotechnology  indus- 
try, says  Andreas.  "With  400  million 
people  located  throughout  the  Middle 
East  and  limits  to  the  availability  of  fer- 
tile land  for  the  production  of  food,  a 
solid  presence  in  the  region  is  an 
essential  element  in  the  development 
of  ADM's  global  strategy.  As  the  gate- 
way to  the  area,  Israel  was  selected  to 
demonstrate  our  commitment  to  the 
development  of  trade  and  investment 
in  the  region." 


Although  the  local  real  estate 
industry  has  only  limited  foreign  partic- 
ipation, there  is  one  notable  exception. 
That  is  Canadian  developer  David 
Azrieli,  the  man  who  brought  the  first 
enclosed  mall  to  Israel  in  1982  when  he 
built  Ayalon  Mall  in  Ramat  Gan.  That 
success  was  followed  by  the  Negev 
Mall  in  Beersheba  in  1990  and  the 
Jerusalem  Mall  in  1993,  the  largest 
shopping  center  in  the  Middle  East.The 
Shalom  Shopping  Mall,  Azrieli's  newest 
shopping  center,  covering  30,000 
square  meters  in  Tel  Aviv,  opened  in 
April  1998  and  is  just  part  of  Azrieli's 
grandest  project  —  the  Azrieli  Center. 
A  gigantic  three-tower  office  and  shop- 
ping complex,  it  is  located  on  eight 
acres  of  prime  real  estate  in  Tel  Aviv. 
The  350,000-square-meter  Azrieli 
Center  includes  apartments,  offices, 
stores  and  a  200-room  hotel  as  well  as 
a  48-story  circular  tower  with  a 
rooftop  helipad.  The  complex  will  be 
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Publicly  Traded  Companies 

♦  United  Mizrahi  Bank 

♦  Cvalim  Ltd.. 

♦  Coral  Beach  Eilat  Ltd. 

The  Ofer  Brothers  Group, 

♦  Ofer  Commercial  Centers  Ltd. 

founded  over  50  years  ago  by 

♦  Ofer  Brothers  Investments  Ltd. 

Yuli  and  Sammy  Ofer,  is  active 

♦  Melisron  Ltd. 

in  diversified  fields  in  Israel  and 

abroad,  including  shipping, 

Principal  Private  Companies 

development  and  management 

♦  Ofer  Brothers  Properties  (1957)  Ltd. 

of  commercial,  residential  and 

♦  Ofer  Maritime  Ltd. 

recreational  properties,  banking, 

♦  Ofer  Brothers  Hi-Tech 

the  wire  and  cable  industry, 

♦  Yozma  Venture  Capital  Ltd. 

scientific  and  technological 
research  and  energy  development. 

♦  Ofer  Brothers  Foreign  Investments  Ltd. 

♦  Ofer  (Power  Stations)  Ltd. 

1  Hanamal  Street,  Haifa,  Israel 

Telephone:  972-4-861  0610  Fax:  972-4-867  5666  E-mail:  mail@oferb.co.il 

The  Israel  Electric  Corporation 

A  POWERFUL 
OPPORTUNITY 
FOR  PARTNERSHIP 

■  Israel's  largest  company 

■  The  sole  supplier  of 
electricity  to  Israel  and  the 
Palestinian  Autonomy 

■  Successfully  meeting 
demand  that  doubles 
every  ten  years 

■  International  standards  of 
reliability,  affordability 
and  environmental 
responsibility 

■  Business  and  customer- 
oriented  structure 

■  1997  revenues: 
$2.2  billion 

■  Number  of  employees: 
over  14,000 

Recognized  by  the 
international  financial 
community:  A-  rating 
(Israel's  rating);  $1  billion 
raised  in  1996197;  $1  billion 
to  be  raised  in  1998 

Long-term  planning  well 
into  the  next  century 

You  are  invited  to  learn 
more  about  the  IEC  and  to 
explore  opportunities  for 
cooperation. 

Address 

P.O. B.  8810  Haifa  31086  Israel 
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one  of  the  five  largest  in  the  world  and 
the  largest  in  the  Middle  East  and  is 
expected  to  cost  more  than  $600  rtiiJ- 
lion  when  completed  later  this  year. 

Azrieli,  a  Montreal  resident  who 
was  born  in  Poland  and  lived  in  Israel 
between  1942  and  1950,  is  accelerating 
his  Israeli-based  activities.  He  recently 
bought  from  Bank  Leumi  a  75%  inter- 
est in  Kanit  Development,  which  has 
interests  in  properties  valued  at  $200 
million. 

When  it  comes  to  start-ups,  few 
companies  have  come  so  far  in  such  a 
short  time  frame  as  Cellcom  Israel.  It 
wasn't  venture  capital  that  helped 
establish  Cellcom.  The  company  was 
launched  in  December  1994  with  the 
backing  of  BellSouth  and  the  Safra 
banking  family,  after  winning  the  tender 
to  become  the  nation's  second  supplier 
of  cellular  network  services. 

Cellcom  achieved  full  cellular  cov- 
erage throughout  the  country  in  less 
than  a  year  and  today  serves  some  I 
million  subscribers,  more  than  its 
longer-established  rival.  It  was  helped 
by  an  aggressive  pricing  policy,  which 
offered  not  only  the  lowest  prices  in 
Israel  but  the  lowest  airtime  rates  in 
the  world. 

Cellcom  CEO  Jacob  Perry  gives 
much  credit  to  the  foreign  partners 
who  have  proved  to  be  an  integral  part 
of  Cellcom's  operations.  "Our  foreign 
partners  are  intimately  involved  in  set- 
ting policy,  identifying  industry  trends 
and  providing  assistance  in  areas  of 
technology,"  says  Perry.  "They  also  act 
as  a  source  on  which  to  learn  from 
long  industry  experience  and  they 
bring  financial  stability  and  strength  to 
the  company." 

Foreign  Investment 
Accelerating  for 
Infrastructure 
Projects 

A  rash  of  infrastructure  activity  is 
bringing  many  overseas  construc- 
tion companies  to  Israel's  shores. 
Projects  such  as  the  Trans-Israel 
Highway,  extending  from  the  north  of 
the  country  to  the  desert,  a  five  kilo- 


meter   tunnel    through    the    Carrr 
mountain   in  Haifa,  expansion  of  B 
Gurion    international   airport,  a   m; 
transit    system    for  Tel   Aviv    and 
improved  railway  network  are  amcx  -.-;: 
the  many  infrastructure  projects  eithi    ;;- 
under  way  or  on  the  drawing  board.;   ;  : 
most  cases,  overseas  firms  are  bci  -..;; 
supplying     technical     expertise    a  --; 
investing  in  the  projects. 

The    Israel    Electric   Corporati  -.  : 
(IEC),  the  largest  industrial  company  ;r 
the  country,  is  investing  heavily  in  maj$,::- 
plans  of  its  own  to  meet  the  spiral' 
electricity     needs     of    the     counter! 
Chairman  Gad  Yaacobi  points  out  d  Uf 
electricity   consumption   in    Israel  \    s  t 
grown  by  an  annual  rate  of  7.2%  o>    y: 
the  last  decade,  placing  it  third  amc  |.r 
industrial  countries,  behind  onlyTaiw  -;-: 
and  South  Korea.  The  growth  ratei  rr 
likely  to  subside  somewhat.  The  IE:   • 
capital  investment  program  is  based 
a  4%  to  5%  annual  growth  rate  in  ek  ' 
trie  power  demand,  and  the  utility 
investing  in  seven  new  generating  ur 
over  the  next  five  years  to  meet  thr 
requirements. 

The  IEC  has  looked  to  fore 
investment  to  meet  its  financing  nee 
Foreign  investment  in  the  IEC  throi 
the  purchase  of  long-term  bonds 
greater  than  in  any  other  corporat 
in  Israel.  In  the  past  two  years,  $  1 .4 
lion  was  raised  through  a  series 
notes  that  were  successfully  s 
abroad.  "We  are  now  totally  detacf 
from    government-financing    sourc 


(ill 


Israel  Electric  Corps  high  voltage  lines  at  th 
Dead  Sea  —  the  lowest  spot  in  the  world. 
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I  we  are  standing  on  our  own  two 

1:,"  says  Yaacobi,  who  feels  the  results 

liar  are  very  encouraging.  "We  sold 

Bbanks,  pension  and  trust  funds,  and 

■jrance  companies  without  any  pre- 

■js  connection  to  Israel."  The  future 

bright  for  the  IEC,  says  Yaacobi, 

ause  "we  are  regarded  as  a  solid, 

stant  and  stable  company  that  will 

vide  positive  results  for  many  more 

As  a  result,  the  IEC  is  planning 

ell  additional  notes  near  the  end  of 

year. 

purism  and  the 
fear  lOOO 

s  the  birthplace  of  Judaism, 
Christianity  and  Islam,  Israel 
attracts  approximately  2.3  million 
rists  each  year,  a  figure  that  is 
ected  to  rise  to  between  4  and  4.5 
lion  in  the  year  2000.  Tourism 
ister  Moshe  Katsav,  who  also  chairs 
Ministerial    Committee    for    the 


Millennium,  says  that  $300  million  has 
been  invested  so  far  in  preparation  for 
the  year  2000  —  mostly  in  infrastruc- 
ture —  and  that  $200  million  more  is 
expected  to  be  invested  in  the  next 
year  and  a  half.  Some  of  the  ongoing 
projects  include  the  Nazareth  2000 
project  infrastructure  development 
around  both  frontline  religious  sites 
and  also  the  wealth  of  historical, 
archaeological  and  cultural  attractions 
in  Jerusalem  and  elsewhere  throughout 
the  country. 

Over  the  past  several  years  many  of 
the  world's  leading  hotel  chains  — 
Holiday  Inn,  Day's  Inn,  Radisson,  Accor 
of  France  —  have  begun  operations  in 
Israel,  hoping  to  capitalize  not  only  on 
the  rush  of  tourists  arriving  for  the  mil- 
lennium but  on  the  long-term  tourism 
potential.  If  the  peace  with  neighboring 
countries  is  solidified,  Katsav  feels  that 
the  year  2000  will  be  but  a  springboard 
for    cooperation    on    several    regional 
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development  projects  at  the  Dead  Sea, 
the  Negev  and  Eilat  areas,  and  a  "Red 
Sea  Riviera." 

By  No  Means 
Provincial 

Israeli  companies  have  recognized 
that  they  are  operating  in  a  global 
economy  and  that  they  must  sell 
beyond  the  borders  of  Israel.  In  con- 
trast to  many  firms  that  have  become 
the  target  of  acquisitions,  some  compa- 
nies such  as  ECI  Telecom,  Makhteshim- 
Agan,  ESC  Medical, Teva  Pharmaceutical 
and  Elco  have  taken  steps  to  acquire 
firms  that  provide  them  with  techno- 
logical advantages,  marketing  prowess 
or  a  needed  foothold  in  foreign  markets. 

When  it  comes  to  extending  its 
reach  beyond  Israel,  Tadiran  Ltd.  is  a 
prime  example  of  a  firm  that  relied 
heavily  on  the  local  market.  It  manufac- 
tured world-class  communications  and 
defense  equipment  but  was  mostly 
internally  focused.  It  was  a  major  suppli- 
er of  telecommunications  equipment  to 
the  local  telephone  company,  Bezeq,  and 
its  defense  business  was  mostly  directed 
at  meeting  Israel's  needs.  While  Bezeq 
remains  a  key  local  customer,  and  the 
Israel  Defense  Forces  are  still  impor- 
tant, Tadiran  decided  to  reset  its  priori- 
ties to  capture  an  enlarged  share  of  the 
growing  international  telecommunica- 
tions and  defense  markets. 

In  1992,  export  sales  were  37%  of 
total  revenues.  By  1997,  this  figure  had 
risen  to  56%.  The  prognosis  is  for  the 
figure  to  jump  considerably  higher  over 
the  next  few  years  as  acquisitions  and 
major  marketing  efforts  combine  to 
make  Tadiran  an  important  internation- 
al force  in  both  communications  and 
defense. 

High  technology  will  continue  to 
be  the  catalyst  in  promoting  growth  of 
Israel's  economy  and  leading  the  way 
into  the  global  marketplace.  Israel  is  no 
longer  considered  as  having  an  emerg- 
ing economy.  At  50  years  of  age,  Israel 
has  arrived. 
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PRIME    MINISTER'S 

Jubilee  Business  Summit, 

lerusalem  October  13-15.1998 

At  the  Prime  Minister's  Jubilee  Business  Summit  to  take  place  on  October  13-15  1998,  Israel  salutes  those  who] 
have  put  their  faith  in  Israel's  growing  economy,  contributing  to  its  economic  independence,  advancing  the 
peace  process  and  the  well-being  of  our  region's  inhabitants. 

Jubilee  Award  recipients  confirmed  attendees: 


Mr.  Michael  Abeles 

Director,  JGL  Investments,  Australia 

Mr.  David  Mandie 

Chairman,  James  Richardson  Pty.  Ltd., 

Australia 

Dr.  John  M.  Schubert 

Managing  Director  &  CEO,  Pioneer 

International  Ltd.,  Australia 

Mr.  Joseph  Safra 

President,  Banco  Safra,  Brazil 

Mr.  David  Azrieli 

President,  Canpro  Investments  Ltd., 

Canada 

Mr.  John  M.  Beck,  P.  Eng. 

President,  Canadian  Highways 

International  Corporation,  Canada 

Mr.  F.  David  Radler 

Chairman,  Hollinger  International  Inc., 

Canada 

Mr.  Richard  H.  Brown,  Esq 

Chief  Executive,  Cable  &  Wireless  Pic, 

England 

Mr.  Ronald  Cohen 

Chairman,  Apax  Partners  &  Co.  Ltd., 

England 

Sir  Richard  Creenbury 

Chairman,  Marks  &  Spencer,  England 

Mr.  David  Lewis 

President,  Isrotel  Hotel 

Management  Ltd.,  England 

Mr.  Nicholas  Frank  Oppenheimer 

Chairman,  De  Beers  Consolidated  Mines 

Limited,  England 

Mr.  Bernard  Schreier 

Chairman,  CP  Holdings  Ltd.,  England 

Mr.  Robert  P.  Van  Der  Merwe 

President,  Kimberly-Clark  Europe, 

England 

Mr.  Peter  L.  Young 

Croup  Chief  Executive,  RMC  Croup  Pic, 

England 

Mr.  Franck  Riboud 

President,  Danone,  France 

Mr.  Antoine  Bernheim 

Chairman,  Assicurazioni  Generali,  Italy 

Mr.  Pascal  Castres  Saint  Martin 

COO,  L'Oreal,  France 

Mr.  Ferdinand  Piech 

Chairman,  Volkswagen  AC,  Germany 

Mr.  David  Taic 

Managing  Director,  Nahal  Group, 

Germany 


Mr.  Alexander  Tesler 

Chairman,  Lexan  Israel-Princess  Hotel, 

Germany 

Dr.  Heinrich  v.  Pierer 

President  &  CEO,  Siemens,  Germany 

Mr.  Chek  Ngee  Khoo 

Group  Managing  Director,  Hutchison 

Telecommunications  Ltd.,  Hong  Kong 

Mr.  Erwin  D.  Eisenberg 

Chairman,  Eisenberg  Group,  Israel 

Mr.  Leon  Koffler 

Chairman  &  CEO,  Super-Pharm 

(Israel)  Ltd.,  Israel 

Mr.  Jonathan  Kolber 

CEO,  Koor  Industries  Ltd.,  Israel 

Mr.  David  Hermelin 

U.S.  Ambassador  to  Norway,  Norway 

Mr.  Vladimir  Gousinsky 

President,  Most  Media,  Russia 

Dr.  Leslie  Fritz  Gunther  Frankel 

Chairman,  Altira  Investments  Ltd.,  Altira 

Properties  Ltd.,  South  Africa 

Mr.  Stephen  Koseff 

CEO,  Investec  Bank  Limited,  South  Africa 

Mr.  Ernesto  Bertarelli 

CEO,  Ares  Serono  International, 

Switzerland 

Mr.  Peter  Brabeck-Letmathe 

CEO,  Nestle  S.A.,  Switzerland 

Mr.  Bruce  Rappaport 

Chairman,  Far  East  Finance,  Switzerland 

Mr.  G.  Allen  Andreas 

CEO,  Archer  Daniels  Midland,  U.S.A. 

Mr.  Ted  Arison 

Arison  Investments  Ltd.,  U.S.A. 

Mr.  Eric  Benhamou 

CEO  &  Chairman  of  the  Board,  3Com 

U.S.A. 

Mr.  John  H.  Bryan 

Chairman  of  the  Board  &  CEO,  Sara  Lee 

Corp.,  U.S.A. 

Mr.  Marshall  Butler 

CEO,  AVX  Corporation,  U.S.A. 

Dr.  Vance  Coffman 

Chairman  and  CEO,  Lockheed  Martin 

Corporation,  U.S.A. 

Mr.  William  Davidson 

President  &  Chairman  of  the  Board, 

Guardian  Industries  Corp.,  U.S.A. 

Ms.  Judith  Estrin 

Chief  Technology  Officer,  Cisco  Systems 

Inc.,  U.S.A. 


At  thlS  CO nt6  TC  nCC  you  will  witness  both  the  challenge 
and  opportunity  of  the  new  Israel.  We  look  upon  the  private  sector  to 
be  the  engine  of  growth  in  the  new  competitive  climate  that  we  are 
creating  in  the  Israeli  economy.  This  is  the  time  to  join  us. 


SECRETARIAT:  Tel.  972-3-6440271  Fax.  972-36440273.  E-mail   oskr@netvision.net.il 


Mr.  Roger  S.  Fine 

Vice  President,  Johnson  &  Johnson,  U.S.A| 

Mr.  Christopher  B.  Galvin 

CEO,  Motorola  Inc.,  U.S.A. 

Mr.  Arie  Genger 

Chairman,  Trans-Resources  Inc.,  U.S.A. 

Mr.  Sam  Halpern 

Atlantic  Realty  Development  Corporation,] 

U.S.A. 

Mr.  Robert  J.  Hurst 

Vice  Chairman,  Goldman  Sachs  &  Co., 

U.S.A. 

Mr.  Robert  K.  Kraft 

CEO  &  President,  Rand-Whitney  and 

International  Forest  Products  Corp.,  U.S.A.| 

Mr.  Karl  J.  Krapek 

President,  Pratt  &  Whitney,  U.S.A. 

Mr.  Harvey  M.  Krueger 

Vice  Chairman,  Lehman  Brothers,  U.S.A. 

Mr.  Ronald  Lauder 

Chairman,  R.S.L.  Communications  Ltd., 

U.S.A. 

Mr.  Dan  Maydan 

President,  Applied  Materials  Inc.,  U.S.A. 

Mr.  Henry  Moskowitz 

President  Henry  Moskowitz  Real  Estate, 

U.S.A. 

Mr.  Lewis  C.  Pell 

Chairman,  Impulse  Dynamics  Inc.,  U.S.A. 

Mr.  Fernand  B.  Sarrat 

President  &  CEO,  Cylink  Corporation,  U.S.A. 

Mr.  Albert  Soffa 

Co  -  Founder,  Kulicke  &  Soffa 

Industries  Inc.,  U.S.A. 

Mr.  Michael  Steinhardt 

U.S.A. 

Mr.  Harry  Stonecipher 

President  and  COO,  Boeing,  U.S.A. 

Mr.  M.A.  Trachtenberg 

President,  ICF  Industries,  U.S.A. 

Mr.  John  M.  Trani 

Chairman  &  CEO,  The  Stanley  Works,  U.S.A. 

Mr.  Felix  Zandman 

Chairman  &  CEO,  Vishay 

Intertechnology  Inc.,  U.S.A. 


Summit  Partners 

BANK  HAPOALIM 

BEZEQ  -  The  Israel  Telecommunications  Corp.  Ltd 

CABLE  &  WIRELESS 

EL  AL- ISRAEL  AIRLINES 

GOLDMAN  SACHS  &  CO. 

ISRAEL  ELECTRIC  CORPORATION 

MOTOROLA  ISRAEL 
R.S.L.  COMMUNICATIONS  LTD. 
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iy  James  Cham] 


Champy 


Taking  stock 


The  debate  about  executive  compensation 
was  recently  stoked  when  Wall  Street  began 
its  long-anticipated  "correction."  With  so 
much  of  compensation  now  riding  on  the 
performance  of  company  stock,  the  near- 
term  earning  potential  for  many  executives 
has  dimmed. 

Several  chief  executives,  from  billionaires 
like  Oracle's  Larry  Ellison  to 
mere  millionaires  like  Occiden- 
tal's Ray  Irani,  found  their 
options  under  water.  Board  com- 
pensation committees  have  now 
begun  the  dreary  ritual  of  debat- 
ing whether  to  reprice  these 
options.  This  is  a  touchy  subject: 
Investors  don't  get  their  cost 
repriced  when  stocks  drop.  Why, 
a  lot  of  people  want  to  know, 
should  executives? 

Executive  recruiters  inevitably 
say  you  need  to  pay  up  to  get  the 
best  people.  Institutional  investors 
and  the  media  inherently  believe 
you're  paying  too  much. 

Now,  in  my  opinion,  is  a  good 
time  to  reexamine  the  whole  mmmmmm 

process.  Don't  get  me  wrong: 
I'm  a  fan  of  paying  executives  very,  very 
well  if  they  create  real,  long-term  sharehold- 
er value.  Good  chief  executive  officers  are 
not  a  dime  a  dozen.  Just  look  at  the  job 
lacing  the  board  committee  searching  for 
EDS'  new  chief  executive.  It's  not  an  easy 
job  to  run  a  company  of  that  size  in  normal 
times — never  mind  dealing  with  the  changes 
roiling  the  computer  services  industry.  The 
target  list  will  probably  be  short.  To  get  the 
right  person,  EDS  is  going  to  have  to  offer  a 
rich  package. 

But  are  stock  options  the  best  way?  As 
we've  recently  seen,  share  prices  can  move 
dramatically  up  and  down  on  broad  eco- 
nomic trends  that  may  have  little  or  nothing 
to  do  with  how  well  the  ceo  runs  the  busi- 
ness. There's  also  the  danger  a  chief  execu- 
tive could  take  actions — deep  cost  cuts,  for 
example — to  satisfy  Wall  Street  in  the  short 
term  but  harm  the  company  in  the  long 
term.  Just  look  at  the  heat  now  being  gen- 
erated around  Al  Dunlap  and  Sunbeam.  His 
early  "chain  saw"  restructuring  moves  were 


Share  prices 
can  move  up 
and  down  on 
trends  that 
may  have 
nothing  to  do 
with  how  well 
the  chief 
executive  runs 
the  business. 


applauded  by  Wall  Street;  indeed,  by  some 
of  the  same  people  who  are  now  his  critics. 

Here  are  some  thoughts  on  how  to 
improve  the  compensation  process: 

■  Consider  tying  a  significant  portion  of 
incentive  comp,  options  or  cash  to  things 
other  than  the  stock  price — to  long-term 
corporate  health,  perhaps.  Ford  seems  to 
take  the  lead  on  this  with  measures  like 
product  quality,  customer  satisfaction  and 
employee  relations.  Those  are  the  kinds  of 
things  that  will  build  a  great  company  over 
the  long  run  no  matter  what  the  stock 

market  or  the  economy  does. 
And  that's  what  a  chief  executive 
should  be  paid  to  do. 

■  Recognize  that  the  chief  exec- 
utive alone  does  not  drive  long- 
term  business  success.  As  leader- 
ship guru  Warren  Bennis  has 
been  arguing,  it's  often  a  group 
of  people  who  do  exceptional 
things.  So,  be  sure  that  everyone 
on  the  executive  team  is  count- 
ed, measured  and  rewarded. 

■  Consider  the  effect  on 
employee  morale  of  any  chief 
executive  compensation  pack- 
age. Granting  a  large  number  of 
options  to  executives  or  giving 
big  bonuses  while  other  people 

^m^^ma      are  being  laid  off  is  not  my  idea 
of  smart  policy.  Greed  is  not  an 
admired  virtue.  Timing  and  perception  are 
as  important  as  amounts. 

■  Large  option  grants  work  best  if  they 
are  widely  shared  within  a  company.  Look 
at  Bill  Gates.  He  is  loved  and  admired  by 
the  people  within  Microsoft.  Why?  He's  a 
good  manager  who  has  earned  his  rewards 
and  has  shared  them  broadly  within  his 
company. 

Earlier  this  year,  PepsiCo's  Roger 
Enrico  donated  his  entire  $900,000 
annual  salary  to  fund  scholarships  for 
employee  children.  Cynics  will,  of  course, 
point  out  that  the  salary  is  only  a  small 
part  of  his  compensation,  but  they  miss 
the  point,  illustrating  Oscar  Wilde's  obser- 
vation that  a  cynic  is  someone  who  knows 
the  price  of  everything  and  the  value  of 
nothing.  Enrico's  gesture  has  true  value: 
It  shows  employees  that  the  boss  is  willing 
to  share  his  good  fortune  with  them.  Evi- 
dence, if  further  evidence  were  needed, 
that  Pepsi's  board  has  its  chief  executive 
pay  policy  balanced  right.  H 


ames  Champy,  coauthor  of  Reengineering  the  Corporation,  is  chairman  of  consulting  for  Perot  Systems  Corp. 
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Want  to  build  a  software  company?  Your  dollars  will  go 
a  lot  further  in  Texas  than  in  California. 

Startup  City 


is  in 


By  Daniel  Fisher 

When  former  ibm  executive 
Andrew  Heller  got  tired  of  nurturing 
new  high-tech  startups  in  Silicon 
Valley,  he  took  his  multimillion-dollar 
pile  to  Austin.  That  was  in  1993. 
Now  5 1 ,  he  is  advising  a  profusion  of 
would-be  entrepreneurs  in  what  has 
become  a  hot  spot  for  technology 
startups. 

"I  look  at  40  to  50  business  plans 
a  month,"  boasts  Heller,  who  buzzes 
around  the  Texas  hills  in  his  twin- 


engine  Beechcraft  Duke  when 
he's  not  talking  to  young  entrepre- 
neurs. "I  used  to  do  more,  but  I  made 
an  agreement  with  my  wife  to  cut 
down  to  working  90  hours  a  week 
from  120." 

Only  slightly  less  busy  is  Michael 
Maples,  who  was  executive  vice 
president  in  charge  of  the  software 
division  at  Microsoft  from  1992 
to  1995.  Last  year  he  moved 
from  Seattle  to  a  1,450-acre  ranch 


west  of  town.   Maples,   56,  splif 
his    time    between    raising    exotil   ( 
"imported  game  and  advising  loc; 
entrepreneurs. 

Then  there's  James  Treybig,  th 
colorful  Texan  who  founde 
Tandem  Computers  Inc.  in  1971 
headquartering  it,  naturally,  in  Cal 
fornia.  Treybig  moved  to  a  ranc 
outside  of  Austin  two  years  ag< 
shortly  before  Tandem  was  sold  t 
Compaq  Computer  Corp.  for  S3, 
billion.  Now  Treybig,  58,  spends  h 
time  advising  a  series  of  young  con 
panies  on  recruiting  managers  araj 
raising  capital  as  a  venture  partnt 
with  Austin  Ventures,  the  town 
dominant  venture  capital  outfit. 

The        collective        brainpowti  :: 
and  experience  of  Heller,  Maple 
and  Treybig  are  important  contribi 
tions  to  Austin's  new  status  as  a 
alternative  Silicon  Valley.  Add  Austin 

temperate        climate  . 
affordable  real  estate- 
you    can    still    get 
decent       home      ft    irepr 
S200,000— and    lac    ;  ,: 
of  state  income  taxe     ; 
and  it's  not  hard  t    ^ 
see  why  Austin  is  grab   rati 
bing    more    than    i     Sai 


jnd 


share  of  venture  capit 
and  young  entrepn 
neurs  (see  table,  p.  110 
Austin-area  softwa: 
firms  pulled  in  S72  mi 
lion  in  venture  capit 
funding  in  the  first  s 
months  of  this  yea 
according  to  accoui 
tants  Pricew  aterhous' 
Coopers.  That  pal 
beside  the  almost  S 
billion  showered  on  S 
icon  Valley  softwa 
firms  during  the  san  ^ 
period  but  is  sev< 
times  as  much  as  Aust 
got  in  all  of  199 
Austin  has  reached  cri 
ical  mass  as  a  technob 
gy  center.  In  or  ne  - 
Austin  are  $15  billic 
Dell  Computer,  tl 
MCC  research  conso 
tium,  IBM's  fast-gro\ 
ing  Tivoli  Systems  di\ 
sion  and  a  Universi 
of  Texas  campus  that 


Kr 
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pome  to  more  than  2,000 
:>udding  computer  scientists. 
!  The  number  of  software 
nrms  in  Austin  has  doubled, 
o  about  800,  in  the  past 
ive  vears.  Roger  McNamee, 
}  general  partner  at  Integral 
I'apital  Partners,  a  Menlo 
j'ark,  Calif,  venture  capital 
Jnd  public  investing  firm, 
:avs  Austin  has  moved 
jhead  of  Seattle  and  Atlanta 
In  the  quality  of  its  software 
jtartups — and  is  coming  up 
last  on  Boston. 
I  Ten  years  ago  semiretired 
.  xecutives  like  Heller  or 
.laples  would  have  had  a 
hard  time  finding  much  to 
■o  here  other  than  play 
polf.  Back  then  Austin  was 
[till  reeling  from  the  Texas 
lavings  and-loan  collapse. 
knstin  Ventures  was  the 
pnly  local  firm  funding 
technology  deals.  Budding 
Entrepreneurs  usually  had 
jo  fly  in  a  lawyer  from  San 
Francisco  to  draw  up  the 
papers.  Not  any  more, 
f  armello  Gordian,  a  lawyer 
It  San  Francisco-based 
probeck,  Phleger  &  Harri- 
lon,  one  of  the  top  Silicon 
•v'allcY  law  firms,  persuaded 
pis  firm  to  open  an  Austin 
latcllitc  office  in  1994.  The  40- 
•awyer  branch  has  participated  in 
over  S250  million  in  venture  capital 
feals  over  the  past  18  months. 

The  capital  is  getting  recycled, 
roimded  in  1989  by  two  former 
»b.m  engineers  with  $3.5  million  in 
junding  from  Austin  Ventures, 
l["ivoli  was  one  of  the  first  companies 
lo  develop  software  to  manage  net- 
works of  disparate  PCs,  workstations 
l.nd  servers.  IBM's  purchase  of  the 
i  ompany  in  1996  for  $743  million 
made  millionaires  of  several  dozen 
Civoli  executives  and  engineers. 

The  Tivoli  veterans  turned  their 
ftttention  to  the  Internet,  which — 
like  the  client-server  business  in  the 
parly  1990s — is  still  a  chaotic  envi- 
ronment, with  lots  of  opportunity,  a 
Profusion  of  different  computer  sys- 
jems  and  no  dominant  players. 
Tivoli  founder  Robert  Fabbio  start- 
ed Dazel  Corp.,  which  has  devel- 


oped software  that  uses  the  Internet 
to  transmit  documents  such  as 
invoices  and  memos  across  global 
networks  to  facsimile  machines  and 
printers.  Dazel  has  raised  $23  mil- 
lion from  Austin  Ventures,  Gold- 
man, Sachs  and  others.  The  150- 
employee  company  expects  to  top 
$25  million  in  business  this  year. 

Former  Tivoli  executives,  including 
Maples'  son,  Michael  Maples  Jr.,  30, 
are  among  the  founders  of  Motive 
Communications,  a  developer  of 
technical  support  software.  Since  its 
founding  in  May  1997  Motive  has 
raised  $15  million  in  venture  capital 
financing  and  has  a  blue-chip  client 
list,  that  includes  Microsoft  and 
Netscape  Communications. 

Ross  Garber,  32,  moved  to 
Austin  from  Massachusetts  in  1994 
for  "hot  startups,  warm  weather 
and  affordable  geography."  After  a 
brief  stint  with  Dazel,  the  market- 


ing executive  quit  to  form  his  own 
company,  Vigniette  Corp.  Garber 
read  every  Internet  trade  publica- 
tion he  could  get  his  hands  on  and 
began  cold-calling  the  executives 
quoted  in  them  to  see  what  they 
wanted  in  Internet  software.  Soon, 
Austin  Ventures  and  another  com- 
pany, Sigma  Partners,  handed 
$400,000  to  Garber  and  his  part- 
ner, IBM  alumnus  Neil  Webber. 
That  was  in  1995. 

The  pair  came  up  with  software 
that  tracks  the  "footprints"  of  visi- 
tors as  they  move  through  Web 
sites;  the  collected  data  can  be  used 
to  present  targeted  content  and  sales 
pitches.  Their  Vigniette  Corp.  has 
200  employees  and  cumulative  ven- 
ture funding  of  $27.8  million;  its 
value,  in  the  last  round  of  financing, 
was  pegged  at  $125  million. 

"We've  gotten  this  empire  to- 
gether in  a  very  short  time,  and 
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there  wasn't  an  original  idea 
involved,"  crows  Garber. 
Treybig,  the  Tandem 
founder,  got  involved  with 
Vigniette  when  it  was  just  a 
16-employee  company  and 
gave  Garber  and  Webber 
advice  on  hiring  managers 
and  positioning  it  for  rapid 
growth.  Then  he  got  out. 
"I'm  not  a  founder.  I  don't 
like  to  work  60  hours  a 
week,"  he  says. 

Treybig,  Heller  and 
Maples  all  had  a  hand  in 
building  Smart  Tech- 
nologies, an  Austin  compa- 
ny that  wants  to  be  to 
Internet  software  what 
German  software  giant  SAP 
is  to  industrial  automation. 
Smart  Technologies  co- 
founder  Jeffrey  DeCoux, 
then  only  23,  had  vague 
plans  for  an  Internet  soft- 
ware firm  when  he  met 
Heller  at  a  conference 
on  startup  financing  in 
early  1995. 

Heller  agreed,  reluc- 
tantly, to  help  DeCoux  and 
his  equally  youthful  part- 
ners, Mark  Benson  and 
Jason  Parrish,  although  he  didn't 
expect  much.  "I  kept  thinking 
they'd  disappear,"  Heller  recalls. 
"They'd  say,  'Hey  boss,'  and  I'd  say, 
'I'm  not  your  boss.'" 

Boss  or  not,  Heller  helped  focus 
the  company  on  a  single  idea:  soft- 
ware that  pulls  together  all  the  data 


a  company  needs  to  communicate 
and  consummate  sales  with  its  cus- 
tomers. That  done,  Heller  intro- 
duced DeCoux  and  his  partners  to 
venture  capitalists  and  brought  in 
his  friend  Treybig  as  chairman. 
Maples,  who  oversaw  the  develop- 
ment of  the  Windows  95  operating 


system   at   Microsoft,   is   now   ai 
adviser. 

The  firm  expects  sales  of  $16  mil 
lion  this  year.  DeCoux,  now  27 
marvels  at  what  he  has  accomplished 
in  such  a  short  time.  "I  was  amaze< 
at  the  quality  of  people  we  were  abl 
to  get,"  he  says. 


IPO  fodder 

When  the  market  for  new  technology  issues  picks  up,  these  Austin-area  firms  are  ready. 


Company/product 

Founders 

Year 

founded 

Employees 

Venture 
financing  ($mil) 

Est  1998 
revenue  ($mil 

Acuity/WebCenter,  Internet  customer  interaction  software 

Andrew  Busey 

1995 

110 

$20 

not  disclosed 

Dazel/Software  to  transmit,  print  documents  across  wide  network 

Robert  Fabbio 

1991 

150 

23 

$25  to  $30 

Garden  Escape/Gardening  supplies  sold  over  the  Internet 

Clifford  Sharpies, 

Lisa  Sharpies,  Jamie  O'Neill 

1995 

60 

28 

10 

Jato  Technologies/Gigabit  ethernet  controllers 

Walter  Thirion.  Michael  Elswick, 
Peter  Rauch,  Brooks  Ivey 

1996 

30 

6.5 

not  disclosed 

Motive  Communications/Internet  technical  support  software 

Michael  Maples  Jr.,  Brian  Vetter, 
Scott  Abel,  Tom  Bereiter,  Scott  Harmon 

1997 

40 

15 

not  disclosed 

Smart  Technologies/Internet  customer  interaction  software 
Vigniette/Software  to  set  up  Web  sites  and  a     lor  traffic 
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Mark  Benson,  Jeffrey  DeCoux,  1996  160 

Jason  Parrish 

Neil  Webber.  Ross  Garber  1995  200 


17 
27.8 


16 
not  disclosec 
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This  guy  is  some  salesman!  He  manages  to  sell  left-hand-drive  cars 
to  a  country  where  they  drive  on  the  left  side  of  the  road. . 

Detroit's  gift  to  Namibia 


By  Pranay  Gupte 

Don  H.  Barden  gave  a  lavish  party 
in  June  at  the  swank  Roostertail  club 
in  Detroit  to  mark  his  tenth  wedding 
anniversary.  Hundreds  of  guests — 
some  of  them  local  pols — clapped 
loudly  as  the  54-year-old  car  dealer 
and  casino  owner  slipped  a  13-carat 
diamond  ring  on  the  finger  of  his 
wife,  Bella  Marshall-Barden.  The 
well-fed  guests  chuckled  apprecia- 
tively when  Barden  announced  he 
had  bought  himself  a  gift,  too:  a  rasp- 
berry Bentley. 

To  soften  the  image  of 
extravagance,  Barden 

solemnly  declared  that  the 
party  had  a  deeper  signifi- 
cance. It  was  a  demonstra- 
tion of  how  a  black  entrepre- 
neur, a  college  dropout — one 
of  13  children  born  to  work- 
ing-class parents  Milton  and 
Hortense  Barden  in 
Detroit — could  overcome 
the  odds  in  America.  And  so 
it  seemed.  A  few  weeks  after 
the  anniversary  bash  Barden 
escorted  performer  Michael 
Jackson  around  Detroit  and 
then  announced  that  they 
would  partner  to  build  a  bil-  HH 
lion-dollar  entertainment 
complex  to  attract  visitors  and  their 
money  to  Barden's  home  town.  To 
be  called  Majestic  Kingdom,  it  would 
include  a  casino,  an  800-room  hotel, 
botanical  gardens,  nightclubs,  restau- 
rants and  the  Michael  Jackson 
Thriller  Theme  Park.  The  park  would 
have  a  roller  coaster  with  bubble - 
enclosed  cars  for  wintertime  rides. 
Majestic  Kingdom  would  employ 
about  6,000  people.  Don  Barden 
cuts  an  expansive  figure  around 
Detroit  these  days. 

But  halfway  around  the  world  from 
Detroit,  in  the  barren  southern 
African  nation  of  Namibia,  opinions 
cw  Barden  are  considerably  less  favor 
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able.  A  vast  (328,100  square  miles) 
and  sparsely  populated  (1.7  million) 
land,  Namibia  is  ruled  by  Sam 
Nujoma,  a  onetime  socialist  revolu- 
tionary who  became  president  in 
1990.  Barden  has  cultivated  Nujoma 
extensively  and  escorted  him  around 
Detroit  in  1995  amid  much  fanfare.  In 
1997  Barden  landed  a  $30  million 
contract  with  the  Namibian  govern- 
ment. A  General  Motors  dealer, 
Barden    promised    to    deliver    824 


Comrades  Don  Barden,  Michael  Jackson  and  Sam  Nujoma 
Handshake  in  Namibia:  celebrities  in  self-service? 


Chevrolet  pickup  trucks  for  police  and 
other  government  use.  There  were  no 
bids  for  the  project,  just  Nujoma  \ 
command.  The  first  trucks  started 
trickling  in  this  past  January,  but  most 
sit,  unusable,  in  open  lots  under  the 
hot  sun.  They  were  standard  American 
left-hand  drive  in  a  country  where 
traffic  travels  on  the  left.  Namibia 
would  have  to  spend  an  additional 
$15  million  to  convert  the  pickups  to 
right-hand  drive. 

The  local  cops  are  unhappy.  In  a 
poor  country  where  gasoline  costs  are 
high  ($8.30  per  gallon  in  Namibian 
dollars,  or  SI. 40  in  U.S.  dollars),  the 
(hews  are  not  very  fuel -efficient,  and 


are  sprung  for  paved  highwavs  rathei 
than  for  the  dirt  tracks  that  serve  foi 
roads  in  this  country.  "These  vehicles 
are  big  fuel-guzzlers,  totally  unsuitable 
for  our  roads,"  complains  Rem\ 
Moens,  president  of  the  Namibir 
Motor  Industries  Federation.  His  con- 
tention is  supported  privately  bv  police 
and  government  officials,  though 
understandably,  they  decline  to  criticize 
Nujoma  on  the  record. 

No  problem,  said  Barden,  who  pro- 
ceeded to  win  a  contract  tc 
convert  the  trucks  to  right 
hand  drive.  When  the  conver- 
sions are  completed,  the  pick- 
ups will  have  cost  this  pooi 
country  $54,000  each. 

Meanwhile,  Barden  Inter- 
national, the  company  thd 
Detroit  entrepreneur  has  se* 
up  in  a  modern  industrial  part 
in  Namibia's  capital,  Wind^ 
hoek,  has  been  slow  to  wort 
on  the  conversions,  and  the 
hundreds  of  promised  job: 
have  yet  to  materialize.  Abou 
31  Namibians  have  bee: 
brought  by  Barden  to  thi 
U.S.  for  training,  and  that': 
about  it.  When  a  reporter  ir 
Windhoek  asked  Nujoma  wto 
Namibia  was  buying  left-handee 
Che\ies  from  Barden  instead  of  cheap 
er  right-handed  ones  from  GM  plants  it 
neighboring  South  Africa,  Nujom;  ;... 
replied,  testily:  "We  want  Americai 
products,  not  ones  from  those  white 
in  South  Africa.  We  don't  want  to  giv< 
our  money  back  to  white  colonials."  i 
curious  statement,  considering  tha 
South  Africa  has  for  the  last  four  year 
had  a  predominately  black  govern 
ment,  led  by  one  of  the  world's  grea 
statesmen,  Nelson  Mandela. 

Interviewed  in  his  well-appointee 
river-view  office  in  Detroit's  Renais 
sance  Center,  Barden  brushed  asidi 
questions  about  this  and  other  deal 
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irith  the  comment  that  his  critics  were 
''hostile  to  black  people  controlling 
their  own  destiny."  It  is  a  phrase  that 
Barden  has  used  frequently  whenever 
iiis  deals  have  come  under  tire.  He  used 
it  when  he  served  as  a  city  councilman 
in  Lorain,  Ohio;  when  he  published  a 
weekly  newspaper;  when  he  hosted  a 
rv  talk  show;  and  when  he  had  inter- 

sts  in  radio  and  cable  stations  in  Illi- 
nois, iYlichigan  and  Ohio.  "You  know," 
he  went  on,  "some  people,  including  a 
lot  of  my  own  people,  cannot  compre- 
hend that  a  black  man  could  be  suc- 

essh.il.  It's  the  age-old  mentality  grow- 
ing out  of  oppression  of  black  people. 
^They've]  got  to  say  that  you're  dirty, 
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that  you're  connected  to  some  unsa- 
vory this  or  that." 

What  about  businesspeople  in 
Namibia  who  openly  complain  about 
his  pickup  truck  deal?  Barden  respond- 
ed by  singling  out  Harold  Pupkewitz, 
a  white  Toyota  dealer  who  is  the  dean 
of  Windhoek's  multiracial  business 
community.  Barden  is  bitter  about 
Pupkewitz,  whom  he  accuses  of  schem- 
ing to  keep  out  competition.  "We  were 
kicking  his  butt.  The  people  who  are 
displeased  are  those  who  are  for  the 
first  time  facing  competition  from  the 
Americans." 

Pupkewitz  responds  that  the  objec- 
tion of  the  Motor  Industries  Federation 


Casino  entrepreneur  Barden 
Playing  the  race  card. 


was  "purely  on  the  grounds 
of  the  circumvention  of  the 
tender  board  and  its  pro- 
cedures." Yes,  of  course  he 
wanted  the  deal  for  Toyota, 
Pupkewitz  says,  and  claims 
he  would  have  won  it  had 
the  bidding  been  open. 
"Our  objection  was  purely 
on  the  grounds  of  the  un- 
conventional manner  in 
which  the  business  was 
done.  Our  government 
went  into  [the  deal  with 
Barden]  without  knowing 
all  the  intricacies  of  the 
motor  trade." 

Don  Barden's  business 
has  often  benefited  from 
his  political  connections. 
An  early  business  coup  was 
in  his  native  Michigan 
where  he  won  a  contract 
for  cable  TV  in  the  small 
community  of  Inkster.  He 
developed  real  estate  in  the 
depressed  Rust  Belt  town 
of  Lorain,  Ohio.  Today  he 
owns  Gary,  Ind.'s  Majestic 
Star  riverboat-casino  com- 
plex, a  $150  million  invest- 
ment. Right  now  Barden  is 
trying  to  get  a  license  for  a 
casino  in  Detroit.  Mayor 
Dennis  Archer  turned  him 
down.  Barden  demanded  a 
referendum,  insisting  that 
Archer  had  treated  him 
unfairly.  This  prompted  the 
business  editor  of  the  Detroit  News  to 
write:  "It's  simply  difficult  to  believe 
that  his  [Barden's]  personal  enrichment 
would  lift  an  entire  race  of  people  any 
more  than  Bill  Gates'  fortune  lifts 
whites." 

That  didn't  stop  Barden.  In  his  cam- 
paign to  win  the  Detroit  casino,  he 
played  the  race  card  again  by  bringing 
in  Michael  Jackson  and  Stevie  Wonder. 
New  York's  rabble-rousing  politician  Al 
Sharpton  also  campaigned  for  him. 

Black  or  white,  Detroit's  voters 
didn't  buy  it.  On  Aug.  4  they  voted 
55%  to  45%  against  granting  him  the 
license.  Too  bad  they  don't  have  refer- 
endums  like  that  in  Namibia.  mt 
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"I've  been  a  victim 
of  domestic  violence. 

And  I  know  that 
hope  survives." 


As  someone  who  survived  a  violent  and  abusive  relationship, 

Cynthia  Gonzalez  knows  first  hand  that  beyond  the  pain,  there  is  hope.  For  women  like  Cynthia,  the 

chance  for  a  brighter  future  becomes  a  reality  through  Doors  of  Hope  —  our  initiative  in  partnership 

with  the  National  Network  to  End  Domestic  Violence  Fund.  Through  this  major  network  of  state-wide 

domestic  violence  organizations,  Doors  of  Hope  is  helping  battered  women  and  their  children  build 

their  lives  anew.  Providing  direct  assistance  in  the  form  of  food,  clothing,  shelter  and  counseling. 

Offering  long-term  support  through  community  outreach  and  job  training.  And  being  there  to  care 

when  caring  makes  the  difference  between  despair  and  hope. 

The  Philip  Morris  family  of  companies  is  working  to  provide  new  resources  in  the  struggle 

to  end  domestic  violence.  Through  our  collaboration  with  the  National  Network  to  End  Domestic 

Violence  Fund,  Doors  of  Hope  is  just  a  part  of  our  commitment  of  giving  to  people  in  need,  and  our 

legacy  of  community  support  that's  been  making  a  difference  for  more  than  forty  years. 

For  more  information,  call  today: 

Doors  of  Hope  Initiative 

National  Network  to  End  Domestic  Violence  Fund 

(202)  347-9520 
www.nnedv.org 


Sharing  the  commitment.  Building  the  solution. 


PHILIP  MORRIS  COMPANIES  INC. 

KRAFT  FOODS,  INC.        MILLER  BREWING  COMPANY      PHILIP  MORRIS  CAPITAL  CORPORATION 
PHILIP  MORRIS  INTERNATIONAL  INC.        PHILIP  MORRIS  U.S.A. 
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►  up  &  COMERS 

Harry  Jamieson,  fly-rod  maker  to  the  royal  family,  is  a 
great  artisan.  But  how  does  he  capitalize  his  talents? 

A  river  runs  through  it 


By  Richard  C.  Morais 

Clan  Fishing  Rods  Ltd.  is 
tucked  away  in  a  converted 
meal  mill  in  the  forests  out- 
side Grantovvn-on-Spey,  a 
small  town  on  Scotland's  famous 
salmon  river.  Harry  Jamieson,  the 
owner  and  sole  employee  of  this  firm, 
is  so  isolated  that  even  clients  who 
have  visited  him  for  decades  get  lost 
trying  to  find  his  workshop.  "Quality 
is  always  hard  to  find,"  Jamieson 
retorts  when  needled. 

From  this  remote  spot  the  5  3 -year- 
old  Jamieson  single-handedly  builds 
the  Ghillie's  Choice,  a  coveted  brand 
of  handmade  fly  rod  that  sells — at 
retail  prices — between  $250  and 
$1,500,  and  as  far  away  as  Japan.  The 
rods  are  bought  by  the  likes  of  Greg 
Norman  and  Prince  Charles.  Jamieson 
makes  or  repairs  only  480  a  year.  Lon- 
doners will  wait  months  to  get  their 
hands  on  a  $1,500  Ghillie's  Choice 
with  gold-plated  fittings. 

Growing  up  in  Rob  Roy  country 
during  the  1950s,  Jamieson  had  "no 
mountain  bikes  and  no  computers," 
he  says.  "When  you  came  home  from 
school,  you  fished."  Good  thing — 
because  he  came  down  with  rheumat- 
ic fever  at  an  early  age  and  was  told  he 
must  not  ever  take  a  physically 
demanding  profession.  So  at  the  age 
of  15  Jamieson  apprenticed  himself  to 
Trossachs,  an  old-fashioned  split-cane 
rodmaker  run  by  a  man  who  didn't 
even  fish.  "Dour  boor,"  says 
Jamieson. 

He  left  12  years  later — as  general 
manager — and  after  a  few  years  as  a  ski 
bum  went  back  to  full-time  rod- 
making  in  1975.  That  was  just  when 
fiberglass  and  then  graphite  were  rev- 
olutionizing rodmaking.  But  Jamieson 
kept  making  rods  the  old  way:  split- 
ting bamboo  cane  in  six  pieces  and 
wrapping  it  around  a  glue  center.  It 
was  hard  going.  Revenues  were  only 
$1 1,000  in  1980.  Business  would  pick 
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up,  but  then  he'd  find  himself  in  the 
hospital — he's  had  heart-valve  surgery 
three  times. 

Then  his  luck  changed.  One  day 
Jamieson  received  a  call  from  Princes 
Charles'  equerry  at  Balmoral,  the 
royal  family's  summer  residence. 
According  to  the  gossip  among' 
ghillies — fishing  guides — the  Queen 
Mother  taught  Prince  Charles  how  toi  ang 


►  follow  the  money /VENTURE  CAPITAL 


Trouble 
ahead? 


Of  the  340  companies  that  have  gone  public  so  far  this  year,  709f 
are  trading  below  their  initial  offering  price.  Result:  a  lot  of  shelv 
ing  of  plans.  A  $63  million  underwriting  on  Sept.  24  of  shares  ir 
Ebay,  an  Internet  auction  firm,  was  the  first  initial  public  offering  ir 
a  month. 

Is  the  rough  market  for  new  issues  going  to  be  fel' 

upstream  in  the  venture  capital  business?  Almost  cer 

tainly.  To  be  sure,  companies  that  receive  venture  capi 

tal  today  probably  won't  go  public  or  be  sold  off  for  sev 

eral   years.   But  there   is   a  discernible  queasiness 

among  all  kinds  of  investors  during  periods  of  turmoil 

in  part  attributable  to  the  historic  behavior  of  nev 

issues. 

The  market  for  new  issues  has  always  been  cyclical 
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ish  tor  salmon;  the  prince  developed 
us  own  riverside  eccentricities,  fishing 
l>nlv  with  fly  rods  made  from  split 
'.anc  or  greenheart,  a  tropical  ever- 
ncen  harvested  in  Guyana. 

Only  five  rodmakers  in  all  Britain 
ould  still  make  the  old  rods,  and 
jamieson  was  one  of  them.  Prince 
Charles  called  him,  and  they  talked 
Ishing  for  a  half-hour.  Jamieson  still 
makes      and      repairs      the 
1   Prince's  rods  and  has  been 
l   rewarded    with    the    Royal 
Warrant,  the  much  sought- 
after      official      stamp      of 
approval  issued  by  the  House 
of  Windsor  to  the  best  trades 
men     Yes,  the  royals  pay  full 
price 

The  Royal  Warrant 
opened  lots  of  doors.  Jamie- 
son started  selling  his  own 
line  to  shops  as  well  as  indi- 
viduals, everything  from  a 
classic  split-cane  18  foot 
salmon  rod  to  the  latest 
single  handed  sea  trout  rod 
made  from  feather-light 
graphite.  He  lent  his  rods  to 
ghillies  and  famous  fly  fisher- 
men. "If  my  rods  were  picked 
by  a  guru,"  Jamieson  rea- 
soned, "the  others  would  say, 
"it"  it's  good  enough  for  him, 
it's  good  enough  for  me.'" 

It  worked  better  than 
advertising.  In  1992  directors 
of  Daiwa,  the  giant  Japanese 
sporting  goods  maker,  paid 
Jamieson  a  visit  and  asked 
him  to  create  .m  exclusive  line 
of  trout  rods  for  the  market 
in  Japan  and  serve  as  a  con- 
sultant to  their  fly-rod  plant 
in  Glasgow.  Daiwa  made  a 


glossy  brochure  of  Jamieson  at  work, 
and  he  hand-finished  2,500  rods  for 
the  Japanese  to  sell  under  the  Ault- 
morf  label. 

A  nice  living.  But  is  it  a  business? 
Jamieson  says  he  clears  an  income  of 
just  about' half  the  $100,000  in 
annual  revenues  for  Clan  Rods.  Sub- 
tract the  value  of  his  highly  skilled 
labor,  however,  and  you  have  a  busi- 
ness that  is  scarcely  breaking  even.  If 
Jamieson  retired  or  died,  would  diere 
be  anything  left  to  sell?  Is  there,  that 
is,  a  way  to  capitalize  the  talents  of  an 
artisan? 

There  could  be.  Range  Rover  has 
commissioned  Jamieson  and  the 
Original  Tackle  Co.,  a  small  manufac- 
turer of  high-quality  fishing  equip- 
ment, to  produce  a  limited  edition  of 
handmade  rods  and  leather  cases  for 
the  carmaker's  best  clients.  Impressed 
with  Jamieson's  work,  Original  Tackle- 
has  been  discussing  the  idea  of  buying 
Clan  Fishing  Rods  for  some 
S  5  00,000.  To  close  the  deal, 
Jamieson  would  probably  have  to 
agree  to  stay  on  tor  several  years  as  a 
consultant.  He  personally  represents 
most  of  the  value  m  the  business:  The 
valuable  Roval  Warrant  stays  with  the 
individual  who  earned  it. 

And  how  would  Original  Tackle  get 
back  its  investment?  By  exploiting  the 
brand  name  that  Jamieson  has  creat- 
ed. Clan  Rods  would  take  on  a  staff  of 
six  to  eight  apprentices  and  ramp  up 
output.  It  would  stop  far  short  of 
mass  production,  but  the  business 
model  would  roughly  resemble  diat  of 
the  haute  couturier  manufacturing  his 
own  ready-to-wear  clothing. 

Moral:  If  you  want  to  sell  your 
sole  proprietorship,  build  a  brand 
name.  ■■ 


A  pawnshop 
for  Picassos 


Helping  cornered  collectors:  Doherty. 

In  Fkbruary  1997  Penthouse  maga- 
zine publisher  Bob  Guccione  needed 
to  raise  capital  for  his  ailing  General 
Media  International.  Already  lever- 
aged to  the  eyeballs,  Guccione  was 
forced  to  consider  selling  off  his  $44 
million  art  collection,  which  includes 
paintings  by  Botticelli,  Modigliani 
and  Matisse. 

To  the  rescue  came  Lyons  & 
Hannover,  a  boutique  bank  in  Edge- 
wood,  N.M.  The  bankers  let  Guc- 
cione keep  his  paintings  on  the  wall 
and  gave  him  a  two-year,  $20  mil- 
lion loan  at  8%  interest  as  long  as  he 
agreed  to  put  up  his  entire  collection 
of  art  as  collateral.  If  he  defaults,  the 
bank  will  foreclose  on  the  paintings 
and  sell  them  at  auction.  "In  theory, 
a  company  that  needs  cash  should 


/ith  modern  gyrations  lasting  around  eight  years  from  trough  to 
'ough.  The  last  trough  was  in  1991.  The  market  peaked  in  1996, 
/hen  874  companies  raised  $50  billion;  the  current  downturn, 
nerefore,  was  under  way  even  before  over-the-counter  stocks  start- 
d  to  crumble  in  mid-July. 

When  there  are  fewer  new  issues,  there  are  fewer  ways  for  ven- 
jre  capitalists  to  recover  their  investments  and  earn  profits  for 
leir  limited  partners.  Some  simply  skip  the  public  ownership 
tage.  HotMail,  which  provides  a  free  E-mail  system,  wrote  its  own 
icket:  Last  December  Microsoft  paid  about  $400  million  for  the 
ompany,  which  had  been  in  the  portfolio  of  Redwood  City,  Calif.- 
ased  Draper  Fisher  Jurvetson  for  only  two  years.  A  great  coup  for 
Jraper  and  HotMail.  The  danger,  of  course,  is  that  less  sexy  com- 
•anies  may  be  forced  into  shotgun  marriages — or  sold  off  to  vul- 


ture funds  at  lower  valuations— just  to  get  them  off  the  books. 

Venture  capitalists  can  also  hold  on  to  a  company  and  wait  for  a 
window  to  open  on  the  IPO  market.  Sometimes  it's  worth  the  wait. 
In  one  extraordinary  case,  Aehr  Test  Systems,  which  tests  memory 
chips,  went  public  last  year  after  spending  18  years  under  the  wing 
of  Menlo  Park,  Calif.-based  Mayfield  Fund.  In  the  offering,  Mayfield 
sold,  at  $12,  shares  it  began  buying  in  1979  at  50  cents,  making 
for  a  19%  compound  annual  return.  Buyers  of  the  new  issue  have 
seen  the  stock  plummet  70%,  to  a  recent  $3.50. 

A  third  option  is  to  become  even  pickier  about  which  startups  to 
back.  As  of  right  now,  the  industry  is  brimming  with  several  billion 
dollars  in  cash  and  commitments.  But  if  venture  capitalists  start 
generating  lower  returns,  their  investors  will  turn  down  the  tap. 

-Rita  Koselka 
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just  sell  the  art,"  says  Pierre  Sernet, 
a  New  York-based  partner  in  L&H. 
"We  give  them  an  alternative." 

Sernet,  47,  is  a  former  banker 
with  Manufacturers  Hanover  Trust, 
and  founder  of  two  companies: 
Transaction  Security,  a  computer 
hardware  maker;  and  ArtNet,  an  on- 
line database  of  auction  records  and 
commercial  art  resources.  In  1996 
he  teamed  up  with  Dennis  Doherty, 
who  had  launched  Lyons  &  Han- 
nover in  1993  to  make  the  art 
market  more  liquid  and  rational. 
"We  bring  efficiency  to  an  inefficient 
market,"  says  Doherty,  60,  a  former 
New  Mexico  currency  trader. 

Here's  how  it  works.  The  bank 
makes  the  collector  a  term  loan  for 
up  to  50%  of  the  value  of  a  collec- 
tion, and  the  artwork  stays  put.  The 
interest  rate  is  usually  two  points 
higher  than  the  rate  on  Treasury 


securities  of  comparable  maturity.  If 
the  borrower  fails  to  meet  payments, 
a  major  auction  house  (in  the  Guc- 
cione  deal,  Sotheby's)  agrees  to  buy 
the  art  at  the  50%  markdown.  (If  the 
art  sells  at  auction  for  more  than 
that,  the  collector  pockets  the  dif- 
ference.) The  money  comes  from  a 
pension  fund  or  other  such  institu- 
tion, which  takes  little  risk,  given  the 
auction  house  guarantee  and  the 
usual  insurance  coverage  against 
theft  and  the  like.  Doherty  and 
Sernet's  bank  collects  a  2.5%  fee  for 
their  services — whether  the  loan  is 
repaid  or  the  art  is  sold  off. 

Reader's  Digest  Association  would 
have  been  a  good  customer,  given  its 
financial  straits  and  its  Van  Gogh, 
Picasso  and  Chagall  collection.  But 
the  publishing  giant  rejected  a  pro- 
posal from  l&h — "They  said,  'Not 
only    no,    but    hell    no,'"    recalls 


Doherty — and  instead  sent  the  mas-| 
terpieces  to  the  auction  block. 

On  to  the  next  project:  finding 
way  to  lend  the  Hermitage  Museur 
in  St.  Petersburg,  Russia  $250  mill 
lion  for  desperately  needed  repairs  [ 
In  exchange,  the  Hermitage  woulc 
offer  many  of  its   best  painting;! 
on   temporary  loan   to  American 
museums,  which  would  subsidize! 
the  deal. 

But  it's  going  to  be  a  tough  deaj 
to  close:  Even  Joseph  Stalin  wa:| 
rebuffed  by  the  Hermitage's  directoif 
back  in  the  1930s,  when  he  wanteel 
to  sell  off  some  minor  works  fror 
the  collection  to  pay  for  desperately 
needed  grain  imports.  Uncle  Joe  had 
to  back  down. 

In  Doherty's  view,  money  i| 
money:  "I  simply  have  no  toleranc»| 
for  the  art  world's  sacred  cows.' 

-Robert  Gof)| 


For  two  young  telecom  entrepreneurs, 
the  easy  task  was  convincing  investors 
to  take  them  seriously.  The  tough  part 
was  to  get  a  seasoned  executive  to  do 
the  same. 

Boss  wanted 

By  Stephan  Herrera 

Mark  Land,  24,  and  Andrew  Perlman,  23,  knew 
they  were  onto  something  big.  They'd  just 
received  a  patent  for  a  novel  way  to  transmit 
long  distance  calls  over  cheaper,  faster  data 
lines — like  the  Internet.  Nifty  technology,  since  by  con- 
verting voice  to  data,  they  could  carry  20  times  more  calls 
than  standard  voice  networks  and  cut  the  fees  by  up  to  80% 
that  local  carriers  charge  long  distance  companies.  That 
translates  into  calls  for  as  little  as  3  cents  a  minute,  less  than 
half  the  usual  retail  rates. 

These  dropouts  from  Washington  University  in  St.  Louis 
could  have  sold  their  invention  for  a  tidy  sum  to  one  of  die 
many  upstarts  competing  in  Internet  telephony  or  to  one 
of  the  major  carriers.  Rut  they  wanted  their  own  company. 
So  they  incorporated  as  Cigna]  Global  Communications  in 
Cambridge,  Mass.  and  set  out  to  create  a  real  business. 

Raising  money  turned  out  to  be  the  easy  part.  Rv 
November  Cignal  had  received  $10  million  from  the  New 
York-based  investment  banker  Spencer  Trask,  the  first  of 
two  rounds  totaling  $23  million.  The  hard  part  was  find- 
ing the  right  boss.  They  wan     d  to  hire  .m  experienced 


manager  to  step  in  as  chief  executive,  while  they  woul 
remain  as  senior  officers. 

It  is  not  uncommon  in  the  high-tech  world  for  an  inver  I 
tor  to  hire,  in  effect,  his  own  boss — Steven  Jobs  brougl 
John  Sculley  into  Apple  Computer — but  it's  a  trick)'  task  | 

"We  knew  what  kind  of  chief  executive  we  wanted  bi  | 
didn't  know  where  to  rind  him,"  Land  says.  Would-be  chi( 
executives,  smelling  opportunity,  were  lining  up — "I  mu:  j 
have  gotten  50  unsolicited  calls  and  E-mails  a  day  for 
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DEA  IS  OFTEN  THE  RESULT  0 
MEETING  FOR  THE  FIRST 


. 


OLD  IDEAS 


At  AEP,  we  have  ideas  that  can  make  you  more  efficient, 
more  productive  and  more  profitable.  Ideas  with  power." 


To  find  out  more,  visit  us  at 


www.  aep.com. 
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AEP: America's  Energy  Partner- 
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while,"  Perlman  recalls — but  none  was  right  for  the  com- 
pany. Some  candidates  didn't  like  the  idea  of  working  for 
controlling  shareholders  half  their  age.  Others  clearly 
couldn't  keep  up  with  the  pace  they  had  in  mind. 

And  then  they  came  across  a  name  they  both  had  heard 
of:  Christopher  Rooney.  He'd  spent  two  decades  in  the 
U.S.  Marine  Corps,  then  15  years  at  Sprint,  where  he  had 
headed  Sprint  International,  then  VA  years  at  Global  One, 
a  consortium  of  Sprint  International,  Deutsche  Telekom 
and  France  Telecom.  Now  57,  Rooney  was  looking  for 
something  new  to  build.  But  work  for  a  pair  of  kids? 

Perlman  started  calling  Rooney's  home  in  Fredericks- 
burg, Va.,  leaving  messages.  For  weeks  the  calls  weren't 
returned.  Perlman  finally  got  through  to  Rooney's  wife, 
Carol.  "I  told  her  that  Cignal  was  exactly  the  kind  of  com- 
pany that  Chris  needed  to 
be  running  after  spending  a 
lifetime  in  stuffy,  bureau- 
cratic, by-the-book  organi- 
zations," Perlman  recalls. 
Carol  thought  he  deserved 
a  hearing  and  set  to  work  on 
her  husband.  Rooney 
relented  and  agreed  to  see 
Perlman.  "I  figured  that  I 
had  to  meet  with  him  or  he 
might  never  go  away," 
Rooney  says. 

Early  this  January 
Rooney  headed  off  to 
Boston  for  a  face-to-face 
encounter  with  Cignal's 
founders.  They  seemed  to 
know  what  they  were  doing 
and  to  have  pretty  cleat- 
ideas  about  the  future  of 
voice-over-data  networks, 
the  role  of  the  Internet  and 
the  problems  of  regulation. 
But  how  did  they  intend  to 
get   out  in   front  of  mci 

WorldCom,  Sprint  and  AT&T  and  stay  ahead?  With  tech- 
nology. Others  have  tried  to  do  the  same  thing,  but  have 
thus  far  failed  to  match  anything  approaching  the  scale  and 
quality  of  Cignal.  What  sets  its  technology  apart  is  that  it 
adds  all  die  standard  voice  features  for  technical  and  billing 
functions,  and  makes  them  work  even  better  on  a  data  net- 
work. Until  now,  that  network  has  been  used  exclusively 
for  faxes  and  E-mail. 

Perlman  and  Land,  who  had  interviewed  Rooney  sepa- 
rately ewer  the  phone,  wanted  to  si/e  up  the  guy.  They 
p  ed  everything  from  his  knowledge  of  networking  soft- 
ware and  management  theory  to  the  makeup  of  his  family 
(a  35-year  marriage  that  had  survived  seven  children). 

For  his  part,  Rooney  needed  to  know  just  how  green — 

and  agreeable — these  two  young  upstarts  were.  "1  liked  the 

■ '    i    ey  still  rode  their  mountain  hikes  to  work,  talked 

girls   nd  listened  to  their  mothej  s,"  Rooney  says.  "It 

showed  me  that  they  were  not  a  coup'.-  of  hotshots  too 

»gant  |  to  listen  and  learn."  Rooney  reminded  them 


Answering  the  call:  Chief  Executive  Chris  Rooney. 


"  how  difficult  it  would  be  to  build  a  new  long  distance  net- 
work: Wouldn't  it  make  more  sense  to  license  their  tech- 
nology to  the  big  guys? 

That  nearly  killed  the  discussion.  "Up  until  then  he  was 
pretty  diplomatic  about  differences  in  philosophy,"  Land 
remembers.  "Now, 'we  were  starting  to  think  he  was  a  litde 
too  stiff  for  us."  Perlman  jumped  in.  Sprint  had  just 
announced  it  was  going  into  the  voice-on-data-networks 
business,  he  argued.  But  it  would  be  years  before  it  or  any- 
body else  could  bring  a  competing  service  to  market. 

There  were  more  meetings — a  slide  presentation  in 
Boston  and  then  dinner  with  the  Rooneys  in  Boston.  In 
May,  Land  and  Perlman  popped  the  question:  Would 
Rooney  come  to  work  for  them?  They  offered  a  competi- 
tive salary,  stock  options  that  amounted  to  less  than  5%  of 

the  company  and  a  peculiar 
|  five-year  contract.  But  then 
|  came  an  unusual  last  stipula- 
g  tion.  Both  sides  agreed  to  a  i 
|  trial  period  to  see  if  they 
|  could  truly  work  together 
1  on  a  daily  basis — Cignal  was 
getting  a  chief  executive  on 
approval.  Each  Friday  after- 
noon they'd  meet  to  gauge 
how  the  relationship  was 
going.    They   didn't   wait 
long  to  find  out. 

Shortly  after  Rooney 
moved  into  his  new  office  in 
May,  Nortel  announced  it 
would  acquire  Bay  Net- 
works. Both  companies  had 
said  they  were  getting  into 
building  voice-over-data 
equipment.  The  news  rat- 
tled investment  bankers  at 
Spencer  Trask,  who  were 
having  second  thoughts 
about  committing  new 
funds  to  Cignal.  Rooney, 
Land  and  Perlman  set  off  to  reassure  diem.  "Chris  got  the 
first  shot,  talking  about  how  that  news  would  validate  our 
technology,"  Perlman  recalls.  "By  die  end  of  his  very  tech- 
nical speech,  which  he  rattled  off  the  top  of  his  head,  he 
had  them  running  to  the  phones,  telling  people  to  invest." 
Rooney  carefully  deferred  to  Land  and  Perlman  so  riiat  die 
financiers  understood  they  were  still  important  players. 

Less  than  a  month  later  Rooney  signed  on  witii  Cignal. 
Today  the  company  has  clients  that  include  Harvard  Uni- 
versity, the  Christian  Science  Monitor,  Sprint  Canada  and 
Viatel  (which  is  building  Europe's  largest  fiber-optic  net- 
work). Revenues,  now  negligible,  should  exceed  $15  mil- 
lion, ,wid  possibly  $20  million,  in  1999,  says  Rooney. 

That's  not  much  of  a  phone  company  yet.  But  Cignal 
will  get  its  big  payoff  the  following  year,  when  it  can  use  its 
network  to  attract  large  customers  like  AT&T. 

Rooney  sounds  as  if  he's  diere  to  stay.  "I  hate  to  fail,"  he 
says.  "If  I  didn't  have  confidence  that  we  could  make  this 
thing  work,  I  would  not  be  here."  ■ 

Forbes  ■  October  19,  1998 


Mi 


Global  Private  Banking 


1 


NTELLIGENT  CONSERVATISM, 


VIGOROUSLY  PURSUED. 


naaaqmariart  *»/  Republic 

National  Hank  of  Now  lorn 
\    m  (  renopa 


There  are  as  many  formulas  for  success 
in  business  as  there  are  businesses.  Republic's 
formula  has  a  time-tested  advantage: 
it  works. 

It  is  based  on  a  carefully  balanced 
approach  that  puts  clients'  security  first. 
We  maintain  one  or  the  strongest  capital 
ratios  in  our  industry,  a  high  degree  of 
operating  efficiency  and  an  excellent  and 
diversilied  loan  portfolio.  All  or  which  results  in 
credit  ratings  that  are  AA. 

Conservatism,  however,  is  only  part  or  the 
Republic  story.  We  cohibine  safety  with  a  dyna- 
mic policy  of  global  expansion,  as  well  as  an 
enlarged  offering  of  investment  opportunities. 
Moreover,  and  very  importantly,  a  quality  of 
client  service  that  is  truly  exceptional. 

Strength,  security,  service  -  the  "open  secret 
of  Republic  success.  It  provides  what  so  many 
people,  everywhere,  want  and  need  in  a  private 
bank. 


World  Headquarters  of 

Republic  National  Bank  of 

New  York  in  New   York. 
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Republic  National  Bank  of  New  Yorku 

Strength.  Security.  Service. 

New  York  "  Geneva  •  London  •  Beijing  '  Beirut  •  Beverly  Hills  ■  Buenos  Aires  •  Cayman  Islands  •  Copenhagen  •  Encino  •  Gibraltar  •  Guernsey 
ong  Kong  •  Istanbul  •  Jakarta  •  Los  Angeles  •  Lugano  •  Luxembourg  •  Manila  •  Mexico  City  •  Miami  •  Milan  •  Monte  Carlo  •  Montevideo  •  Montreal 
loscow  "  Nassau  •  Paris  •  Puxita  del  Este  •  Rio  de  Janeiro  •  Santiago  •  Sao  Paulo  •  Singapore  •  Sydney  •  Taipei  •  Tel  Aviv  •  Tokyo  •  Toronto  •  Zurich 
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b  n  i  r  s  p  r  s  u  s  u  r  s 

►  starting  your  own  BUSINESS 

There's  no  scientific  evidence  that  says  it's  better 
for  you— and  it  costs  a  buck  more  per  gallon. 
But  Horizon's  organic  milk  is  flying  off  the  shelves. 

New  Age  moo  juice 


By  Christopher  Palmeri 

If  the  cows  at  Horizon  Organic 
Holding  Corp.'s  dairy  farms 
were  human,  they'd  all  be  read- 
ing Prevention  magazine  and 
practicing  tai  chi.  But  as  "organic" 
cows,  they  eat  a  special  diet  including 
plenty  of  protein  and  antioxidant-rich 
sunflower  and  linseed  meal.  When 
they  get  sick,  they're  treated  with 
alternative  medicine — hand-milking, 
massages  and  homeopathic  teat 
treatments.  Even  their  mating  is 
done  an  naturel.  No  artificial 
insemination  for  these  cows. 
They  awake  once  a  year  to  find  a 
real-live  bull  in  their  pen. 

Longmont,  Colo. -based  Hori- 
zon is  trying  to  cash  in  on  the 
organic  food  craze.  The  sector's 
sales  have  trebled  over  the  last 
five  vears,  to  $4.2  billion  in 
1997,  1%  of  the  U.S.  grocery 
store  total.  Until  recently,  milk 
didn't  have  much  of  a  showing 
in  the  organic  aisle. 

Mark  Retzloff  decided  to 
change  that.  He  had  made  a 
minor  splash  building  Alfalfa's 
into  a  chain  of  four  health  food 
stores  in  Colorado.  If  it  worked 
for  pills  and  vegetables,  why  not 
for  milk?  A  feasibility-  study  confirmed 
it  was  possible,  but  it  was  three  years 
before  Retzloff  sold  Alfalfa's  and 
devoted  himself  full-time  to  the  new 
business. 

Now  for  the  cows.  Retzloff  found  a 
cooperative  of  dairy  farmers  in  Wis- 
consin making  organic  milk  for  cheese 
and  butter.  This,  Retzloff  figured, 
would  provide  him  with  ai  inexpen- 
sive way  of  testing  the  milk  market. 
He  teamed  up  with  Paul  Repetto,  the 
former  president  of  a  health  food 
snack  company,  and  in  1992  they 
poured  $200,000  of  their  savings  into 
an  organic  yogurt  under  the  brand 
name  Horizon.  Sales  t he  first  yc, 
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were  $400,000. 

Encouraged  by  this  start,  they  intro- 
duced a  milk  line  in  September  of 
1993.  Five  months  later  Monsanto 
Co.  began  selling  an  FDA-approved 
bovine  growth  hormone  to  boost  milk 
production  in  cows.  An  assortment  of 
health  nuts  and  Luddites  became  con- 
vinced that  the  hormone  would  poison 
the  nation's  milk  supply.  It  was  a 


bonanza  for  Horizon,  whose  sales 
soared  to  S3  million.  "We  were  turn- 
ing [grocery  stores]  down  left  and 
right  for  organic  milk,"  says  Retzloff. 
Today  customers  pay  up  to  S2.69  for  a 
half-gallon  of  Horizon,  about  50% 
more  than  regular  milk. 

But  there  were  problems  back  on 
the  farm.  Demand  was  beginning  to 
outstrip  supply — and  new  sources  of 
organic  cows  were  hard  to  come  by. 
Under  Horizon's  standards,  antibiotics 
and  hormones  are  out;  cows  must  eat 
organic  feed  exclusively  for  one  year 
before  the  milk  can  be  called  organic. 
As  for  the  feed — which  can  cost  mice 
as  much  as  traditional  cow  chow— onlv 


grains  from  fields  that  have  not  been 
treated  with  pesticides  or  herbicides  foi 
at  least  three  years  will  do.  This  dete 
a  lot  of  farmers. 

So  does  the  labor  intensity.  A  tvpi 
cal  large  dairy  farm  employs  on 
worker  for  every  75  cows.  At  Horizoi 
the  ratio  is  more  like  l-to-40.  Add  to 
that  the  need  for  expensive  equipmen 
like  milking  machines  that  minimize 
stress  on  the  cows,  and  not  mam 
dairy  farms  are  eager  to  sign  up — 
despite  the  extra  48  cents  per  gallon 
that  Horizon  offers. 

As  early  as  1989  Retzloff  had  dis- 
cussed the  supply  side  with  Marcus 
Peperzak,  a  friend  and  one  of  the 
nation's  largest  dairv  farmers.  In  1994 
Peperzak  agreed  to  devote  half  of  om 
of  his  farms  to  the  project.  To  pay  foi 
1,500  Bessies  and  the  cultivation  oi 
organic  feed,  Retzloff  and  Repett 
raised  SI. 5  million  from  wealth' 
individuals,  including  cosmeti 
baron  Leonard  Lauder.  Furthe 
financings  enabled  Horizon  tc 
buv  a  second  farm  in  Maryland 
Milk  aplenty — but  no 
enough  to  enrich  Horizon': 
skim-milk-thin  profit  margin: 
This  vear  the  companv  is  expect 
ed  to  earn  only  $90,000  on  S5 
million  in  sales,  a  less  than  0.2% 
return,  compared  with  a  3%  nei 
margin  for  industry  leader  Dear 
Foods.  Horizon  blames  debt  ser 
vice  and  growing  pains. 

Now,  the  company  insists,  it': 
poised  for  profitable  growth 
Three  years  ago  it  recruitec 
Barnet  Feinblum,  a  former  pres 
ident  of  herbal  tea  vendor  Celes 
rial  Seasonings,  as  president 
Under  his  direction,  Horizon  greatb 
expanded  into  traditional  supermarkets 
It  went  public  in  July,  raising  S46  mil 
lion  for  45%  of  the  company.  (Tht 
stock  came  out  at  S 1 1  and  has  sinc< 
jumped  to  SI 7.)  The  cash  will  wipe  ou 
Horizon's  $22  million  in  debt,  allow 
ing  it  to  buy  regional  organic  food  out 
fits  and  roll  out  new  products  lik< 
organic  orange  juice  and  eggs. 

With  raising  cows,  growing  its  owi 
seed  and  distributing  perishable  dair 
products,  Feinblum  concedes,  Hori 
/on  has  one  difficult  business  model 
"The  logistics  are  tough,"  he  says 
"But  now  we're  die  only  national  iresl 
milk  brand  out  there."  • 

Forbes  ■  October  19,  1991 
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S    GOOD    FOR    BUSINESS 


T  i  Heart  of  the  U.S.  Market 

Is  an  icon  of  outdoor  adventure,  as 
■tbolic  of  rugged  exploration  as  the 
Bipass  and  the  pith  helmet.  Land  Rover 
Seles  represent  a  four-wheel-drive  magic 
•pet,  capable  of  reaching  destinations 
■  only  a  surefooted  camel  could  other- 
■-•  get  to. 

fjar  companies,  especially  legendary 
•js  like  Land  Rover,  are  typically  viewed 
Economic  trophies  by  state  economic 
d'dopment  officials.  They're  sexy  brand- 


name  centerpieces  —  businesses  to  brag 
about  when  it's  time  to  persuade  other 
employers  to  locate  in  a  state. 

So,  not  surprisingly,  other  states  scram- 
bled to  entice  Land  Rover  North  America 
to  relocate  in  their  area  when  news  broke 
that  the  four-wheel-drive  legend  had  out- 
grown its  existing  headquarters  in 
Lanham,  Maryland.  But  Land  Rover 
politely  declined  all  the  incentive  packages 
presented  by  Maryland's  rivals.  Instead,  the 
company  invested  in  a  new  $12  million 


by  Raymond  Bolger 

facility  —  right  across  the  street  from 
the  site  where  it  began  North  American 
operations  in  1986. 

Land  Rover  North  America's  growth  has 
been  strong  and  steady  since  its  launch  12 
years  ago  in  Maryland.  Sales  have  skyrock- 
eted from  4,000  vehicles  sold  in  its  first  year 
to  24,000  this  year,  for  a  total  annual  sales 
of  approximately  $1  billion.  From  1990  to 
the  present,  the  number  of  employees  at 
Land  Rover's  corporate  headquarters  in 
Lanham  has  doubled  to  around  200. 


RICK  UPPENHOLZ/BACVA 
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That's  a  relatively  small  company  in 
the  auto  world,  but  in  many  ways  Land 
Rover  leads  the  competition  in  design 
and  sales  ofluxury  sport-utility  vehicles. 
Its  nationwide  retail  centers  are  unique- 
ly crafted  environments.  Every  one  is 
built  precisely  the  same,  for  a  carefully 
controlled,  retail  experience.  Land 
Rover's  decision  to  maintain  headquar- 
ters in  Maryland  says  a  lot  about  the 
state's  prevailing  business  environment. 


Governor  Parris  N.  Glendening 

Pro-business  and  Proud  of  It 

Maryland  Governor  Parris  N.  Glen- 
dening  characterizes  his  administration 
as  "unabashedly  pro-business."  Installed 
as  governor  in  1995,  he  immediately 
launched  an  aggressive  program  of  poli- 
cies to  encourage  economic  development 
and  job  growth  throughout  the  state. 

"Maryland  is  a  great  place  in  which  to 
live,  work  and  raise  a  family,"  says  Gov- 
ernor Glendening.  "We  have  everything 
here  to  make  businesses  successful  —  an 
efficient  transportation  system,  great 
highways,  a  highly  educated  and  highly 
skilled  workforce  and  an  unparalleled 
education  system.  We  have  worked  very 
hard  to  make  Maryland  business  friend- 

1  he  proof  of  our  success  is  all  the  fine 
businesses  that  have  chosen  to  make 
Man  I  ind  their  home." 

Under  Glendening's  leadership,  the 
states  Department  of  Business  &  Eco- 
nomic   Development    (DBED)    has 


racked  up  an  impressive  list  of  accom- 
plishments. Fifteen  separate  tax  cuts  have 
been  passed  for  a  total  annual  savings  of 
$2.2  billion.  Between  January  1995  and 
September  1997,  the  Maryland  econo- 
my created  over  100,000  new  jobs.  For 
fiscal  year  1998,  DBED  has  invested 
$63.8  million  in  retaining  or  attracting 
businesses,  and  26,612  new  businesses 
have  registered  in  the  state. 

Maryland  has  also  been  instrumental 
in  encouraging  and  promoting  new 
industry  sectors.  Through  its  technology 
centers,  or  "incubators,"  start-up  com- 
panies can  nurture  their  businesses  in 
supportive,  collaborative  environments. 
The  state's  annual  Technology  Showcase, 
now  in  its  fourth  year,  attracts  12,000 
visitors  and  features  350  businesses.  This 
year's  Showcase  will  be  held  on  Decem- 
ber 9  and  10  at  the  Baltimore  Conven- 
tion Center.  The  state  will  unveil  its  new 
"electronic  government"  initiative;  the 
plan  includes  a  streamlined  business 
licensing  system  through  which  licenses 
and  permits  can  be  processed  on-line. 


.  DBED's  Enterprise  Investment  Fund 
uses  state  money  to  leverage  private: 
investment  in  high-tech  companies 
Since  1993,  the  fund  has  spent  $7  mil- 
lion to  help  18  companies  get  off  the 
ground.  Already,  three  of  them  have  gone 
public.  Maryland  was  also  a  pioneer  in 
the  development  of  "enterprise  zones." 
Businesses  locating  in  state-designated 
areas  or  "zones"  are  eligible  for  property 
tax  credits  of  up  to  80%  and  income  tax 
credits  of  up  to  $3,000  over  three  yean 
for  each  worker  hired  in  that  area. 

For  DBED's  creative,  business-friendi 
ly  efforts,  Site  Selection  magazine  namec 
the  agency  one  of  the  top  10  organiza- 
tions for  total  new  job  growth  in  1998 
The  Corporation  for  Enterprise  Devel: 
opment  (CFED),  which  compares  stati 
economies,  just  awarded  Maryland  it. 
highest  rating  for  the  category  of  devel. 
opment  capacity.  Recently,  DBEEJ 
received  the  National  Association  ol  Stat 
Development  Agency's  highest  award  foj 
excellence  in  economic  development. 

"We    have    been    aggressive   an* 
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The  most  advanced  4x4  known  to  ape. 
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You  can  find  the  best  technology  in  the  jungle.  Like  a  Range  Rover,  which  has  been  tackling  terrains 
that  only  quadrupeds  roamed  before.      Paths  that  have  gone  from  beaten  to  pureed  are  well  handled 
by  the  Range  Rover's  electronic  air  suspension.  And  pitfalls  like  quicksand  are  made  survivable  by 
permanent  four-wheel  drive  and  electronic  traction  control.      A  vehicle  like  this  will  be  sure  to  get  you 
Tiome- though  that's  a  place  you'll  rarely  think  of  going  while  you're  in  a  Range  Rover.      Especially  with  its 
hther  seats,  dual  temperature  controls,  and  12-speaker  stereo  system,  which  help  you  RANGE  ROVER 

jjoy  the  jungle  as  if  it  were  the  Bolshoi.      Although  the  Range  Rover  is  not  inexpensive, 
lis  quite  unlike  any  other  present-day  4x4.  So  for  more  information,  call  1-800-FINE  4WD.    * 
i id  find  out  for  yourself  why  the  Range  Rover  is  an  SUV  worth  beating  your  chest  over. 
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competitive  over  the  last  several  years  and 
it  is  paying  off,"  says  James  D.  Fielder, 
Ph.D.,  acting  secretary  of  the  Maryland 
Department  of  Business  &  Economic 
Development.  "But  if  we  are  to  make 
Maryland  the  beacon  for  business,  we 
must  do  more  than  any  other  state  is 
doing.  When  business  executives  are  con- 
sidering relocating  or  expanding  their 
businesses,  we  want  them  to  automati- 
cally think  of  Maryland." 

Firm  Roots 

An  especially  large  population  of 
highly  educated  professionals  resides  in 
Maryland.  In  fact,  the  number  of  work- 
ers with  bachelor's  degrees  in  the  state 
exceeds  the  national  average  by  19.2%. 
George  Roche,  president  and  chairman 
of  the  board  at  T.  Rowe  Price,  cites  the 
region's  excellent  talent  pool  as  a  large 


Greater 

Baltimore 

Alliance 

The  exclusive  regional  economic  development 

corporation  charged  with  providing  a  single  point  of  contact 

to  existing,  newly  locating  and  expanding  companies  in 

the  Greater  Baltimore  region. 

The  Alliance,  a  partnership  or  the  City  of  Baltimore  and 
Anne  Arundel,  Baltimore,  Carroll,  Harford  and  Howard  Counties. 

1 1 1  South  Calvert  Street,  Suit    2220  Baltimore  Maryland  21202-6180 
410-468  Oil        ax  410-468-3383 


contributor  to  the  investment  manage- 
ment firm's  success. 

Of  T.  Rowe  Price's  total  3,200  employees,i 
around  80%  are  based  in  the  Baltimore 
metropolitan  area.  "You  have  a  very  well- 
educated,  productive  workforce  here," 
says  Roche.  "Fundamentally,  Maryland 
is  a  very  pleasant  place  to  live,  and  it 
attracts  and  cultivates  a  high  level  of 
talent.  The  higher  education  institutions 
in  the  region  are  excellent.  And  you  have 
tremendous  medical  facilities  here  —  the 
best  hospitals  in  America." 

Assets  under  T  Rowe  Price's  manage- 
ment have  grown  "from  $1.5  millior 
when  I  first  came  here  to  $130  billion 
30  years  later,"  Roche  explains.  The  com- 
pany focuses  on  pension  plans  and  indi- 
vidual financial  advising.  It  has  also  beer, 
very  active  in  the  booming  mutual  func 
business,  with  45  separate  funds  undei 
management.  In  addition,  the  company 
manages  some  26  bond  funds  and  sever 
money  market  funds. 

Despite  30  years  of  financial  growfi 
and  national  expansion,  Roche  says 
T  Rowe  Price  remains  firmly  attache! 
to  its  place  of  origin.  "We  have  made 
very  substantial  and  ongoing  commit 
ment  to  expand  in  Baltimore  City  am 
Baltimore  County,"  says  Roche.  "Ii 
the  county,  we  have  recently  put  u 
a  number  of  buildings  in  Owings  Mill; 
In  the  city,  too,  we  have  added  a  lc 
of  space   for  our  headquarters.  W 
were  born  here,  and  we  will  remai 
rooted  here." 

A  Concentration  of  Gray 
Matter 

Maryland's  combination  of  high!  I 
educated  professionals,  research  unive 
sities  and  venture  capitalists  has  create 
a  fertile  source  of  technology  start-u| 
and  takeoffs.  A  few  of  these,  such  : 
Ciena  Corporation  and  Yurie  System 


De  Si**  Mt<+t,  fj*tiA*f*u  l/»ccm 


R&D  this  week.      R&R  this  weekend, 

Want  to  develop  a  better  company?  Research  shows  that  Maryland's  the  place! 
Of  the  nation's  100  "Molecular  Millionaires,"  Maryland  can  claim  15,  including 
Dr.  Sharon  Mates  of  North  American  Vaccine,  which  just  received  FDA  approval 
to  market  its  vaccine  for  whooping  cough.  And  Maryland  companies  receive 
more  than  $7  billion  annually  in  federal  R&D  spending  —  not  surprising, 
considering  the  Food  and  Drug  Administration,  National  Institutes  of  Health  and 
National  Institute  of  Standards  and  Technology  all  call  Maryland  home. 
Want  to  relax  and  enjoy  the  fruits  of  your  labor?  Maryland's  the  place  for  that,  too! 
From  sailing  the  Chesapeake  Bay  to  hiking  the  Appalachian  Trail,  from  big  city 
excitement  to  quaint  small  towns  —  we've  got  it  all. 
So  give  us  a  call  and  we'll  tell  you  why  Maryland  is  the  smart  place  to  grow  your 
business  —  the  rest  is  up  to  you! 


Maryland 


...where  doing  business  is  a  pleasure! 


For  business  information,  contact  the  Maryland  Department  of  Business  &  Economic  Development  at  I  -800-81  l-oojl. 
For  a  free  travel  guide,  call  1-800-MD-lS-FUN. 


Parrts  N.  Clendening,  Governor 
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Inc.,  are  among  the  most  profitable  ini- 
tial public  offerings  in  history.  Strong 
information  technology  and  telecom- 
munications businesses  are  unrivaled  in 
the  region  that  includes  Maryland.  As  a 
result,  the  region  has  been  nicknamed 
the  "Netplex,"  justly  attributed  because 
of  its  matchless  level  of  Internet  activity 
measured  anywhere  in  the  world. 

The  39-mile  corridor  between  Baltimore 
and  Washington,  D.C.,  is  home  to  the 
largest  concentration  of  scientists  and 
engineers  in  the  U.S.  They  are  attracted 
by  the  state's  proximity  to  the  nation's 
capital  as  well  as  the  presence  of  federal 
agencies  such  as  the  NASA  Goddard 
Space  Flight  Center;  the  National  Secu- 
rity Agency;  the  National  Institute  of 
Standards  and  Technology;  and  the 
National  Institutes  of  Health. 

Maryland  universities  invest  heavily 
in  research  and  development.  This  is 
one  reason  that  the  State  of  Maryland 
ranks  fifth  in  the  nation  for  total  biotech- 
nology revenues  and  third  in  venture 
capital  deals. 

The  University  of  Maryland  at  Balti- 
more (UMAB)  has  been  nationally  rec- 
ognized for  its  law  school  and  programs 
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in  public  relations,  journalism,  business, 
education,  engineering,  mathematics, 
computer  science  and  physics.  St.  John's 
College  in  Annapolis  (the  state's  colonial 
waterfront  capital)  offers  one  of  the 
oldest,  continually  operating  education- 
al institutions  in  the  country.  The  college 
is  also  internationally  recognized  for  its 
"great  books"  curriculum.  In  Baltimore, 
Johns  Hopkins  University  holds  renown 
for  its  schools  of  Medicine  and  Engi- 
neering and  its  departments  of  biology, 
chemistry,  geology  and  physics  —  all 
of  which  rank  among  the  finest  in 
the  world. 

The  New  Higher  Education 

Over  the  past  decade  across  the  U.S., 
much  of  higher  education  has  begun  to 
take  on  a  new  face.  A  growing  popula- 
tion of  culturally  diverse  and  older,  "non- 
traditional"  students  are  returning  to 
school  to  be  trained  or  retrained  in  order 
to  advance  their  careers. 

"Higher  education  institutions  are 
essentially  the  providers  of  workers  for 
the  future,  and  there  have  got  to  be  spe- 
cific performance  goals  for  the  schools  to 
meet,"  says  Ioanna  Morfessis,  president 


"of  the  Greater  Baltimore  Alliance  (GBA) 
a  regional  economic  development  entity 
"We're  focusing  on  this  effort  thtougr 
results-oriented  programs  undertaker 
collectively  by  businesses,  elected  official: 
and  schools.  We're  implementing  a  very 
aggressive  workforce-development  strat 
egy  to  make  sure  that  postsecondan 
schools  are  meeting  employers'  demands.' 

Postsecondary  students  working  full 
time  need  accessibility  to  after-hour 
courses  that  are  relevant  to  the  job  wotlc 
and  delivered  close  to  where  they  live  o 
work.  This  is  where  a  company  lik 
Strayer  Education,  Inc.  excels.  Highb 
active  in  Maryland,  Strayer  typically  set 
up  educational  facilities,  as  needed,  ii 
leased  commercial  space,  usually  in  th 
20,000-  to  25,000-square-foot  range. 

Operating  in  Prince  George's  Count) 
Maryland,  Strayer  has  seen  an  averag 
annual  growth  rate  of  18%  in  studen 
enrollment  over  the  last  eight  years.  Th 
company  is  targeting  a  total  studen 
enrollment  of  1 1 ,000  for  the  fall.  Stray 
er  students  take  degree  courses  in  every 
thing  from  English  101  to  cutting-edg 
computer  programming.  "I  think  thes 
ate  primarily  working  adults  who  wari 
to  increase  their  value  in  the  marketplao 
and  who  wouldn't  go  to  school  othei 
wise,"  says  Ron  Bailey,  Strayer's  chit 
executive  officer. 

Better  Roads,  Less  Traveled 

Road  travel  throughout  Maryland 
highly  efficient,  with  some  16,000  lar 
miles  of  interstate,  state  and  U.S.  higl 
ways  and  2,400  bridges.  The  stai 
sttetches  from  the  Atlantic  Ocean  to  rJ 
Allegheny  Mountains.  Its  cities,  suburl 
and  farms  wrap  around  the  beautiful  ar 
bountiful  Chesapeake  Bay,  North  Ame 
ica's  largest  estuary. 

Maryland  boasts  three  major  intern 
tional  airports:  two  within  close  proximi 


At  T.  Roue  Price,  receiving  favorable  reviews 
from  one  of  the  industry's  leading  analysts  is  an 
honor  we  do  not  take  lightly. 

We  take  it  as  a  vote  of  confidence  in  our 
steadfast  investment  philosophy.  A  philosophy 
that  seeks  superior  long-term  results  while 
guarding  against  excessive  risk. 


If  you  believe  your  401  (k)  plan  could  benefit 
from  the  people  and  products  that  make  these 
reviews  possible,  please  call  Rick  Rockwell  at 
1-800-844-9423  for  complete  information  and  a 
prospectus,  www.troweprice.com 


TRoweRice 

RETIREMENT  PLAN  SERVICES 


'Moniingstar  Imvstor,  December  1 9%  The  article  referenced  is  available  upon  request.  Momingstar  quotes  are  based  on  ratings  of  T.  Rowe  Price  domestic  equity  funds' 
3-year  risk-adjusted  performance  as  of  10/31/96.  Before  investing,  investors  should  review  the  prospectus  and  the  performance  of  the  T.  Rowe  Price  fund(s)  in  which  thev 
are  interested.  The  performance  of  each  T.  Rowe  Prire  hind  will  \  an  T  Rowe  Price  Retirement  Plan  Services  is  a  division  of  T.  Rowe  Price  Investment  Services,  Inc.,  Distribute 
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Montgomery  County  is  the  ideal  location  for  your  company  headquarters, 
a  branch  office,  a  franchise  location,  or  a  site  for 

a  professional  non-profit  trade  association. 

What's  more,  our  quality  of  life  is  second  to  none, 

mixing  country  charm  and  big-city  excitement 

with  the  area's  unsurpassed 
centers  of  culture,  history,  recreation,  and  art. 


For  more  information,  contact:  David  Edgerley  or  Jeanne  Brewer 

Montgomery  County  n  Department  of  Economic  Development 

101  Monroe  Street,  Suite  1500  >  Rockville,  MD  20850 

301-217-2345  ■  Fax  301-217-2045  ■  TDD  301-217-2342  .  http://www.co.mo.md.us 


to  the  state  and  Baltimore  Washington 
International  (BWI)  Airport.  Situated 
between  Baltimore  and  Washington, 
BWI  serves  around  one  million  air  trav- 
elers every  year. 

For  ground  travel  between  many  bed- 
room communities  and  urban  centers, 
the  suburban  Maryland  region  sur- 
rounding Washington,  D.C.,  provides  a 
safe,  fast  and  efficient  Metro  subway 
system.  Montgomery  County  —  one  of 
the  most  prosperous  counties  in  the 
nation  —  includes  more  Metro  and  road 
access  into  Washington,  D.C.,  than  any 
other  jurisdiction. 

In  its  own  right,  Montgomery  County 
offers  an  environment  of  booming  tech- 
nology sectors,  particularly  in  the  1-270 
Technology  Corridor  and  the  bustling 
Rt.  29  area.  Biotechnology  and  informa- 
tion technology  are  distinct  areas  of 
th  for  the  county  Moreover,  he 
v  currently  offers  assistance  to  pri- 


vate enterprises  through  its  Economic 
Development  Fund,  as  well  as  a  new 
biotechnology  "incubator"  facility. 

"We  compare  favorably  to  Silicon 
Valley,  New  York  and  Los  Angeles  in  the 
availability  of  technical  workers,"  says 
David  W  Edgerley,  director  of  the 
Montgomery  County  Department  of 
Economic  Development.  "There  is  a 
good  supply  of  entry-level,  technical  and 
professional  workers  available  here. 
Montgomery  County  is  a  net  importer 
of  highly  qualified  workers." 

Getting  Over  the  Cold 

The  end  of  the  Cold  War  has  changed 
the  marketplace  for  many  of  the  defense 
contractors  who  operate  in  Maryland. 
The  new  era  has  also  opened  opportuni- 
ties for  new  product  lines  and  interna- 
tional trade  with  parts  of  the  world  pre- 
viously closed  to  economic  relations.  For 
example,  AA1  Corporation  is  primarily  a 
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"  defense  contractor  with  growing  interj 
national  ties  and  civilian  markets. 

AAI  grew  for  40  years  in  the  Hun; 
Valley,  Maryland,  countryside  — 
thanks  largely  to  its  proximity  both  tc 
Washington,  D.C.,  and  the  Port  of  Bal 
timore.  "As  a  DOD  contractor,  oui 
proximity  to  D.C.  is  very  helpful,"  say: 
AAI's  CEO  Richard  Erkeneff.  "It' 
always  good  to  participate  on  a  regulai 
basis  in  events  associated  with  your  cus 
tomer  base,  and  we're  only  one  hou 
and  15  minutes  from  downtown  Wash  B>" 
ington.  Plus  we're  only  half  an  hou 
from  the  Port  of  Baltimore." 

With  a  main  shipping  channel  50  fee! 

deep,  the  port  stands  closer  to  the  coun 

try's  midsection  than  any  other  Eas 

Coast  port.  An  on-deck  rail  yard  am 

seven  marine  terminals  serve  the  facili 

ty.  Newly  imported  cars  arrive  at  th' 

Fairfield  Auto  Terminal,  while  the  Sea 

girt  Marine  Terminal's  intermodal  rai     : " 

facility  offers  one  of  the  most  moden 

container-terminals  in  the  world.  Amon; 

its  various  product  lines,  AAI  still  man 

ufactures  unmanned  aircraft  used  by  th 

U.S.  Navy  and  Marine  Corps  for  recon    :« 

naissance  purposes. 

AAI  has  also  engaged  in  a  joint  part 
nership  with  a  Czechoslovakian  firr 
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.lied  Skoda.  Under  the  partnership,  the 
mpany  manufactures  and  refur- 
shes  public  transit  vehicles  for  export 
I  eastern  Europe.  "Our  percentage  of 
(|venue  from  overseas  has  continued  to 
low  each  year,"  says  ErkenefT.  In  gener- 
I.  Maryland  businesses  have  tallied  a 
lowth  in  exports  that,  as  an  aggregate, 
pees  the  state  among  the  fastest-growing 
Iporters  in  the  U.S.,  according  to  the 
I.S.  Department  of  Commerce  statistics. 

us.  It's  Fun 

I  Maryland  is  more  than  a  great  place  to 
r>rk.  It's  also  a  fun  place  to  live.  Every 
laryland  resident  lives  less  than  an 
Imrs  drive  from  a  state  forest  or  park, 
liking  and  snow  skiing  are  both  within 
Isy  reach.  Sailing,  powerboating  and 
lortfishing  on  the  Chesapeake  Bay  are 
jird  to  beat  anywhere  in  the  world.  And 
Inew  Jack  Nicklaus  Signature  golf 
liurse  in  western  Maryland  joins  an 
Iready    impressive    array    of    links 
Iroughout  the  state. 
■  Baltimore's  Inner  Harbor  continues 
I  draw  millions  of  tourists  and  locals 
■ch  year.  Among  its  many  attractions, 
le  Harbor  hosts  the  National  Aquari- 
an in   Baltimore;   the   Harborplace 
■stival  Marketplace;  the  American 
■sionary    Arts    Museum;    and    the 
Maryland  Science  Center.  Brand-new 
Editions  to  the  harbor  include  a  Hard 
Ixk  Cafe,  Planet  Hollywood  and  an 
KPN  Sports  Zone.  A  new  children's 
liscovery  Museum  is  scheduled  to 
ften  this  December. 
[Baltimore  hosts  professional  sports 
Hmpetitions  downtown  in  two  of  the 
Jwest  and  most  fan-friendly  stadiums 
||  the  country.  Major  League  Baseball 
lUowers  can  enjoy  watching  games  in 
llriole  Park  at  Camden  Yards,  widely 
Bgarded  as  the  national  standard  for 
odern  baseball  parks.  Meanwhile,  the 


Baltimore  Ravens  NFL  team  opened 
their  season  this  year  in  a  new  stadium 
right  next  door.  In  addition,  the  Wash- 
ington Redskins  have  moved  out  of  the 
nation's  capital  and  into  their  new  home 
in  Landover,  Maryland. 

"We  have  world-class  amenities  in 
terms  of  arts,  culture  and  every  type  of 
entertainment.  There  are  places  to  satis- 
fy every  taste  in  popular  culture,  con- 
temporary or  classical  art  and  sports," 
Morfessis  says.  "Maryland  is  a  great  place 
for  employers,  because  it's  a  place  where 
employees  want  to  live." 

Governor  Glendening  agrees.  "Mary- 
land is  attractive  to  residents,  business 
and  tourists  because  of  our  great 
resources  and  a  quality  of  life  that  is 
unmatched  anywhere  in  the  country." 


For  more  information  about  Maryland, 

please  call  1-800-811-0051,  or  visit  our 

Web  site  at  www.dbed.state.md.us 


At 

STRAYER 

UNIVERSITY 


Discover  why  thousands  of 
working  adults  attend  Strayer: 

•  Master's,  Bachelor's,  and 
Associate's  degrees 

•  Computer  and  business- 
oriented  programs 

•  Evening  and  weekend  classes 

•  Campuses  in  DC,  Maryland, 
and  Virginia 

•  Online  courses  via  the  Internet 


STRAYER 

UNIVERSITY 

1-888-4  STRAYER 

S  www.strayer.edu 


Dell  is  going  gangbusters  with  its  direct 

sales  model.  Why  don't  its  competitors  follow  suit? 

Games 
dealers  play 


By  Daniel  Lyons 

The  Shell  Oil  Products  Co.,  a 
division  of  Shell  Oil  Co.,  used  to  buy 
its  PCs  from  Compaq  Computer  and 
IBM.  But  last  year  the  division 
switched  allegiance  and  took  its  $26 
million  in  annual  PC  purchases  to  Dell 
Computer.  The  decision  to  buy  PCs 
from  Dell  had  less  to  do  with  the 
computers  than  with  the  way  they  are 
sold:  Dell  deals  directly  with  cus- 
tomers, while  Compaq  sells  through 
distributors  and  resellers. 

"The  biggest  thing  was  the  busi- 
ness model  and  being  able  to  elimi- 
nate the  reseller  from  the  procure- 
ment logistics,"  says  Harold  Cohan, 
the  manager  of  infrastructure  at  Shell 
Chemical,  another  division  that  made 
the  switch.  Negotiations  to  purchase 
PCs  took  longer  because  resellers  were 
involved,  Cohan  says.  And  the  prices 
were  too  high. 

The  success  of  Dell's  marketing 
model  is  well  known  and  amply 
reflected  in  the  price  of  its  stock.  Dell 
is  gobbling  up  market  share — 10.1% 


of  desktop  PCs  worldwide,  up  from 
6.9%  at  the  end  of  1997,  according  to 
Dataquest.  Dell  now  outsells 
Hewlett-Packard  and  IBM  and  is  gain- 
ing on  Compaq. 

Why  don't  Compaq,  HP  and  IBM 
just  copy  the  Dell  model  and  sell 
direct?  If  it  were  that  easy,  Dell  would 
never  have  gotten  where  it  is. 

Dealers  deliver  big  sales  to  IBM,  HP 
and  Compaq  and  almost  none  to 
Dell.  As  a  result  the  big  three  are 
dependent  on  the  good  graces  of  the 
dealers  for  90%  of  their  sales.  Dealers 
can  easily  retaliate  if  a  supplier  gets 
too  aggressive  about  selling  direct. 

IBM,  HP  and  Compaq  are  vulnerable 
to  dealer  blackmail.  Dell  is  not. 
Giving  in  to  it,  the  big  three  have 
spent  the  past  two  years  trying  to 
make  their  three-step  distribution 
model — manufacturer  to  distributor 
to  reseller  to  customer — work  as  effi- 
ciently as  the  one-step  model  that 
Dell  uses.  But  because  they  must 
leave  something  on  the  table  for  the 


Dell's  direct  hit 

1994 
Compaq 
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Market  share  for  leading  desktop  PC  vendors 

Compaq 

1998  13.6% 

7.5%    r 


IBM 
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61.6% 
Other 


10.1% 


Dell 


Source-  Dataquest. 

Dell  is  growing  faster  than  rivals  MP,  IBM  and  Compaq,  thanks  to  its  more 
efficient  direct  sales  model  and  k  >er  price  points. 
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dealers,  the  big  three  must  eitht 
charge  slightly  more  or  accept  low< 
profit  margins  themselves. 

Now,  by  enlisting  distributors  to  d 
part  of  the  assembly  of  their  compu 
ers,  the  PC  makers  may  have  pi 
themselves  even  more  at  the  mercy  • 
their  dealers. 

Distributors  such  as  Ingram  Mid 
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he.,  Tech  Data  Corp.  and  MicroAge 
Inc.  have  invested  tens  of  millions  to 
,  uild  plants  where  they  assemble  PCs 
13  order  for  Compaq,  HP  and  IBM. 
J-ut  these  plants  are  underutilized. 
;  licroAge  is  running  at  25%  of  capac- 
ty,  for  example.  It  would  be  no  big 
j  eal  for  these  assemblers  to  buy  parts, 
j  ap  on  a  label  and  provide  computers 


Down  the  line 
Tech  Data  builds 
name  brand  PCs 
and  its  own  "white 
boxes"  in  a  new  plant 
in  Swedesboro,  N.J. 


to  dealers  at  prices 
below  those  that  IBM, 
HP  and  Compaq, 
with  their  huge  over- 
heads, must  charge. 

Many  distributors 
are  already  in  the  PC- 
making  business, 
with  generic  PCs  to 
which  local  resellers 
affix  their  own  label. 
Resellers  in  North 
America  last  year  sold 
6.4  million  of  these 
so-called  white 

boxes — more  PCs 
than  Compaq  sold, 
says  Channel  Infor- 
mation Services,  a 
market  researcher  in 
Jericho,  N.Y. 

Ask  a  reseller  for 
an  HP  machine  and 
he'll  quote  you  a 
price.  Tell  him 
you're  also  consider- 
ing Dell,  however, 
and  he'll  immediate- 
ly pitch  you  a  low- 
cost  white  box. 

The  idea  of  having 
distributors  build 
PCs — which  seems  to 
be  backfiring  on  its 
author — originated  at 
IBM.  It  figured  it 
could  compete  with 
Dell  and  lower  its 
costs  by  shipping  PCs 
to  distributors  in 
component  form. 
That  way  distributors 
could  assemble  cus- 
tomized PCs  based  on  what  customers 
were  ordering,  the  way  Dell  does.  Dis- 
tributors would  no  longer  get  stuck 
with  preconfigured  PCs  nobody 
wanted,  and  IBM  wouldn't  have  to  eat 
obsolete  inventory. 

Since  then  HP  and  Compaq  have 
followed  IBM's  lead.  But  the  system  is 
far  from  sleek.  Each  manufacturer  has 


a  different  set  of  rules  and  policies  for 
distributors  to  follow,  and  some  of  the 
rules  are  counterproductive. 

For  example,  distributors  insist  the 
joint  manufacturing  system  could 
work  better  if  PC  makers  would  let 
them  buy  components  on  their  own 
for  assembling  into  a  name  brand 
product.  But  pc;  makers  don't  want  to 
lose  the  profit  they  make  on  compo- 
nents. The  result?  Intel  ships  micro- 
processors from  a  warehouse  in 
Phoenix  to  an  IBM  plant  in  Raleigh, 
N.C.  Then  IBM  ships  the  processors 
back  across  the  country  to  a 
MicroAge  assembly  plant  in  Tempe, 
Ariz.,  10  miles  from  the  Intel  ware- 
house where  they  started.  MicroAge 
would  prefer  to  drive  across  town  and 
pick  up  the  chips — but  that's  against 
IBM's  rules. 

In  these  custom  assemblers,  the  big 
three  have  created  a  potential 
Frankenstein's  monster  of  huge  size. 
Ingram  Micro  will  do  $22  billion  in 
sales  this  year,  Tech  Data  $12  billion, 
and  MicroAge  $6  billion.  It  would  be 
quite  easy  for  any  of  them  to  expand 
production  of  white  boxes  built  to 
dealer  order  in  competition  with  the 
big  three. 

"In  the  past  we've  been  reluctant 
to  do  that  [sell  branded  PCs]  because 
of  our  relationships  with  HP,  IBM  and 
Compaq.  But  diat  doesn't  mean  we'll 
always  be  reluctant,"  says  Robert 
O'Malley,  chief  executive  at  Pinacor, 
the  $5  billion  distribution  division  of 
MicroAge  in  Tempe,  Ariz. 

MicroAge  created  the  Pinacor  divi- 
sion earlier  this  year  as  a  first  step 

Dell's  leap 

Revenues  for  worldwide  desktop  PCs  for  first  half  1997-98 


<S^  d>   <EE>   <CEj> 

Change  in  revenues 


Source:  Dataquest. 

Dell's  sales  grew  48%  in  the  first  half 
of  1998,  to  $5.4  billion. 
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Access  time 

Posing  as  the  owner  of  a 
small  business,  I  set  out  to 
buy  20  top-end  PCs  from 
five  manufacturers.  The 
configuration:  a  450- 
megahertz  Pentium  II 
processor,  a  10-gigabyte 
hard  drive,  64  megabytes 
of  RAM,  built-in  Ethernet 
card,  32X  CD-ROM  drive, 
graphics  card  and  a  17- 
inch  monitor. 

Here  is  what  I  encoun- 


tered in  my  travels: 

Gateway.  In  15  minutes 
I  had  a  price — $2,121  per 
unit,  including  monitor. 
Availability:  7-10  days. 

Dell.  In  15  minutes  I 
had  a  price — $2,700  per 
unit,  including  monitor. 
Availability:  6-8  days. 

IBM.  I  contacted  two 
resellers.  Both  said  they 
could  not  get  the  model  I 
wanted. 

Hewlett-Packard.  One 
reseller  said  distributors  had 


no  stock  on  the  model  I 
wanted.  A  second  reseller 
said  9  machines  were  avail- 
able now,  with  the  other  1 1 
on  back  order,  but  it  would 
take  several  days  to  get  a 
price  from  HP.  When  the 
bid  arrived  later  that  week, 
however,  the  reseller  sent 
information  about  the 
wrong  HP  model  and  also 
sent  information  about  a 
low-cost,  no-name  clone  PC 
as  an  alternative.  A  third 
reseller  could  not  find  the 


model  I  wanted  in  the  HP   I 
catalog.  A  fourth  reseller 
said  he  could  deliver  20 
machines,  and  the  price 
would  be  $2,887  per  unit. 

Compaq.  One  reseller 
took  three  days  to  return 
my  calls.  A  second  reseller 
said  he  could  get  20 
machines  within  a  week,  at 
a  price  of  $2,699  per  unit. 
Compaq's  direct  sales 
center,  meanwhile,  said  tht 
model  was  out  of  stock  for 
at  least  30  days.  -D.L.  ■ 


toward  building  a  brand  identity, 
O'Malley  says.  CompUSA  Inc.  started 
selling  PCs  under  its  own  brand  name 
last  year,  at  prices  well  below  the  big- 
name  brands. 

The  biggest  threat  to  PC  makers 
could  come  from  Ingram  Micro.  The 
Santa  Ana,  Calif-based  company 
recently  opened  a  500,000-square- 
foot  assembly  plant  in  Memphis, 
Tenn.  Ingram  has  struck  a  deal  with 
Solectron  Corp.,  a  Milpitas,  Calif. - 
based  contract  manufacturer  that  will 
provide  manufacturing  capabilities  in 
11  other  locations  worldwide. 

The  implied  threat  is  that  if  the  big 


three  push  too  hard  on  direct  sales 
they  will  face  white  box  competition 
from  their  own  dealers.  Would  big 
corporate  accounts  buy  white  boxes? 
If  the  prices  were  right  and  the  quali- 
ty high,  they  might.  And  certainly 
retail  customers  could  be  turned  on 
to  them  by  adept  salespeople. 

The  dealers  have  already  made  IBM 
and  Compaq  feel  the  lash.  Both  com- 
panies started  experimenting  with 
limited  direct-selling  initiatives  this 
year,  ibm's  desktop  PC  revenues 
declined  24%  in  the  first  half  of  1998, 
and  Compaq's  revenues  were  flat.  HP, 
which  so  far  has  refused  to  sell  direct, 


Tech  Data's  Anthony  Ibarguen 
Building  for  the  big  three. 
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enjoyed  a  26%  sales  gain  and  gaine 
market  share,  according  to  Dat 
quest.  Compaq  and  IBM  say  this  ha> 
more  to  do  with  inventory  problem 
than  with  payback  from  resellers  ,][j|( 
However,  resellers  say  they're  incline 
to  reward  loyalty,  and  if  HP  is  per 
ceived  as  being  more  loyal  to  reseller, 
"that  causes  them  to  lead  with  HP, 
says  Douglas  Antone,  president  c 
Ingram's  assembly  division. 

Is  there  then  no  way  the  big  thre 
PC  makers  can  stop  Dell?  They  wi 
have  to  find  a  way.  In  some  cases  the 
are  matching  Dell's  prices.  Neverthe 
less,  in  its  most  recent  quarter  Dell 
sales  and  earnings  grew  54%  and  72% 
respectively. 

Compaq  already  sells  direct  to 
few  big  customers  like  GM.  In  thre 
years  the  "vast  majority  of  brande  ;  ^ 
CPUs"  will  be  sold  that  way,  says  Kevi 
McCarthy,  analyst  at  Donaldsor 
Lufkin  &  Jenrette.  By  then,  he  say 
Dell  may  get  so  far  ahead  that  HP  an 
IBM  would  have  to  "reconsider  the 
role  in  the  PC  business  altogether." 

Anthony  Ibarguen,  president  c 
Tech  Data  in  Clearwater,  Fia.,  insis 
that  joint  assembly  partnerships  wi 
start  to  pay  off  for  the  big  three  ov< 
the  next  few  quarters.  He  cites  a  ne 
"colocation"  plan  in  which  Tech  Dai 
ships  PCs  direct  from  Compaq  an 
IBM  factories  and  claims  it  is  as  eff 
cient  as  the  Dell  model. 

"This,"  Ibarguen  insists,  "is  not 
one-  or  two-quarter  transition.  This 
something  we  need  to  keep  pluggir 
away  at."  While  Dell  develops 
hernia  carrying  all  that  money  to  tl 
bank.  ■ 
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l/Vould  you  like  a  nuclear  waste  dump  in  your 
backyard?  Carlsbad,  N.M.  lobbied  like  hell  to  get  one. 

How  Carlsbad 
got  WIPPed 


[By  William  P.  Barrett 

:OR  decades  isolated  Carlsbad,  N.M. 
lias  basked  in  the  fame  of  nearby 
Carlsbad  Caverns  National  Park,  with 
its  awesome  underground  stalactites 
luid  stalagmites.  Now  it's  getting 
juiother  underground  claim  to  fame:  a 
huge  nuclear- waste  disposal  site. 

Carlsbad's  mayor  and  local  business- 
taople  actually  invited  the  federal  gov- 
ernment to  consider  bringing  the 
jvaste  here.  Why?  They  figured  they 
needed  it  for  their  economic  growth. 
I  Located  26  miles  east  of  Carlsbad, 
he  Waste  Isolation  Pilot  Plant,  or 
jvipp,  is  a  world  first:  a  series  of  man- 
'nade  tunnels  2,150  feet  under- 
ground, designed  to  accommodate 
radioactive  waste. 

Delighted  to  find  a  place  that  would 
accept  nuclear  waste,  the  U.S.  Depart- 
ment of  Energy  has  poured  $2  billion 
nto  this  hole  in  the  ground.  Much  of 
Jhe  money  has  circulated  through  this 


town  of  25,000.  "No  one  had  any 
earthly  idea  how  big  this  rascal  could 
be,"  Don  Kidd,  Carlsbad  state  senator 
and  bank  president,  says  approvingly. 

Today,  according  to  economic 
models,  wipp  generates  more  than 
$150  million  annually  for  the  Carlsbad 
economy,  or  about  $6,000  per  resi- 
dent. A  small  army  of  miners,  contrac- 
tors, technicians,  federal  bureaucrats, 
supervisors,  executives  and  vendors 
either  live  in  or  frequently  visit  the  area. 
wipp's  20-person  communications 
team,  for  example,  tops  the  staff  of  11 
journalists  on  the  local  daily  newspaper. 
Unemployment,  a  high  8.1%,  would  be 
a  lot  higher  without  wipp.  New  homes 
costing  upwards  of  $200,000  are  going 
up  in  a  town  where  older  houses  can  be 
found  for  under  $30,000. 

So  far  wipp  is  empty,  though  it  was 
ready  for  business  by  1988.  Lawsuits 
backed  by  out-of-town  environmen- 


talists have  delayed  its  use.  wipp  is  now 
supposed  to  receive  its  first  waste  next 
year.  In  the  mine,  dug  through  ancient 
salt  deposits,  wipp  will  ultimately  hold 
a  total  of  850,000  barrels  of  lightly 
contaminated  items  like  tools  and 
clothing — trucked  in  from  ten  nuclear 
weapons  facilities  around  the  country. 

In  this  rough  region,  where  people 
have  long  worked  the  land,  lived  by 
their  wits,  taken  risks,  hoped  for  luck 
and  respected  authority,  most  local 
people  welcome  wipp.  It's  a  poor  area 
where  per  capita  income  runs  28% 
below  the  national  average.  Atomic 
bombs  were  perfected  and  first  tested 
in  New  Mexico,  so  the  word  nuclear 
probably  didn't  generate  the  same 
hysteria  here  it  did  elsewhere. 

Carlsbad  has  been  hooked  on  Wash- 
ington handouts  for  a  long  time.  In  the 
later  1800s  U.S.  Army  troops  cleared 
out  Indians  for  cattle-raising  settlers 
who  later  founded  the  town  of  Eddy. 
In  1899  Eddy  renamed  itself  after  the 
famous  European  springs  at  Karlsbad, 
hoping  to  attract  more  settlers,  but  the 
area  continued  to  get  federal  largesse. 
Washington-financed  projects  rebuilt 
damaged  irrigation  systems  and  tamed 
the  Pecos  River.  Congressional  appro- 
priations developed  Carlsbad  Caverns. 
Natural  resources  outfits  got  cut-rate 
leases  on  federal  lands. 

It  was  Carlsbad  that  wanted  wipp. 
In  1972  the  old  Atomic  Energy 
Commission  abandoned  plans  to 
build  a  nuclear  dump  near  Lyons, 
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Kans.,  amid  botched  underground 
surveys  and  withering  media  cover- 
age. On  an  out-of-town  trip  Carlsbad 
state  senator  Joseph  Gant  Jr.  read  a 
wire-senice  story — by  chance — about 
the  Lyons  fiasco  and  got  on  the  tele- 
phone to  other  Carlsbad  influentials. 
Mines  harvesting  potash,  a  key  ingre- 
dient for  fertilizer,  were  closing,  and 
Carlsbad  seemed  on  the  road  to 
becoming  another  Chihuahuan  desert 
ghost  town. 

Within  weeks  these  local  movers 
and  shakers  were  actively  lobbying 
astonished  but  wary  federal  officials, 
and  they  have  never  stopped.  When, 
in  1980,  Jimmy  Carter  vowed  to  scrap 
the  project,  city  fathers  descended 
upon  Washington  to  lobby  Congress 
and  various  federal  agencies.  Ronald 
Reagan  later  acceded  to  their  wishes 
and  reversed  Carter's  decision. 

Along  the  way  the  city  fathers  made 
sure  Carlsbad  would  be  well  rewarded. 
The  feds  agreed  to  move  high-paying 
federal  jobs  to  Carlsbad  and  to  buy  lots 
of  supplies  locally — sometimes  from 
city  officials  running  side  businesses. 
They  won  funding  to  improve  the  200- 
mile-long  highway  to  a  New  Mexico 
interstate  from  two  lanes  to  four.  The 
locals  even  got  S33  million  in  taxpayer 
money  to  build  and  support  an  envi- 
ronmental monitoring  center  where 
residents  can  get  free  body  scans  for 
radioactivity.  City  schools  get  used 


computers  from  Westinghou^e,  which 
runs  WIPP  for  the  feds. 

The  nuclear  wastes  have  an  estimat- 
ed dangerous  radioactive  life  of  up  to 
240,000  years.  If  anything  goes  really 
wrong,  Carlsbad  could  end  up  aban- 
doned, but  these  folks  are  used  to 
taking  chances.  B 
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In  a  tough  year  for  the  energy  industry, 
Coastal  Corp.'s  earnings  are  up.  Credit  a  strategy 
put  in  place  by  Chairman  David  Arledge, 
successor  to  the  infamous -Oscar  Wyatt. 

Deconstructing 
Oscar 


By  Christopher  Palmeri 

Oscar  Wyatt,  the  74-year-old 
founder  of  Coastal  Corp.,  is  a  flam- 
boyant Texan  with  a  knack  for  finding 
himself  at  the  center  of  controversy. 
Wyatt  built  Coastal  into  a  S12  billion 
energy  company  with  interests  in  nat- 
ural gas  pipelines,  coal  mines,  oil 
refineries  and  service  stations.  Along 
the  way,  Wyatt  reneged  on  contracts, 
fought  a  hostile  takeover  and  cut  deals 
with  murderous  dictators  like  Muam- 
mar  Qaddafi  and  Saddam  Hussein. 

V\  yatt  lives  in  a  baronial  estate  in 
Houston's  tony  River  Oaks  neighbor- 
hood. His  wife,  Lynn,  is  a  world- 
famous  socialite.  Wyatt  still  owns  a 
2.6%,  SI 70  million  stake  in  Coastal 
and  serves  on  the  company's  board, 
but  his  days  of  exclusively  calling  the 
shots  are  over.  Wyatt's  replacement  as 
chairman  couldn't  be  more  dissimilar. 

David  Arledge,  53,  is  short  and 
stocky.  He  wears  his  thinning  black 
hair  combed  tightly  to  the  side.  A 
lawyer  by  training,  Arledge  cut  his 
teeth  at  the  accounting  firm  now 
known  as  Deloitte  &  Touche.  He 
joined  Coastal's  tax  department  18 
years  ago.  For  a  good  night  out, 
Arledge  and  his  wife  chow  down  at  a 
Mexican  restaurant  near  their  modest 
suburban  Houston  home. 

Whether  consciously  or  not,  Arledge 
is  signaling  to  the  troops  that  he  is 
not  Oscar  Wyatt.  Although  he  has 
been  chairman  of  Coastal  for  more 
than  a  year,  Arledge  refuses  to  park  in 
Wyatt's  old  parking  place,  which 
remains  empty. 

While  Wyatt — a  dirt-poor  mechani- 
cal engineering  major  from  Texas 
A.&M     University — assembled     the 


pieces  of  a  powerful  company, 
it  took  Arledge — a  bean 
counter — to  turn  it  into  an 
earnings  machine.  In  this,  a 
year  in  which  the  tumbling 
price  of  oil  has  devastated  the 
earnings  of  many  energy  com- 
panies, Coastal  is  expected  to 
report  net  income  of  S438 
million  or  S2.05  per  share,  a 
1 5%  increase  from  last  year  and 
an  almost- fourfold  increase 
from  1993. 

"Mr.  Wyatt  was  a  builder, 
and  the  company  owes  a  great 
debt  to  him  for  that,"  Arledge  5 
says.  "I'm  a  professional  man-  H 
ager.   We   don't   necessarily  8 
build  things.  We  grow  them."  i 

Before  Coastal  could  grow, 
however,  Arledge  had  to  prune  some 
branches.    Arledge,    who    became 
Coastal's  president  in  1994,  sold  the    :; ?; 
company's  western  coal  business  and    fc  " 
closed  two  of  its  five  refineries.  "Oscar    ttete 
was  a  good  businessman,  but  he  fol-    'e 
lowed  his  instincts  more  than  he  did  a 
corporate  plan,"  says  John  Olson,  a 
natural   gas   analyst   and   longtime 
Coastal  watcher  now  at  the  brokerage 
firm  of  Sanders  Morris  Mundy  in 
Houston.  "Oscar  talked  for  a  decade 
about  divesting  part  of  his  refineries. 
David  did  it."    With  S600  million 
from  the  sale  of  the  coal  business, 
Arledge  reduced  Coastal's  debt  and 
invested  in  the  company's  remaining 
refineries  and  its  then-small  natural 
gas   exploration    unit.    The    result: 
Coastal's  stock  has  beaten  the  roaring 
s&P  500  in  the  last  five  years,  a  rarity 
in  the  energy  sector. 
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Coastal's 
David  Arledge 
Down  on  oil. 
Up  on  gas. 


Arledge's  business  plan  was  hatched 
ve  years  ago,  after  some  research  he 

d  as  chief  operating  officer.  At  the 
ime,  Coastal  was  one  of  the  largest 
narketers  of  heavy  fuel  oil  for  electric- 
y  generation  in  the  Northeast.  That 
usiness  had  begun  to  slide,  however, 
s  utilities,  forced  to  meet  tougher 
missions  restrictions,  switched  to 
leaner-burning  natural  gas.  At  the 
ame  time  world  oil  production  was 
ising,  much  of  it  in  countries  like 
enezuela  and  Mexico  that  produce  a 
iscous,  sulfur-heavy  crude.  Arledge 
sasoned  correcdy  that  the  price  of  this 

iw-grade  raw  material  was  likely  to 
lide.  "We  began  to  see  two  trends 
nfolding,"  he  says.  "One,  oil  could 
ery  well  go  down  in  price,  particular- 
f  at  the  heavy  end.  Two,  natural  gas 
rices  in  the  U.S.  could  at  the  same 
me  go  up." 


Coastal  Corp.  founder  Oscar  Wyatt 

He  built  a  big  company,  but  needed  a  plan. 


Acting  on  his 
hunches,  Arledge 
invested  $150  million 
to  upgrade  Coastal's 
refineries  on  the 
island  of  Aruba  and 
in  Corpus  Christi,  Tex.  so  that  they 
could  handle  heavier  and  more  sul- 
furous  crude.  What  matters  for  the 
owner  of  a  refinery  designed  for  heavy 
crude  is  that  there  be  a  fat  spread 
between  the  cost  of  light  crude  and  the 
cost  of  heavy  crude.  That  spread  has 
indeed  widened,  going  from  $4  a 
barrel  in  1995  to  $6-plus  per  barrel 
now.  Arledge's  bet  has  enabled  Coastal 
to  turn  a  $70  million  loss  in  its  refin- 
ing operation  in  1995  into  an  estimat- 
ed $90  million  profit  this  year. 

On  the  exploration  side,  Arledge 
more  than  doubled  the  company's 
budget  and  focused  the  business  on 
natural  gas  in  three  important  areas: 
southern  Texas,  Utah  and  the  Gulf  of 
Mexico.  In  the  last  five  years  Coastal's 
natural  gas  production  and  reserves 
have  more  than  doubled,  to  436  mil- 
lion cubic  feet  per  day  and  1.7  trillion 
cubic  feet,  respectively.  The  company's 
cost  of  finding  these  reserves  has 
slid  from  $1.17  per  thousand  cubic  feet 
to  74  cents,  a  measure  that  puts 
Coastal  among  the  top  third  of  the 
company's  peers. 

Now,  with  the  slump  in  oil  prices 
prompting  many  companies  to  cut 
their  drilling  budgets,  Arledge  is  boost- 
ing his.  He  is  increasing 
Coastal's  spending  on 
exploration  and  production 
by  $100  million,  or  20%, 
this  year  to  take  advantage 
of  the  lower  cost  of  renting 
oil  rigs  and  buying  oilfield 
services. 

While  Wyatt  took  great 
joy  in  hobnobbing  with  oil 
ministers  and  heads  of  state 
around  the  globe,  Arledge's 
focus  remains  firmly  on 
domestic  natural  gas.  "I 
think  that  over  the  next  few 
years  natural  gas  in  the  U.S. 
will  be  the  best  place  to  be 
in  the  energy  sector  in  the 
world,"  he  says. 

David  Arledge  is  no 
Oscar  Wyatt.  Coastal's 
shareholders  couldn't  be 
happier.  MB 
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The  wider  the  ski,  the  quicker  the  cut.  This  is  the  WideTrack  "  Grand  Prix  from  Pontiac.  Its  unique 
WideTrack  design  sets  the  wheels  wider  to  connect  all  available  240  supercharged  horses  to  the  road 
for  better  control  on  any  run.  Choose  coupe  or  sedan  and  see  for  yourself:  Wider  is  Better. 
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DRIVING  EXCITEMENT 


Microsoft  now  has  America  Online  and  Yahoo!  in  its  gun  sights 
They  are  tempting  but  fast-moving  targets. 

Welcome 
to  my 
store 


By  Eric  Nee 

AOL  WON  THE  SUBSCRIBERS;  Yahoo! 

won  the  eyeballs.  Bill  Gates'  MSN 
is,  compared  with  them,  a  flop. 
Microsoft  Corp.  has  lost  the  first 
round  in  the  battle  of  the  Internet. 

But  only  the  first  round.  Silicon 
Valley  is  littered  with  the  carcasses  of 
companies  that  dominated  their  mar- 
kets before  Bill  Gates  decided  he 
wanted  in.  Microsoft  is  determined  to 
capture  a  big  piece  of  territory  on  the 
Internet.  It  has  the  brainpower,  the 
cash  and  the  strategy  to  do  that. 

There's  a  pattern  to  this:  When 
a  new  business  looms 
in  cyberland,  Microsoft's 
initial  entries  are  often 
either  late  or  weak 
or  both,  but  they  are 
there.  Its  next  products 
are  better,  and  the  next 
ones  better  yet.  Just 
ask  WordPerfect  Corp., 
Lotus  Development  Corp. 
or  Borland  International. 
They  dominated  word 
processing,  spreadsheets 
and  databases  until 
Microsoft  walked  all  over 
them. 

Now  the  battleground 
is  the  Internet.  At  the 
moment  Microsoft  is 
trailing.  Yahoo!  Inc.  and 
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Microsoft's  original 
strategy  was 
flawed.  True  to 
form,  the  company 
is  now   egrouping 
and  counter- 
attacking. 


America  Online  Inc., 
rank  number  one  and 
number  two  among 
Web  portals. 

True  to  form,  Micro- 
soft is  regrouping  and 
counterattacking.  It  has 
realized  that  its  original 
strategy  was  flawed  and 
has  forged  a  new  strategy. 
In  essence,  Gates'  inspira- 
tion is  this:  Capture  people  who  want 
to  buy  products  and  services  wherev- 
er they  might  be  on  the  Internet. 
If  they  don't  use 
your  entry  point — your 
portal — well,  capture 
them  after  they've  come 
in  through  someone 
else's.  Get  them  to  buy 
or  book  or  browse  in  a 
Microsoft  store. 

What  does  that  mean? 
Think  about  what  hap- 
pens when  you  wander 
onto  the  Web  in  search 
of  a  product,  service  or 
bit  of  information.  First 
comes  the  on-ramp,  the 
wires  that  connect  your 
modem  to  the  network 
of  computers  out  there. 
Next  along  the  way 
is  (usually)  a  so-called 


portal.  This  is  a  launching  pad  for 
your  search. 

The  last  stage  in  this  process  is 
your  destination.  This  could  be  a  site 
that  collects  information  on  car 
models  and  helps  you  buy  a  new  one; 
or  a  site  that  shows  you  mortgage 
interest  rates  and  steers  you  to  a 
bank;  or  a  site  that  finds  nouses  in 
your  price  range  and  shows  you  pic- 
tures of  them;  or  a  site  that  quizzes 
you  about  your  needs  in  insurance 
and  mutual  funds. 

Amazon.com  is  a  sterling  example 
of  what  a  great  destination  site  should 
be.  It  is  easy  to  use  and  comprehen- 
sive and  it  offers  more  titles  than  any 
walk-in  bookstore  could  possibly  pro- 
vide. No  matter  what  portal  Internet 
book  buyers  use,  Amazon.com  is  the 
most  popular  destination. 

AT&T  WorldNet  Service  is  an  on- 
ramp.  You  pay  $20  a  month  for  a 
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onncction  service  and  not  much 
'lore.  AT&n  essentially  is  renting  you 

communications  channel. 

America  Online  is  a  hybrid;  part 
•onnector,  part  portal,  part  destina- 
lon.  It  provides  connections,  special 
j.'nices  like  chat  rooms  available  only 
))  its  subscribers,  and  a  Web  portal, 
i  Yahoo!  is  the  most  popular  Web 
:ortal,  with  40  million  unique  visitors 
i  month  and  a  wealth  of  destination 
'  tes  like  Yahoo!  Travel  and  Yahoo! 
I ^eal  Estate.  Amazon.com  is  a  pure 

estination. 
j  Why  is  there  value  in  a  portal? 


Think  of  it  this  way: 
If  the  Internet  is 
potentially  a  vast 
shopping  bazaar,  portals  are 
entrances  to  it.  The  people  who  own 
the  successful  portals,  like  Yahoo!,  get 
first  crack  at  the  customers.  Each 
time  customers  come  back  to  the 
Web  they  go  through  the  portal 
again  and  again  and  again.  That's 
worth  quite  a  bit  to  advertisers. 

Why  is  there  value  in  a  destination? 
If  you  want  a  good  deal  on  a  Ford 
Expedition,  you  might  spend  only  a 
few  seconds  at  the  portal  looking  for 
a  car  site,  then  spend  half  an  hour  at 
the  car  site.  There  you  will  debate 
whether  you  want  to  spend  $1,300 
extra  on  leather  seats  and  ponder 
whether  it  is  worth  going  60  miles 
out    of  your   way    to    the    dealer 


save   you    $300.    While 

you  tarry  at  the  site, 

the  provider  has  a 

chance  to  bombard 

you  with  ads. 

If  there  are  sales 
commissions  to  be 
made  on  the  Web, 
they     will     largely 
be   made   at   these 
destination      sites. 
Advertising  dollars 
will  also  accumulate 
at  these  sites.  That's 
where  eyeballs  lin- 
ger, and  it's  where 
ads  can  be  aimed  like 
bullets.  If  you  seek 
"Grand  Teton"  at  a 
travel  site  you  might 
get  hit  with  an  ad 
for  hiking  boots. 
Microsoft's 
new  dual  strategy 
is     to    own     and 
build     destination 
commerce  sites  like 
Expedia,    CarPoint 
and    Sidewalk — and 
at    the    same    time 
build  a  stronger  portal 
by  enhancing  MSN.com. 
Microsoft   has   scaled 
back      content      sites 
like  Slate,  the  on-line 
magazine,  and  ended 
its  efforts  to  compete 
with  aol's  proprietary 
on-line  service.  It  has 
just  about  given  up  on  its  efforts 
to  entertain  people  and  is  concen- 
trating on  ways  to  help  them  spend 
their  money. 

As  it  turned  out,  Microsoft  just 
wasn't  very  good  at  the  entertain- 
ment business.  Despite  years  of  effort 
Microsoft  Network  attracted  only  2 
million  paying  subscribers,  to  AOL's 
13  million. 

The  stakes  are  potentially  enor- 
mous. Close  to  $6  billion  in  U.S. 
consumer  commerce  will  be  generat- 
ed on  the  Web  in  1998,  and  the  busi- 
ness is  just  cranking  up.  How  big  can 
it  get?  Nobody  knows,  but  travel, 
certainly  a  Web-vulnerable  business, 
will  generate  about  $10  billion  in 
commissions  in  the  U.S.  alone  this 
year.  Just  10%  of  that  . . .  well,  you 
get  the  idea. 
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That's  just  part  of  it. 
There  are  revenues  from 
delivering  eyeballs  to 
advertisers — eyeballs  of 
people  in  a  shopping 
mood.  Advertising  this 
year  will  be  a  near-$200 
billion  industry  in  the  U.S. 
This  year  U.S.  advertisers 
will  devote  a  bit  less  than 
$2  billion  to  Web  advertis- 
ing, but  that,  too,  is  only  a 
sliver  of  the  potential. 

That's  why  there  is  a  frenzy  of 
activity  among  established  companies 
and  startups  alike  to  secure  favorable 
positions  on  the  Web.  It's  why 
investors  pay  seemingly  ridiculous 
prices  for  Internet  companies.  That 
nobody  knows  how  big  the  business 
will  be  is  a  big  part  of  the  appeal: 
When  anything  is  possible,  imagina- 
tions and  price/earnings  ratios  soar. 

Aware  of  this  potential,  Bill  Gates 
has  said  that  Microsoft's  Web  busi- 
nesses will  become  the  company's 
fourth  major  business  group  after  PC 
operating  systems,  PC  applications, 
and  servers. 

And  where  is  Microsoft  right  now? 
Eating  dust.  This  year  it  may  do  $50 
million  in  advertising  and  commerce. 
Upstart  Yahoo!  will  take  in  more  than 
double  that  amount,  and  America 
Online  nearly  ten  times. 

"Until  about  six  months  ago  I  was 
somewhat  dismissive  of  their  strate- 
gy," says  Mary  Meeker,  Morgan  Stan- 
ley Dean  Witter's  Internet  analyst. 
"But  now  I'm  impressed." 

Point  man  for  Gates'  Web  attack 
is  Pete  M.  Higgins,  the  40-year- 
old  group  vice  president  responsible 
for  Microsoft's  Web  products.  So 
what  is  Higgins  doing  to  make  his 
boss  happy? 

He  has  already  ended  many  of 
Microsoft's  attempts  at  creating  hip 
content  sites.  One  flop  was 
Microsoft's  Mungo  Park.  It  sent  edi- 
tors on  exotic  expeditions  around  the 
world,  to  places  like  Papua  New 
Guinea  and  Vietnam.  Web  users 
could  experience  these  places 
through  photos,  maps,  weather 
reports  and  correspondence  from 
adventurers. 

Fine  for  armchair  travelers,  bi 
travelers  mostly  want  to  go  to 
neyland,  take  Caribbean  cruises  or 


Bill  Gates  pre- 
dicts that 
Microsoft's  Web 
businesses  will 
become  the 
company's 
fourth  major 
business  group. 


work  the  slots  at  Las 
Vegas.  They  are  not 
much  interested  in  fanta- 
sizing about  stone  age 
people  in  Papua  New 
Guinea.  Mungo  Park  is 
history. 

Then  there  is  Slate, 
the  on-line  magazine 
into  which  Microsoft 
has  poured  millions.  A 
roster  of  journalistic  stars 
hasn't  generated  nearly 
enough  traffic  and  subscriptions  to 
make  it  pay.  Its  editor  Michael  Kins- 
ley came  close  to  leaving  Slate  earli- 
er this  year,  and  rumors  are  that 
Slate  will  not  survive  long  in  its  pres- 
ent form. 

Microsoft  made  the  same  mistake 


Show  me  the  money 


&r. 


Looking  to  buy  a  new  i 


<^s  autoweb.com 

^  -^^       Has  over  4,200  dealerships 
y  ^       that  pay  on  average  $20 

for  each  potential  buyer 
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One  out  of  four  potential 
buyers  actually  buys  a  car 
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Each  month  Autoweb 
refers  60,000  potential 
buyers  to  dealers 


Total  revenue  breakdown: 
Dealers  pay  $1.2  million 
a  month  to  Autoweb 
(60,000  x  $20) 


Autoweb  earns  another 
5350.000-pius  a  month 
in  fees  from  advertisers 
and  other  businesses 
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with  Mungo  Park  as  with  Slate:  1 
tried  too  hard  to  be  hip.  Its  mor 
recent  efforts  have  been  decided! 
more  utilitarian. 

One  of  Microsoft's  biggest  Wei 
successes  is  Expedia,  its  travel  service 
Expedia  doesn't  say  much  abou 
trekking  in  Tibet,  but  it  offers  nea' 
ways  to  book  hotel  rooms,  buy  airlirn 
tickets  and  reserve  rental  cars.  Expe 
dia  produces  travel  commissions  fo 
Microsoft  and  ad  revenues  from  sup 
pliers  who  want  to  get  people's  atten 
tion  when  they  are  in  a  travel-shop 
ping  mode.  Real  travelers,  not  fantas- 
travelers. 

Microsoft's     Sidewalk.com    ha 
undergone    extensive    renovation 
Originally  a  trendy  guide  to  arts  anc 
entertainment  in  nine  major  U.S 
cities,  the  site  is  being  relaunchec    . 
within  the  next  few  weeks  with 
national  guide  to  buying  product 
and  services.  "It  [Sidewalk]  has  beei 
very  focused  on  helping  people  maka   '*"* 
smart  decisions  on  how  to  speni 
their  time,"  says  Matthew  KurshJ 
Sidewalk's  business  unit  manager 
"Now  it's  going  to  help  them  spenc 
their  money." 

Sidewalk  will  retain  its  arts  anc 
entertainment  guides,  but  th- 
emphasis  will  now  be  on  makinj 
Sidewalk  a  place  to  buy  a  stereo  o 
hire  a  caterer,  products  and  service 
that  would  appeal  to  the  kind  o 
people  attracted  by  the  listings.  List 
ings  for  caterers,  stereo  dealers  ano  aaci 
the  like  will  be  free,  but  Microsof 
will  charge  merchants  who  want  t< 
elaborate  on  their  offerings,  ge 
better  placement  or  link  to  their  owi 
Web  site.  Sidewalk  has  signed  u| 
6,000  advertisers  so  far. 

Peter  Neupert,  former  vice  presi 
dent  of  news  and  publishing  a 
Microsoft,  left  in  July  to  becom' 
chief  executive  ofDrugStore.com, 
Redmond,  Wash,  company  that  plan 
to  sell  toothpaste  and  cough  medi 
cine  on  the  Web.  Nothing  glam 
orous — no  chat  rooms,  political  com 
mentary  or  fancy  graphics — just  goo< 
prices  and  convenience.  Neupert  say 
this  is  typical  of  the  direction  man 
Web  companies,  including  Microsoft 
are  moving. 

What  about  Microsoft's  competi 
tion?  If  aol  is  the  hands-dowi 
winner  in  the  number  of  paid  sub 
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What's  at  stake 


ft 
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Home  mortgages 


Car  sales 


Travel  bookings 


iize  of  overall  market 


$1  trillion  (est)  in  home  mortgages 
(new  and  refinanced)  in  1998. ' 


$447  billion  in  all  car 
sales  in  1997.3 


$502  billion  spent  on  U.S.  travel  in 
1997.  70%  of  travel  is  leisure.5 


tie  Internet  play 


HomeShark  gets  a  0.5%  fee  from 

lender  for  obtaining  and  processing 

loan.  (Regular  brokers  get  l%-2% 

fee.)  Listings  of  homes  are  free.1 


Autoweb  gets  up  to  $29  from  car 

dealer  for  each  customer  it  refers. 

About  30%  of  revenue  from  ads,  fees 

paid  by  car  insurers  and  lenders.4 


Preview  Travel  gets  average 

5%  commission  on  airline  tickets, 

10%  on  hotel  and  rental  car  bookings. 

Ad  sales  are  18%  of  on-line  revenues.6 


internet  commerce  today 


Up  to  1%  of  home  mortgages, 

$10  billion,  will  originate  on  the 

Internet  in  1998.' 


1%  of  new-car  sales, 

$6.5  billion,  will  originate  on  the 

Internet  in  1998.4 


$3.1  billion  in  leisure  travel 

will  be  booked  on  the  Internet 

in  1998.2 


nternet  commerce  in  future 


Almost  20%  of  mortgages  expected 
to  originate  on  Internet  in  2003: 


20%  of  all  car  sales  are  expected  to 
originate  on  the  Internet  in  2002/ 


$30  billion  in  leisure 
bookings  expected  in  2003. 


nternet  players 


E-Loan 
HomeShark 

HomeAdvisor 
QuickenMortgage 


CarPoint 
autobytel.com 
Autoweb.com 


Expedia 

Travelocity 

Preview  Travel 

Internet  Travel  Network 


Sources: :  Home  Shark.     Forrester  Research,   '  National  Automobile  Dealers  Association:  'Autoweb.com;  5  Travel  Industry  Association  of  America;  6  Preview  Travel. 

Home  mortgages,  cars  and  travel.  Three  areas  where  consumers  spend  money.  Lots  of  money.  And  Microsoft  wants  a  piece 
of  it.  The  company  fields  its  own  Web  site  in  each  of  these  markets,  but  it  is  up  against  some  stiff  competition.  The 
business  models  for  each  market  are  still  in  flux,  but  there's  little  doubt  someone  will  get  it  right. 


•scribers,  Yahoo!  is  the  big  kahuna 
when  it  comes  to  attracting  people 
|on  the  Internet.  Yahoo. com  is  the 
most  visited  site  on  the  Web. 

Yahoo'  is  something  like  a  depart- 
ment store.  Once  logged  in  you  can 
Ifind  and  buy  just  about  anything 
there.  Yahoo'  Travel,  Yahoo!  Real 
.Estate,  Yahoo!  rv  Coverage,  Yahoo! 
Finance,  and  more  than  50  other 
specialized  areas  are  now  offered, 
savs  Yahoo!  chief  operating  officer 
Jeffrey  Malic tt. 

By  contrast,  Microsoft's  sites 
have  been  all  over  the  Web.  It's 
something  like  having  a  lot  of  sepa- 
rate stores,  and  you  have  to  drive  to 
,each  one.  Like  consolidating  all  your 
■stores  in  a  single  spot  in  a  mall, 
'Microsoft  is  consolidating  its  three 
|home  pages  (onstage.msn.com, 
jhome. microsoft. com  and  msn.com) 
jinto  one,  MSN.com.,  the  company's 
(new  portal.  This  is  now  the  default 
(home  page  for  its  2  million  MSN 
(Internet  Access  paid  subscribers  and 
:for  many  Internet  Explorer  users  as 
[well.  The  trick  now  is  to  keep  those 
! users  in  MSN.com  rather  than  passing 
:  through  and  clicking  onto  Yahoo.com 
jor  one  of  the  other  portals. 

This  new  Microsoft  portal  has  been 


in  the  works  for  some  time,  and  the 
pieces  are  now  rolling  out.  MSN.com 
has  an  updated  look,  and  will  soon 
include  features  it  has  long  lacked — 
its  own  search  engine  and  Web  index- 
ing capabilities. 

Microsoft  is  also  integrating 
MsN.com  with  its  more  popular  Web 
properties.  One  of  these  is  free  E- 
mail  from  Hotmail,  the  company  it 
purchased  last  December.  Hotmail 
has  23  million  E-mail  accounts  and 
was  the  1  lth-most-popular  site  on 
the  Web  as  of  August.  If  Microsoft 
can  attract  Hotmail  users  to 
MSN.com,  it  will  get  a  big  boost. 

Microsoft  will  also  better  integrate 
its  destination  commerce  sites  like 
Expedia,  CarPoint  and  HomeAdvisor 
into  MSN.com.  CarPoint  is  one  of  the 
most  visited  auto  sites  on  the  Web, 
generating  $300  million  in  car  sales 
in  August.  Expedia  is  the  second- 
most-visited  travel  site,  handling  $5 
million  in  travel  bookings  each  week. 
Microsoft  launched  its  latest  destina- 
tion site,  HomeAdvisor,  in  July. 

The  aim  is  to  turn  MSN.com  into  an 
Internet  equivalent  of  a  vast  shopping 
mall,  a  place  people  stay  to  do  all  their 
business  and  even  have  some  fun. 
HomeAdvisor  can  help  you  buy  a 


home  and  get  a  loan,  and  when  used 
with  Sidewalk,  it  can  help  you  find  a 
painter  and  buy  a  new  couch  after 
you've  moved  in. 

Higgins  understands  this  process  of 
integrating  separate  products.  He  was 
the  executive  who  made  Office  into  a 
category  killer  by  pulling  together  the 
most  popular  PC  applications.  This 
involved  both  marketing  and  soft- 
ware development.  For  the  marketing 
of  Microsoft's  new  efforts,  Higgins  is 
rebranding  all  the  services  with  the 
MSN  name.  On  the  software  end  he 
can  call  on  all  the  resources  of  the 
Gates  empire — making  up  a  formida- 
ble force. 

Don't  expect  the  Web  front-run- 
ners just  to  cave  in.  Unlike  Office, 
where  Microsoft  was  one  of  the  first 
to  package  together  individual  appli- 
cations, Microsoft  is  a  latecomer 
to  packaging  on  the  Web.  Yahoo! 
already  has  Yahoo!  Travel,  Yahoo! 
Real  Estate  and  others  enterprises. 

But  Microsoft  could  have  an  edge 
because  it  owns  and  controls  its  des- 
tination sites,  whereas  AOL,  Yahoo!, 
Excite  and  the  like  carry  sites  belong- 
ing to  others  with  whom  they  must 
split  the  revenues.  For  travel  book- 
ings, Yahoo!  uses  the  Sabre  Group's 
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How  they  stack  up  ^ 


M  E  RjiC  A 


TrhoOF 


Microsoft 


Revenues  (Smil) 
(12  months  ending  6/30/98) 


2,599 


115 


14,484 


On-line  revenues  (Smil) 
Subscription  fees  &  Internet  access 


2,160 


Advertising  &  commerce 


439 


115 


530  (est) 


50  (est) 


Net  income  (Smil) 


134 


-32 


4,490 


Cash  (Smil) 
(6/30/98) 


631 


147 


13,927 


Market  cap  (Smil) 

(9/25/98) 


Major  on-line  properties 


24,827 


11,336 


America  Online 

(13  million  paid  subscribers) 

A0L.com 

(portal) 

Mirabilis 

(18  million  instant-chat  users) 

CompuServe 

(2  million  paid  subscribers) 

Digital  City 

(city  guide) 


Yahoo.com 

(portal) 

Four11.com 

(directory  ot  names  &  addresses) 

My  Yahoo!,  Yahoo!  Mail, 
Yahoo!  Pager, 
Yahoo!  Chat 

(18  million  registered  users 
for  personalized  services) 


281,180 


MSN  Internet  Access 

(2  million  paid  subscribers) 

MSN.com 

(portal) 

Hotmail 

(23  million  E-mail  customers) 

Sidewalk 

(city  &  buying  guide) 

CarPoint  &  Expedia 

(cars  &  travel) 


Strengths 


•13  million  paid  subscribers 
•  top  on-line  brand  name,  most  advertising 


•top  Web  brand  name 
•focused  exclusively  on  Internet 


•  breadth  of  Internet  products 
'Strong  individual  commerce  sites 


Weaknesses 


•  bulk  of  revenues  from  subscriptions, 
a  relatively  low  margin  business 


•  lacks  deep  pockets 
•entire  business  based  on  portals 


•  Web  is  minor  part  of  overall  business 
•MSN.com  trails  badly 


America  Online,  Yahoo!  and  Microsoft  are  the  three  leaders  on  the  Web.  AOL  was  one  of  the  first  to  go  on-line,  and  still 
outdistances  everyone  in  on-line  revenues.  But  Yahoo!  has  the  strongest  Web  offerings,  and  Microsoft  is,  well,  Microsoft. 


Travelocity  and  AOL  uses  Preview 
Travel,  while  Microsoft  owns  its 
travel  agency,  Expedia.  The  same  is 
true  for  news.  Jointly  with  NBC, 
Microsoft  owns  MSNBC  for  on-line 
news.  The  other  portals  use  third  par- 
ties to  provide  the  news  feeds. 

Microsoft  thus  gets  to  keep  a 
bigger  chunk  of  the  revenue.  On 
the  other  hand,  its  competitors  can 
pick  and  choose  from  the  entire  uni- 
verse of  destination  sites.  To  get 
around  that  limitation, 
look  for  Microsoft  to 
dip  into  its  petty  cash 
drawer  and  buy  promising 
products  as  it  did  with 
Hotmail. 

And  in  recent  months 
Yahoo!  has  even  been 
edging  toward  Micro- 
soft's approach,  taking 
equity  investments  in 
four  of  its  content  and 
commerce  providers,  E- 
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Look  for 
Microsoft  to  dip 

into  its  petty 

cash  drawer  and 

L'Viy  promising 

oducts  as 

did  with 

Hotmail. 


Loan,  GeoCities,  Broadcast.com  and 
Impulse  Buy  Network. 

Microsoft  can  also  reuse  code 
from  one  site  to  the  next.  The  soft- 
ware that  automatically  alerts  Expedia 
users  about  lower  plane  fares  for 
designated  routes  was  reused  to 
help  design  the  software  to  alert 
HomeAdvisor  home  buyers  of  lower 
mortgage  rates. 

People  in  the  industry  have  taken 
notice  of  Microsoft's  refocused 
efforts,  and  Infoseek 
Corp.,  Lycos  Inc., 
Compaq's  AltaVista 
Search  Service  and 
NBC/Cnet's  Snap  Inter- 
net Portal  Service  decided 
they  wanted  a  piece  of  the 
action.  Among  them  they 
have  agreed  to  pay 
Microsoft  $60  million 
over  the  next  year  to  be 
featured  search  engines 
on  MSN.com. 


But  if  destination  is  destiny  on  the 
Web,  Higgins  is  going  to  have  to 
bring  Microsoft's  great  technology 
to  bear  in  creating  compelling  sites. 
As  the  Internet  matures,  users  will 
come  to  expect  more  from  sites — 
more  convenience  and  ease  of  use 
and  speed — and  that's  when 
Microsoft  can  bring  its  considerable 
strengths  in  software  development 
into  play. 

Bill  Gates  wants  to  help  you  spend 
your  money.  He  will  be  more  than 
happy  to  serve  you  at  his  refurbished 
MSN.com.  But  if  you  prefer  logging 
onto  one  of  Gates'  destination  sites 
through  a  different  portal,  well, 
he  will  be  happy  to  serve  you  that 
way,  too. 

The  challenge  for  AOL  and  Yahoo! 
will  be  to  match  whatever  the 
Microsofties  in  Seattle  produce  in  the 
way  of  irresistible  destination  sites.  If 
they  can  do  that,  Microsoft  won't  be 
able  to  roll  over  them.  ■ 
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Pete's  plan 

Like  Bill  Gates,  Pete 
Higgins  is  from  Seattle's 
upper  middle  class. 
Their  families  knew  each 
other,  but  they  weren't 
close  friends.  Even 
though  they  were  class- 
mates in  nursery  school, 
Pete  didn't  contact  Bill 
when,  as  a  freshly 
minted  Stanford 


M.B.A.,  he  applied  for  a 
job  at  Microsoft.  He  got 
the  job  in  August  1983 
and  became  one  of  Mi- 
crosoft's 400  or  so 
employees.  Put  in 
charge  of  Office,  Pete 
created  one  of 
Microsoft's  biggest  prof- 
itmakers,  and  scored 
important  victories  over 
Microsoft  rivals  Borland, 
Lotus  and  WordPerfect. 


Higgins  isn't  brilliant 
like  the  chief  technology 
officer  of  Microsoft's 
Research  Group,  Nathan 
Myhrvold,  or  tough 
as  nails  like  Gates' 
number  two,  Steven 
Ballmer.  Higgins  is  a 
manager,  the  sort  who 
makes  sure  all  the  pieces 
are  in  place  and  in  good 
working  order.  "He 
[Gates]  needed  Pete  to 


build  an  organization 
and  a  set  of  actions 
to  help  accomplish  what 
Bill  wanted  for  the  long 
term,"  recalls  Peter 
Neupert,  who  reported 
to  Higgins  for  three 
years  as  vice  president  of 
news  and  publishing. 

Now  for  the  big  test: 
Can  Higgins  help  make 
his  boss  a  real  plaver  in 
the  Web?  -E.N.    WM 


Forbes  ■  October  19,  1998 


145 


computers  &  communications 


Why  do  Texas  Instruments,  Unilever  and  other 
businesses  have  biologist  Stuart  Kauffman 
doing  some  thinking  for  them? 

Back  to  nature 


By  Zina  Moukheiber 

The  laws  of  biology  could  tell  us 
something  profound  about  business 
and  engineering.  So  argues  Stuart 
Kauffman,  a  distinguished  biologist 
and  winner  of  a  MacArthur  "genius'" 
grant.  He  is  adapting  ideas  he  devel- 
oped to  describe  networks  of  genes 
to  problems  in  what  seem  to  be  very 
unrelated  fields — like  chip  design  and 
stock  price  volatility. 

It  all  grew  out  of  Kauffman's 
1995  book,  At  Home  in  the  Uni- 
verse, which  drew  parallels  between 
genes,  markets  and  corporations. 
Kauffman  is  careful  to  avoid  promis- 
ing too  much  from  these  insights. 
Carefully  picking  his  words,  he  tells 
Forbes:  "There  are  some  candidate 
hypotheses  that  there  may  be  gener- 
al laws  for  things  like  biospheres  and 
econospheres." 

What  are  these  things?  A  biosphere 
is  a  collection  of  organisms  that,  even 
when  they  obey  simple  laws,  interact 
in  complex  or  even  chaotic  ways. 
An  econosphere  is  an  analogous 
system  of  economic  agents  like  cur- 
rency traders. 

Kauffman  is  a  player  in  a  new  sci- 
ence called  complexity  theory,  much 
in  vogue  at  his  base  at  the  Santa  Fe 
Institute  in  New  Mexico.  The  insti- 
tute is  staffed  with  people  trained  in 
fields  as  diverse  as  computer  science 
and  economics.  They  formulate  the- 
ories about  how  complex  systems 
evolve.  It  doesn't  matter  whether  the 
system  is  a  flock  of  birds,  a  microchip 
or  the  stock  market,  so  long  as  it  con- 
stantly adapts  to  changes  in  its  envi- 
ronment. Complexity  theory  is  close- 
ly allied  with  the  better-known  chaos 
theory,  the  science  of  systems  that 
react  to  small  changes  in  inputs  with 
large  changes  in  outputs. 

Can  these  theories  help  predict  how 
organizations  and  markets  will  evolve 
Nothing  so  sexy  as  complexity  theory 
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could  have  escaped  the  roving  eye  o:    j^ 
management  consultants.  Three  yearn   ]Wr( 
ago  Christopher  Meyer,  the  head  o:    .^ 
Ernst  &  Young's  Center  for  Busines:. 
Innovation,  read  Kauffman's  boot 
and  was  enthralled.  "The  application:    o[(0 
to  business  felt  very  strong  to  me,' 
says  Meyer.  Ernst  &  Young  put  up  $t    ^ 
million,  and  Kauffman  put  up  hi:    sa 
ideas,  producing  a  50/50  venture    ^ 
called  the  Bios  Group,  based  in  Sant; 


p.  Bios  supplements  Kauffman's  big- 
ea  work  with  20  scientists — includ- 

!g  mathematicians,  economists  and 

^ttware  de\  elopers — who  help  clients 

xide  which  algorithms  to  apply  to  a 

!ven  problem. 
Kerry  Hanson,  manager  of  inte- 
ited  circuit  design  at  Texas  Instru- 

lents,  came  to  Bios  widi  a  classic  net- 
)rk  design  problem:  He  needed  to 

:sign  circuitry  to  convert  signals 


from  analog  to  digital  form  and  back 
again.  Such  converter  chips  are  key 
to  all  sorts  of  electronic  gear,  includ- 
ing cellular  phones  and  audio  CD  play- 
ers, and  Ti  does  a  big  business  in 
them.  Analog  is  tricky,  and  engineers 
have  traditionally  tackled  the  prob- 
lems it  poses  step  by  step — fiddle  with 
the  voltage,  check  to  see  that  noise 
doesn't  get  out  of  hand,  fiddle  a  little 
more,  check  a  little  more.  It  often 
took  a  year  to  design  a  new  chip. 

Kauffman  knew  nothing  about 
electrical  engineering,  but  he  had  a 
theory  about  large  networks,  like  the 
network  of  circuits  on  a  TI  signal 
processor.  For  the  past  30  years  he'd 
been  trying  to  crack  the  mystery 
behind  the  orderly  on-and-off  switch- 
ing of  genes.  "If  there  are  100,000 
genes,  and  they  turned  one  another 
on  and  off,  there's  a  huge  circuitry. 
How  special  does  it  have  to  be  to  get 
the  order  we  see  in  normal  develop- 
ment?" he  asks. 

Using  rules  incorporating  Boolean 
"and"  and  "or"  functions — pretty 
much  the  same  logic  people  use  to 
refme  a  Web  search — Kauffman 
devised  a  model  that  simulated  gene 
networks  with  amazing  power. 

It  turned  out  they  needed  some 
complexity,  but  not  too  much — on 
average,  it  worked  best  when  a  gene 
received  Boolean  inputs  from  two 
other  genes.  Example:  If  gene  A  is 
active  "and"  gene  B  is  not,  then  acti- 
vate gene  C.  Fewer  inputs  would 
make  the  model  fall  into  torpor; 
more  would  make  it  turn  chaotic. 
The  exact  order  of  the  inputs  didn't 
matter;  what  mattered  was  the  net- 
work's general  character. 

Kauffman  applied  his  theory  to 
Texas  Instruments'  problem,  this  time 
fiddling  with  the  nodes  of  a  circuit. 
He  created  a  software  model  of  an 
analog-to-digital  signal-processing 
chip  containing  10,000  imaginary 
transistors.  In  this  model  he  had  1,000 
nodes,  each  made  up  of  10  transistors, 
and  he  had  2  Boolean  inputs  per 
node — e.g.,  if  node  A  is  on  "and"  B  is 
not,-  then  switch  on  node  C. 

The  model  of  chip  behavior  cut  in 
half  the  time  it  took  to  design  a  real 
chip,  says  Hanson.  "We're  looking  at 
the  application  as  a  network,  instead 
of  as  individual  components,"  he 
explains.  Using  Kauffman's  insights 


derived  from  the  imaginary  chip, 
Ti  moved  on  to  designing  a  real- 
life  digital  signal  processor  for  appli- 
cations such  as  new  high-speed  data 
modems.  That  test  chip  should 
be  rolling  off  a  fabrication  line  early 
next  year. 

Equally  taken  with  Kauffman  are 
such  clients  as  Unilever,  Honda  and 
the  National  Association  of  Securities 
Dealers.  NASD  wants  to  study  the 
effect  on  volatility  of  a  proposed  shift 
from  trading  in  fractions  to  trading  in 
decimals.  Honda  is  working  on  a 
faster  way  to  design  cars.  Unilever 
wants  to  improve  production  sched- 
ules in  its  factories.  "We're  scientists 
here,"  Kauffman  says.  "By  making 
these  models,  we  can  find  out  an 
awful  lot  more  than  [we  did  from] 
the  hand-waving  arguments  that  have 
gone  on  in  the  past." 

Kauffman,  59,  started  out  his 
career  by  studying  philosophy,  get- 
ting degrees  from  Dartmouth  Col- 
lege and  Oxford  University.  His  focus 
was  on  theories  about  the  origin  of 
life,  and  to  be  taken  seriously  he 
decided  to  get  a  medical  degree, 
which  he  received  from  the  Universi- 
ty of  California  in  San  Francisco  in 
1968.  He  later  pursued  his  research 
at  the  University  of  Chicago  and  the 
University  of  Pennsylvania,  where  he 
taught  biochemistry  before  joining 
the  Santa  Fe  Institute  in  1986. 

Bios  is  Kauffman's  second  startup. 
In  1990  he  founded  biotech  compa- 
ny Darwin  Molecular,  and  attracted 
stellar  names  such  as  Leroy  Hood, 
inventor  of  the  dna  sequencing 
machine,  and  George  Rathmann, 
Amgen's  founder.  But  Kauffman  was 
squeezed  out  of  his  company  by 
Darwin's  chief  executive,  Ronald 
Cape — a  bitter  lesson  from  the  busi- 
ness world. 

Kauffman  seems  comfortable 
facing  new  challenges.  He's  working 
on  another  book;  he's  taken  out  a 
patent  in  combinatorial  chemistry, 
the  latest  method  for  discovering 
drugs;  recently  he  took  up  the 
drums.  Yet  all  his  interests  revisit  his 
first  interest:  the  workings  of  life. 
"Biological  metaphors  aren't  just 
metaphors,"  says  Kauffman,  sprawled 
on  the  floor  in  his  blue  jeans.  "It's 
how  the  real  world  works,  I  pro- 
foundly believe."  §■ 
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staying  healthy 


If  it  looks  and  smells  like  hype,  it  probably  Is  hype. 
Especially  when  someone  claims  to  have  found  a 
better  way  for  diabetics  to  track  their  blood  sugar. 

Preying  on  hope 


By  Alexandra  Alger 

Millions  of  diabetic  patients  jab 
their  fingers — some  as  often  as  eight 
times  a  day — to  check  the  concentra- 
tion of  sugar  in  their  blood.  A  patient 
may  spend  $1,000  a  year  on  chemical 
strips  that  measure  the  sugar  in  a 
drop  of  blood.  It's  a  painful  nuisance 
to  the  sufferers  but  a  boon  to  John- 
son &  Johnson's  LifeScan  unit,  which 
holds  close  to  a  50%  share  of  the  $2.5 
billion  world  market  in  glucose  mon- 
itoring products. 

But  suppose  someone  could  figure 
out  a  way  to  check  sugar  levels  with- 
out invading  the  body,  avoiding  that 
painful  bloodletting.  "It'll  be  like 
Viagra  for  diabetics,"  proclaims 
David  Kliff,  an  investment  newsletter 
publisher  in  Buffalo  Grove,  111.  who 
learned  he  was  diabetic  two  years 
ago,  at  age  35.  In  the  past  five  years 
about  two  dozen  companies  have 
sprung  up  to  develop  a  noninvasive — 
or  at  least  painless — way  of  measuring 
blood  sugar  (see  table). 

But  the  claims  of  some  of  these 
companies  are  more  hype  than  hope. 
Consider  Futrex  Inc.  of  Gaithers- 
burg,  Md.  In  1991  Futrex  became 
the  first  company  to  announce  that  it 
had  measured  blood  sugar,  known  as 
glucose,  noninvasively.  How?  By 
shining  invisible  near-infrared  light 


Got  glucose? 

Diabetics  would  love  to  have 
something  like  Cygnus  Inc.'s 
GlucoWatch  monitor. 


Display  unit 
Battery 


Glucose  molecules  are  drawn 
across  the  skin 


on  a  person  and  measuring  how 
much  was  absorbed  by  his  blood 
sugar.  This  technique  has  been  used 
for  20  years  to  assess  the  quality  of 
grains  like  wheat  and  corn. 

Futrex  said  its  chief  remaining 
hurdle  was  to  reduce  the  size  and 
cost  of  the  measuring  apparatus.  A 
few  years  later  the  company  seemed 
to  have  shrunk  the  device  to  the  size 
of  a  small  transistor  radio;  it  was 


Viagra  for  diabetes? 

At  least  two  dozen  companies  are  working  on  an  alternative  to  the  finger-prick. 

Company/headquarters  Product/technology  Status 


■■k 


' 


aiax 


HI 


CME  Telemetrix/Waterloo,  Ont. 

Desktop  monitor/near-infrared 

Clinical  testing 

Cygnus/Redwood  City,  Calif. 

GlucoWatch  for  wrist/extracts  interstitial  fluid 

Clinical  testing 

Integ/St.  Paul,  Minn. 

LifeGuide  handheld  device/fluid  extraction 

Looking  for  partner 

MiniMed/Sylmar,  Calif. 

Sensor/continuous  measuring  under  skin 

At  FDA 

OptiScan  Biomedicar/Alameda.  Calif 

Portable  monitor/far-infrared 

Development 

Rio  Grande  Medical  Technologies'/Albuquerque 

N.M. 

External  monitor/near-infrared 

Keeping  mum 

Selfcare/Waltham,  Mass. 

Not  specified/near-infrared 

Early  development 

SpectRx/Norcross,  Ga. 

Painless  laser/fluid  extraction 

Research 

Technical  Chemicals  &  Products/Pompano  Beach,  Fla. 

TO  Glucose  patch/  transdermal  fluid  extraction 

Clinical  testing 

TheraSenseVAIameda,  Calif. 

Painless  prick  device;  in  vivo  sensor/fluid  extraction 

Clinical  testing 

'Private  companies. 


Sources:  Companies  and  industry  sources. 


dubbed  the  Dream  Beam,  and 
Futrex's  president,  Robert  Rosenthal, 
demonstrated  it  in  public  trials  in 
New  York  City  and  Baltimore. 

Whoops!  In  1996  the  Securities  and 
Exchange  Commission  brought  suit  on  \  bis 
charges  of  making  false  claims  about 
the  Dream  Beam,  effectively  stopping  i 
Futrex  in  its  tracks.  Though  the  suit  is 
pending,  former  employees  of  Futrex 
have  testified  in  depositions  that  neither  | 
the  Dream  Beam  nor  its  "proof  of  prin 
ciple"  predecessor  ever  worked. 

Reynaldo  Quintana  was  involved  in 
the  mechanical  design  of  the  Dream 
Beam  from  1991  to  1994,  and  testi- 
fied that  employees  knew  that  Rosen- 
thal massaged  data  from  field  trials.  If 
a  given  sample  yielded  bad  results,  he 
would  just  throw  it  out. 

Biocontrol  Technology,  in  Pitts- 
burgh, Pa.,  is  another  company  with  a 
hyped  product.  It  makes  an  infrared- 
light- based  device  called  the  Diasensor 
1000.  The  Food  &  Drug  Administra- 
tion has  twice  refused  to  approve  its : 
sale  because  it  was  accurate  on  only  a 
handful  of  people.  Biocontrol  boasts' 
that  the  device  has  been  approved  for 
sale  in  Europe,  but  it  has  so  far  sold 
exactly  seven  of  the  machines,  at 
$9,000  apiece. 

Hope  springs  eternal.  Three  com- 
panies— Integ,  Cygnus  and  Technical 
Chemicals  &  Products — are  develop- 
ing devices  to  measure  glucose  in 
interstitial  fluid,  which  sits  just  under- 
neath the  skin.  But  they've  repeated- 
ly missed  deadlines  for  filing  applica- 
tions to  the  FDA,  and  investors  have 
dumped  their  stocks.   Dr.   Robert 
Goldstein,  of  the  Juvenile  Diabetes 
Foundation,  thinks  a  noninvasive 
device  is  five  to  ten  years  away. 
The  best  thing  in  the  offing  right 
now  may  be  a  semi-invasive 
monitor.  MiniMed,  a  maker 
of  insulin  pumps,  has  submit- 
ted to  the  FDA  for  considera- 
tion a  tiny  sensor  that  would 
be  implanted  just  under  the 
skin  and  would  transmit  glu- 
cose  data  to   a   beeper-size 
meter.     Unfortunately,    the 
sensor    would    have    to    be 
inserted  with  a  needle  and 
replaced  every  few  days. 

Warning:  The  woods  are 
full  of  startups  proffering  med- 
ical miracles.  Be  skeptical.  ■ 
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Bv  Peter  Huber 


Volatility  and  the  laws  of  physics 


Tellingly, 
many  markets 
in  the  past 
weren't  turbu- 
lent enough: 
Socialism, 
protectionism 
and  crony 
capitalism  kept 
markets  stable 
and  stagnant. 


Financial  markets  in  turmoil.  The  Rus- 
sians and  Indonesians  blame  us;  we  blame 
them.  President  Clinton  earnestly  resolves 
to  "douse  the  flames  of  the  international 
financial  crisis."  He  can't. 

Financial  instability  isn't  going  to  abate, 
it's  going  to  get  worse — for  companies, 
industries  and  nations.  That  conclusion,  I 
modestly  submit,  derives  from  the  laws  of 
physics.  Nonetheless,  the  diversified  investor 
who  can  stomach  financial  turbulence  will 
prosper  as  never  before. 

Fact  number  one:  liquidity.  The  wired  PC 
and  the  Web  behind  it  have  made  it  very 
easy  and  cheap  to  move  wealth  around. 
Interfaces  between  investors  and  global  mar- 
kets have  been  reduced  to  clicks  on  a  screen. 
Brokerage  fees  have  fallen  90%  recently,  and 
they're  going  to  fall  90%  more.  To  put  it  in 
terms  of  physics,  the  viscosity  is  being 
removed  from  the  financial  system.  Yester- 
day's financial  molasses  now  flows  like  water. 

Fact  number  two:  momentum.  More 
wealth  is  moving  ever  faster  through  the 
global  financial  pipeline.  This  is  partly 
because  many  political  and  regulatory 
impediments  have  been  eliminated,  and 
partly  because — recent  troubles  notwith- 
standing— there  is  more  wealth  to  move. 

As  viscosity  falls  and  momentum  rises, 
fluid  flows  make  a  transition  from  stable  to 
unstable.  Water  in  your  kitchen  faucet  tran- 
sitions from  laminar  to  turbulent  when  you 
twist  the  tap  all  the  way  open.  Same  with  all 
fluids  that  move  through,  over  or  around 
pipes,  ducts,  propellers  and  wings.  Waves, 
oscillations  and  shocks  all  multiplv  when 
more  mass  flows  faster  with  less  friction. 
Honey  trickles  slowly  and  quietly;  fast-flow- 
ing water  and  air  often  babble,  moan,  whis- 
tle and  shriek.  Circuit  breakers  and  rules 
that  limit  program  trading  are  the  financial 
regulators'  misguided  attempt  to  put  baffles 
and  mufflers  back  into  pipes  that  have  lost 
all  the  old  kind  of  friction. 

Technology  that  destabilizes  the  finances 
of  entire  nations  and  industries  certainly 
destabilizes  individual  companies,  too. 
Amazon.com  descends  upon  Barnes  & 
Noble  about  as  predictably  and  logically  as  a 
tornado.  The  same  turbulent  winds  that 


blow  through  Nasdaq  companies  today  will 
buffet  s&P  500  companies  a  few  years  hence. 

Long-term  historical  trends  may  provide 
little  guidance  in  the  new  environment. 
When  the  scale  of  things  changes  a  lot,  the 
forces  that  define  their  motion  often  change 
fundamentally,  too.  Surface  tension  is  every- 
thing for  a  water  insect,  but  nothing  for  a 
power  boat.  Tempests  don't  occur  in 
teacups — they  occur  only  in  much  bigger 
systems,  where  different  physical  forces 
govern.  By  analog}',  local  interest  and 
employment  rates  may  not  portend  what 
they  once  did;  they  may  no  longer  portend 
much  of  anything  at  all. 

To  be  sure,  gazing  at  your  teacup  or 
faucet  won't  help  you  predict  tomorrow's 
Nikkei:  The  fine  details  of  turbulent  systems 
are  inherently  unpredictable.  Even  turbu- 
lent flows,  however,  display  coarser  struc- 
tures and  trends.  We  know  that  free  markets 
grow,  on  average,  decade  after  decade,  we 
know  in  general  terms  why,  and  it  is  fairly 
safe  to  assume  that  capitalist  growth  will 
continue.  The  important  new  factor  may  be 
that  turbulence  is  destined  to  keep  growing 
as  well.  The  tide  will  keep  on  rising,  but  the 
waxes  and  foam  will  keep  on  rising,  too. 

Indeed,  financial  turbulence  is  the  best 
harbinger  we  now  have  of  prosperity  ahead. 
In  itself,  turbulence  is  wasteful — it  just  dissi- 
pates energy.  But  like  bankruptcy,  turbu- 
lence is  also  a  healthy  symptom  of  capitalism 
at  its  most  dynamic.  Liquidity  and  financial 
momentum  are  what  keep  markets  honest, 
efficient  and  innovative.  The  most  telling 
fact  about  many  markets  in  the  past  was  that 
they  weren't  turbulent  enough:  Socialism, 
protectionism  and  crony  capitalism  kept 
markets  stable  and  stagnant.  High  momen- 
tum and  low  viscosity  create  turbulence,  but 
more  important,  thev  create  lift. 

Here  then,  my  detailed  fluidic  predictions. 
More  markets  up  today  and  down  tomorrow. 
More  markets  up  here  but  down  over  there. 
More  tsunami-like  shocks,  more  volatility,  all 
around.  But  all  in  all,  averaged  out  over 
space  and  time,  more  lift,  more  profit,  more 
prosperity.  Good  luck  to  the  day  trader — he's 
going  to  need  it.  But  the  diversified  long- 
termer  should  do  just  fine.  ■ 


Peter  Hi  senior  fellow  of  the  Manhattan  Institute,  is  the  author  of  Law  and  Disorder  in  Cyberspace  (Oxford  Press,  1997). 
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Digital  tools 


By  Stephen  Manes 


The  tyranny  of  the  computer 


You've  heard  the  ode  to  digital 
technology  28  times,  or  maybe  210. 
Power  and  capacity  rocket 
inevitably  upward.  Prices  swoop 
unstoppably  downward.  If  cars 
behaved  like  chips,  you  could  buy 
next  year's  BMW  for  less  than  this 
year's  Hyundai. 

Tada-yada-yada.  Somehow  the 
technologists  never  seem  to  get 
around  to  the  really  important 
questions:  How  come  you  can't 
get  your  word  processor  to  quit 
insisting  on  indenting  that  para- 
graph? Why  does  the  scanner  soft- 
ware do  a  hundred  things  you 
don't  need  but  not  the  one  you 
do?  Why  is  it  so  easy  to  spend 
more  time  fiddling  with  comput- 
ers than  getting  useful  work  from 
them? 

Donald  A.  Norman's  provoca- 
tive new  book,  The  Invisible  Computer:  Why  Good  Prod- 
ucts Can  Fail,  the  Personal  Computer  Is  So  Complex, 
and  Information  Appliances  Are  the  Solution  (MIT  Press, 
$25)  insists  that  computers  are  so  maddening  because 
they're  designed  to  serve  technolo- 
gy instead  of  people.  His  solutions? 
Trade  the  "tyranny  of  the  personal 
computer"  for  a  host  of  electronic 
"appliances"  meant  to  be  particu- 
larly good  at  performing  specific 
tasks  and  communicating  with  one 
another. 

Norman  has  the  right  back- 
ground to  make  this  case.  In  his 
academic  days  as  a  cognitive  scien- 
tist, his  classic  book  The  Psychology  of  Everyday  Things 
critiqued  the  generally  boneheaded  designs  of  mun- 
dane items  like  doors,  light  switches  and  refrigerators. 
The  issue  wasn't  how  pretty  the  devices  looked;  it  was 
how  they  worked.  He  turned  this  particular  focus  to 
computers  as  a  vice  president  in  charge  of  Apple  Com- 
puter's advanced  technology  group. 

And  he  doesn't  buy  the  argument  that  our  times  are 
any  more  technologically  revolutionary  than,  say,  the 
turn  of  the  century.  Achieving  simplicity  has  never  been 
simple.  A  1900  book  on  the  phonograph  recommend- 
ed "a  few  days  to  learn  everything  about  it  and  only  a 
feu  weeks'  practice  to  acquire  all  the  dexterity  in  its 
use."  A  1918  Sears,  Roebuck  catalog  featured  the 
Home  Motor,  to  which  the  t     ncr  could  attach  a 


Usability  means  more  than 
a  couple  of  special  buttons 
and  a  hope  that  the  authors 
of  the  help  screens  can 
explain  them. 


sewing  machine,  a  churn,  a  mixer,  a  fan  or  a  portable 
vibrator. 

Phonographs  eventually  got  simpler.  Devices  with 
their  own  built-in  motors  eventually  won  out.  But  in 
today's  world,  increasingly  intractable  computers  serve 
as  the  home  motors  for  a  plethora  of  tasks  they're  not 
really  designed  for. 

That's  where  the  "information  appliance"  comes  in. 
Norman  sees  simple,  elegant  electronic  devices  eventu- 
ally vanquishing  the  PC's  one-size-fits-nothing  com- 
plexity. In  an  appendix,  he  offers  a  futuristic  world  of 
interconnected  digital  appliances  ranging  from  news 
delivery  screens  and  cameras  to  displays  embedded  in 
our  eyeglasses  and  phones  surgically  implanted  in  our 
bodies. 

Some  of  this  has  happened  already  Machines  with 
their  own  digital  engines  have  been  around  for  years: 
phones,  pagers,  TV  sets,  CD  players,  burglar  alarms.  The 
first  generation  of  electronic  books  will  appear  on  bed- 
side tables  in  the  coming  months.  We  interact  with  an 
invisible  computer  and  a  complex  network  every  time 
we  withdraw  cash  at  the  ATM  or  check  our  balances 
over  the  phone.  And  what's  a  cardiac  pacemaker  if  not 
an  implanted  computer? 

But  so  far  there's  no  good  way  to  get  all  these 
devices  talking  to  one  another.  Nor  is  there  much 

reason  to  suspect  that  information 
appliances  will  have  interfaces  more 
elegant  or  consistent  than  the  ones 
on  our  computers.  No  two  of  my 
phones — cell,  cordless  or  wired — 
work  exactly  the  same  way  when  it 
comes  to  something  as  simple  as 
storing  a  speed  dial  number,  or 
even  making  an  outgoing  call.  The 
vcr  is  an  information  appliance, 
but  its  infamous  blinking  12:00 
proves  that  bad  design  thrives  in  the  simplest  devices. 

And  though  plummeting  prices  assure  that  chips  can 
be  everywhere,  their  increasing  power  encourages  com- 
plexity. If  you're  going  to  carry  a  cell  phone,  why  not 
let  it  double  as  a  pager?  Come  to  think  of  it,  why  not 
give  it  a  better  display  and  let  it  deliver  your  E-mail 
too?  Since  you'll  need  to  respond,  how  about  a  key- 
board? All  of  a  sudden,  a  simple  phone  becomes  a 
design  challenge. 

Norman  believes  that  bad  design  is  a  direct  result  of 
the  way  today's  products  are  developed.  At  great  cost, 
companies  have  finally  learned  that  quality  must  be 
designed  into  products  rather  than  tacked  on  at  the 
end.  Now  tech  companies  need  to  understand  that 
human-centered  development  must  likewise  be 


Stephen  Manes,  a  computer  industry  journalis  since  1983,  is  the  coauthor  of  Gates,  a  biography  of  Microsoft's  chairman. 
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designed  in  from  the  outset  rather  than  amounting  to  a 
couple  of  special  buttons  and  a  hope  that  the  authors  of 
the  help  screens  can  explain  them.  Norman's  new  con- 
sulting firm,  Nielsen  Norman  Group,  will  try  to  help 
the  executive  suite  understand  the  need  for  restructur- 
ing the  development  process. 

I'm  skeptical  that  good  product  design  can  be  insti- 
tutionalized, because  so  much  of  this  field  turns  on 


genius,  artistry  and  creative  spark.  But  on  the  evi- 
dence of  the  sheer  number  of  usability  gaffes  I 
encounter  every  single  day,  it's  obvious  that  bad 
design  has  been  institutionalized  already.  So  maybe  it 
really  is  time  to  fire  up  the  word  processor  and  write 
angry  letters  to  computer  designers — just  as  soon  as 
we  manage  to  straighten  out  those  stubborn  indented 
paragraphs.  ■■ 


Burnt  toast 


JUST  BECAUSE  SOMETHING  is  billed  as  an  information 
appliance  doesn't  make  it  simple  and  reliable.  Hewlett- 
Packard's  first  official  information  appliance,  the  Cap- 
Share  910,  has  fewer  functions  than  a  toaster  oven.  But 
if  toasters  worked  as  badly  as  this  scanner,  they'd  burn 
every  slice  of  bread  you  put  in. 

The  CapSharc  can  capture  the  image  of  a  printed 
page  in  black  and  white  I  no  grays  or  colon,  store  it 

d  send  it  to  another  device.  That's  all.  Think  of  it  as 
a  hand  scanner  with  internal  storage.  When  it  arrives  in 
December,  it  will  cost  a  breathtaking  $69°,  which  is  a 
lot  more  than  portable  feed  through  scanners.  It's  even 
more  than  some  computers. 

The  CapSharc  looks  something  like  a  digital  camera 
with  a  liquid-crystal  display  1 1  CD)  on  the  back  and  a  push 
button  where  the  lens  would  be.  The  prototype  I  tried 
had  several  cute  features,  but  it  was  doomed  by  one  basic- 
problem:  the  near  impossibility  of 
getting  it  to  produce  a  decent  scan. 

Since  the  device  isn't  nearly  as 
wide  as  a  standard  page,  you're 
supposed  to  sweep  it  down  the  lcft- 
nand  side,  slide  it  across,  and  then 
Dush  it  back  up  the  right-hand 
side — think  of  it  as  ironing  the 
page — while  you  hold  down  the 
push  button.  Then  the  internal 
software  is  supposed  to  stitch  the 
oage  together.  You  can  preview  a 
ehumbnail  of  the  page  on  the  LCD 
ind  even  zoom  in  to  magnify 
details,  but  you  can't  do  this  until 
/ou're  done  scanning. 

And  you  use  that  LCD  a  lot — to 
ead  error  messages  and  discover 
Jiat  your  scans  haven't  worked. 
The  CapShare  suffers  from  the 
same  fatal  tlaw  that  made  the  earli- 


r  hand  scanner  an  endangered 
species:  It's  almost  impossible  to 
nove  a  hand-held  device  smoothly, 
:onsistendy  and  straight  along  a 
)age.  With  the  CapShare,  you  have 


to  push  after  you've  been  pulling,  all  without  letting  go 
of  that  capture  button,  making  the  overall  technique 
about  as  easy  to  master  as  Scott  Joplin's  piano  rags. 

Try  as  I  might,  I  found  it  virtually  impossible  to  get 
a  perfect  scan  of  even  an  ideal  subject,  namely,  a 
single  sheet  of  letter-size  paper  sitting  flat  on  a 
desk.  Magazines  were  hopeless.  The  only  time  the 
unit  came  close  to  being  useful  was  on  books  whose 
text  lines  were  narrower  than  the  unit  and  didn't 
require  the  push  pass.  But  even  then  the  text  was 
skewed  badly. 

Too  bad,  because  HP  has  done  some  clever  work  to 
make  the  transmission  part  simple,  particularly  if  you 
have  a  computer  that  runs  Windows.  There's  a  serial 
cable,  too,  and  the  unit  is  also  supposed  to  work  with 
printers  that  have  infrared  ports  and  the  fancy  Nokia 
90()0i  GSM  phone,  neither  of  which  I  was  able  to  try. 
Once  you've  captured  a  page,  you 
press  a  button,  and  the  LCD  shows  a 
paper  airplane  zooming  toward  the 
computer. 

The  files  arrive  at  the  computer  in 
the  Adobe  Acrobat  PDF  format, 
which  means  you  can  edit  them  only 
with  great  difficulty.  You  can  use 
them  with  computer  fax  software, 
but  if  you  send  them  as  E-mail 
attachments,  your  recipient  may 
need  to  visit  Adobe's  Web  site  to 
download  the  Acrobat  reader. 

HP's  promotional  material  suggests 
that  using  this  thing  "will  pay  for  itself 
in  under  50  uses  by  eliminating  the 
need  to  overnight  critical  documents" 
and  reducing  hotel  fax  costs.  That 
assumes  that  color  and  photo  detail  are 
irrelevant  and  your  hourly  pay  scale  is 
low.  It  also  assumes  that  you  have  in 
your  hotel  room  a  second  device, 
probably  an  expensive  one,  that  can 
accept  and  transmit  the  pages.  You 
^  might  be  better  off  lugging  around  a 
^portable  fax  machine.  -S.M.Hi 
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If  global  volatility  is  tying  your  stomach  in  knots, 

maybe  you  should  let  someone  else  do  your  worrying  for  you. 

Where  in  the  world? 


By  James  M.  Clash 

During  the  summer  stock  market 
tumble,  when  the  s&P  500  index 
lost  19%  in  six  weeks,  shareholders 
of  the  Vanguard  Horizon  Global 
Asset  Allocation  Portfolio  had 
reason  to  be  ecstatic.  Their  fund  slid 
only  5%. 

The  performance  was  something  of 
a  vindication  for  fund  manager 
Michael  Duffy,  who  had  shown  great 
patience  following  his  instincts  about 
world  market  overvaluations.  On  the 
eve  of  the  tumble  he  had  24%  of  his 
fund's  $87  million  in  assets  in  cash 
and  44%  in  bonds.  Most  important, 
he  had  only  4%  in  U.S.  stocks. 

Duffy,  43,  is  a  bit  of  a  wordsmith 
for  a  quant  with  a  Ph.D.  in  econom- 
ics from  the  University  of  Chicago. 
In  a  May  letter  to  shareholders  he 
reported  on  his  "calculation  of  animal 
spirits,  or  market  exuberance,"  and 
went  on  to  suggest  that  those  mis- 
chievous spirits  may  have  created  "a 
bubble  phase  reminiscent  of  Asia  in 
the  late  1980s  and  the  U.S.  in  the 
late  1920s." 

That's  pessimistic,  even  as  bears  go. 
"Our  defensive  stance  saved  us,"  says 
Duffy,  who  runs  the  three-year-old 
fund  from  the  Arlington,  Va.  offices 
of  Strategic  Investment  Management, 
the  fund's  adviser. 

Conservatism  has  its  price.  While 
the  U.S.  market  plowed  ahead  an 
average  of  19%  per  year  for  the  last 
three  years,  Horizon  Global  Asset 
Allocation — one  of  the  four  Horizon- 
series  funds  that  Vanguard  created  in 
1995  to  help  counter  its  too  conser- 
vative reputation — gained  10%  per 
year.  Still,  that's  a  point  ahead  of  the 
median  return  among  global  asset 
allocation  funds. 

These  funds  are  a  species  of  bal- 
anced  tiind  (one  holding  both  stocks 
and  bonds)  and  suffer  from  the  same 
drawba  k — namely,  that  in  blending 
different    unds  into  a  single  one  you 
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lose  the  ability  to  take  tax  losses  selec- 
tively on  individual  sectors.  But  the 
global  funds  are  terrific  for  investors 
who  don't  have  the  self-confidence  or 
the  time  to  attend  to  a  portfolio  of 
narrowly  focused  funds.  And  there's 
nothing  wrong  with  hodgepodge 
funds  in  a  tax-exempt  account,  where 
you  can't  take  tax  losses  anyway. 
Indeed,  the  high  150%  turnover  on 
Duff)  's  fund  makes  it  unsuitable  for 
a  taxable  account. 

Duffy  ^ays  he  fine-tunes  his  asset 
allocations  to  a  host  of  variables — 
interest  rates,  commodity  prices, 
market  volatility,  inflation,  earnings 


forecasts,  discounted  cash  flows.  In 
Europe,  for  example,  Duffy  thinks 
interest  rates  have  fallen  far  enough 
that  stocks,  even  near  historically  high 
multiples  of  earnings,  are  attractive. 
"The  investor  faces  an  even  more 
stark  choice  in  Europe  than  in  the 
U.S.,"  he  says,  pointing  to  ten-year 
bond  yields  of  4%  in  Germany  and 
4.2%  in  France.  With  a  p/e  of  26,  the 
average  German  stock  has  an  earn- 
ings yield  of  3.8% — which  doesn't 
account  for  the  growth  potential. 
The  average  French  stock  has  an 
earnings  yield  of  5.1%. 

Instead  of  buying  stocks  directly, 
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Duffy  finds  it  more  efficient  to  use 
ndex  futures,  like  those  pegged  to 
iie  German  dax  or  the  French  CAC- 
tO,  and  closed-end  country  funds 
.elling  at  hea\y  discounts  (see  follow - 
ng story).  He's  been  buying  the  DAX, 
naking  it  his  second-largest  holding 
it  8%  of  the  portfolio.  Among  the 
dosed-ends  he  likes  is  the  Mexico 
rund,  with  an  annual  expense  ratio  of 
!).8%  and  a  discount  to  net  asset  value 
rf30%. 

Duffy's  largest  single-country  bet 
s  in  Asia,  where  he's  put  9%  of  the 
oind   into  the   Nikkei   300  index. 
'Long  bonds  in  Japan  are  yielding 
ess  than  1% — essentially  what  stock 
ptlds  are,"  he  explains.  "And  the 
rice -to- book  there  is  1.5,  versus  6  in 
he  U.S." 
Duffy  is  also  bullish  on  the  Aussie 
-Ordinaries  and  the  Canadian  TSE- 
0  indexes,  both  rich  with  natural- 
esource  stocks  that  have  sunk  to  12- 
ar  lows.  "Main  commodities  are 
ow  trading  near  or  below  replace - 
ient  costs,"  he  says.  "As  an  industn- 
buyer  recently  told  me,  the  solution 
o  low  prices  is  low  prices.  The  mar- 
nal  guys  are  going  out  of  business, 
oving  the  supply  curve  back,  and 
rices  will  eventually  go  up." 
Starting  in  July  and  before  late 
ugust's  three-day  8%  stock  rout, 
taffy  used  stockpiled  cash  to  buy 
.S.  Treasurys,  increasing  his  expo- 
ure  there  from  30%  of  assets  to  40%. 
e  has  taken  profits  in  the  Treasurys, 
rhaps  a  little  too  early,  cutting  the 
location  back  to  27%.  Abroad,  he 
as  added  to  bonds  from  the  United 
.Cingdom  and  Canada,  raising  his 
otal  fixed-income  stake  to  47%  from 
14%  pre-crash.  He  buys  mostly  gov- 
:rnment  bonds  and  hedges  much  of 
lis  foreign  currency  exposure. 

As  for  U.S.  equities,  Duffy  thinks 
•8cP  500  futures  have  started  to  look 
ttractive  as  rates  in  the  U.S.  have 
alien;  he's  upped  his  stake  to  7% 
rom  4%  pre-crash. 

Duffy's  bargain  hunting  since  the 
\ugust  slide  has  cut  cash  down  to  9% 
)f  the  portfolio. 

As  with  all  Vanguard  funds,  share- 
lolders  don't  pay  much  for  manage - 
nent.  Horizon  Global  Asset  Alloca- 
on  is  a  no-load  with  an  annual 
xpense  ratio  of  0.6%,  a  third  that  of 
he  average  global  stock  fund.       H 


You  could  make  yourself  a  diversified  portfolio  of . . . 

Countries  at  a  discount 


■  ■ 


By  Thomas  Easton 

ONE  NICE  thing  about  bear  markets 
in  other  countries  is  that  they  create 
a  double-barreled  buying  opportuni- 
ty. At  the  same  time  that  a  portfolio 
of,  say,  Mexican  or  Taiwanese  stocks 
collapses  in  price,  shares  of  a  fund 
that  holds  that  portfolio  typically  sink 
to  an  ever-wider  discount  below  port- 
folio value.  When  we  say  "nice,"  we 
assume  that  you  are  going  to  be  a 
buyer,  not  a  seller. 

The  Mexico  Fund  was  trading  on 
the  New  York  Stock  Exchange  six 
months  ago  at  $18.31.  You  can  buy 
the  same  thing  today  for  $10.50. 
Each  fund  share  represents  almost 
exactly  the  same  percentage  stakes  in 
the  same  business  enterprises  that  it 
did  earlier  in  the  year.  So,  too,  the 
trading  price  of  the  Chile  Fund  is  off 
50%  from  six  months  ago;  the  Taiwan 
Equity  Fund  is  off  33%. 

It  is  in  a  market  like  today's  that 
you  will  find  some  great  buying 
opportunities,  says  Michael  Porter,  a 
closed-end-fund  analyst  at  Salomon 
Smith  Barney.  Porter  claims  with 
some  justification  that  discounts  tend 
to  return  to  their  historic  averages. 
No  one  can  predict  when  emerging 
markets  will  rebound.  But  we  can  say 
this:  If  the  discount  on  a  closed-end 
does  indeed  narrow  during  the  time 
you  hold  the  fund,  you  will  do  better 
than  an  investor  in  an  open-end  fund 
with  a  similar  portfolio. 

Don't  expect  many  brokers  to  be 


pushing  country  funds.  The  ones 
who  did  in  the  past  are  probably  still 
running  from  angry  clients.  Morgan 
Stanley  recently  changed  managers 
for  its  downtrodden  Pakistan  Invest- 
ment Fund,  and  is  no  doubt  in  deep 
think  over  its  own  supervisory  role.  It 
runs  nine  other  closed-end  equity 
funds,  almost  all  launched  at  full  net 
asset  value,  plus  an  underwriting 
commission.  None  have  produced 
good  long-term  returns,  and  huge 
discounts  are  the  norm. 

How  do  you  nail  down  a  good 
price?  It  used  to  be  that  closed-ends 
reported  net  asset  value  only  weekly. 
Under  prodding  from  CDA/Wies- 
enbergcr,  a  data  collection  firm, 
about  70%  of  the  funds  now  report 
nav  daily.  Many  of  the  funds  will  pro- 
vide the  NAV  through  an  800 
number.  If  you  can't  get  a  current 
figure,  you  might  make  do  with  the 
latest  publicly  available  NAV,  which 
you  then  update  on  the  back  of  an 
envelope  for  the  percentage  changes 
in  the  local  stock  market  and  the  local 
currency.  If  you  can  execute  your 
stock  trade  at  a  30%  or  better  dis- 
count to  that  adjusted  NAV,  you  may 
be  in  a  position  to  get  a  bargain. 

Other  things  being  equal,  you 
should  avoid  funds  with  burdensome 
expense  ratios.  That's  why  we  have 
organized  our  table  to  emphasize 
funds  whose  discount  to  NAV  is  a  high 
multiple  of  expenses.  ■■ 


Doubly  depressed 

Fund 

Year-to-date 
return* 

Premium/discount  (-) 
5-year          current 
average 

Multiple  of 
expense  ratio 
to  discount 

Mexico 

-45% 

-10%           -30% 

37 

Brazil 

-33 

-8              -31 

21 

Mexico  Equity  &  Income 

-45 

-7               -30 

20 

Chile 

-37 

-11              -29 

20 

iardine  Fleming  China 

-45 

-8              -31 

18 

Argentina 

-26 

-4               -30 

17 

Pakistan  Investment 

-55 

-13               -35 

15 

Taiwan  Equity 

-15 

-11               -29 

14 

'Measured  by  NAV. 

Sources:  Upper  Analytical  Services;  Salomon  Smith  Barney. 
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Triple-witching  stocks 

A  high  multiple,  heavy  institutional  ownership  and  insider  selling  could  make 
for  an  explosive  combination  in  a  stock.  Do  you  own  stocks  like  these? 


By  Robert  Cyran 

By  itself,  a  high  mul- 
tiple of  earnings  is 
not  a  reason  to  stay 
away  from  a  stock. 
Microsoft,  Cisco  and 
Pfizer  have  done  well 
in  the  past  several 
years,  despite  their 
high  p/es.  Institu- 
tional ownership?  Ide- 
ally, you  want  to  dis- 
cover a  company 
before  the  big  guys 
do,  but  even  if  you 
get  in  late  you  can  do 
well — these  same 

stocks     being     good 
examples.  How  about 
insider  selling?  Some- 
times   the    selling    is 
innocent,  not  a  sign  of  a  decline  in 
the  business.  Maybe  the  chief  exec- 
utive needs  some  cash  to  buy  a 
summer  home. 

But  what  if  these  three  cautionary 
signs  coincide?  Stay  away  from 
the  stock,  recommends  Robert 
Gabele.  He's  the  founder  of  Rock- 
ville,  Md. -based  CDA/Investnet,  an 

Molotov  cocktails 


information  services  firm  that  tracks 
insider  buying  and  selling. 

Recent  example:  Parametric 
Technology,  which  sells  software 
for  industrial  design.  Insiders 
(the  company's  officers  and  direc- 
tors) sold  208,000  shares  in  the 
second  quarter.  Were  they  all  going 
house-shopping?  Doesn't  look  that 


Company/industry 

P/E 

—Insider  selling* — 

net           sales 

sellers        ($mil) 

Recent 
price 

Market 

value 

($mil) 

AnnTaylor  Stores/specialty  retailing 

33 

16 

2.54 

$23.00 

$590 

Compuware/software 

49 

9 

0.68 

62.19 

11,376 

EMC/computer  peripherals 

48 

12 

1.19 

60.13 

30,033 

Hasbro/toys  and  games 

35 

3 

0.17 

30.00 

3,946 

Kohls/retailing 

41 

10 

0.21 

42.13 

6,663 

Omnicom/advertising 

31 

7 

1.04 

48.19 

8,178 

Staples/specialty  retailing 

50 

23 

2.74 

30.06 

8,540 

SunGard  Data  Sys/software.  computer  svcs 

37 

9 

0.31 

36.50 

3,801 

*By  officers  and  directors  during  past  s 

Sources:  Market  Guide  via 

OneSource  Information  Services;  Bloomberg  Finai 

icial  Markets. 

Big  trouble  ahead  if  the  professii     lit  decide  to  sell. 


3  way.  On  July  1  Paramet- 
i  ric's  management  issued  a 
|  profit  warning  for  the 
5  third  quarter,  as  Paramet- 
ric's  Asian  clients  cut  back 
sharply  on  purchases. 

The  day  before,  the 
hot  growth  company  was 
selling  at  29  times  trailing 
earnings.  The  day  the 
grim  announcement  came 
out,  Parametric's  stock 
fell  35%  on  volume  of 
40  million  shares,  or 
15%  of  the  shares  out- 
standing. "When  large 
shareholders  sell,  exit 
doors  for  smaller  holders 
become  very  small,"  says 
Gabele.  Parametric  Tech- 
nology is  off  63.6%  since  June  30, 
versus  an  s&P  500  decline  of  7.5%. 
A  few  other  prime  examples 
Gabele  points  to  are  Sunrise  Assist- 
ed Living,  Adaptec  and  Oxford 
Health  Plans.  These  companies  were 
Wall  Street  darlings  before  negative- 
earnings  surprises  torpedoed  their 
stocks.  Each  of  them  also  had  the 
dangerous  combination  of  heavy 
insider  selling  and  high  institutional 
ownership  prior  to  the  release  of  the 
bad  news. 

Gabele  focuses  his  attention 
on  relatively  new  companies.  We 
took  his  concept  to  the  larger 
universe  of  stocks  with  a  hunt 
through  the  Market  Guide  database 
for  companies  meeting  these  crite- 
ria: They  have  a  market  value  of 
at  least  $500  million;  at  least  three 
insider  sellers  during  the  past  three 
months  with  a  total  of  at  least 
$100,000  of  shares  sold;  institu- 
tional ownership  of  80%  or  more; 
and  a  p/e  multiple  of  at  least 
30,  compared  with  a  market  multi- 
ple of  25.  ■ 


*>•:■ 
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Join  some  of  the  world's  most 

thoughtful  and  innovative  business, 

scientific,  political,  cultural  and  religious 

leaders  to  explore  and  shape  the 

trends  of  the  coming  century. 


Convened  By  Co-Chairs: 


Askar  Akaev 

Jane  Goodall 

Lea  Rabin 

Oscar  Arias 

Mikhail  Gorbachev 

Jose  Ramos-Horta 

Jean-Bertrand  Aristide 

Ruud  Lubbers 

Jehan  Sadat 

James  A.  Baker,  III 

Federico  Mayor 

Ted  Turner 

Tansu  Ciller 

Thabo  Mbeki 

Desmond  Tutu 

larian  Wright  Edelman 

Yasuhiro  Nakasone 

Elie  Wiesel 

Sonia  Gandhi 

Muhammad  Yunus 

STATE 

of  the  3 

WQRLD 

FORUM 

San  Francisco,  California 
October  27-November  1, 1998 

•  The  State  of  the  World  Forum  offers  you  a  unique  opportunity  to  engage  with  a  diverse,  visionary  and  influential 
network  of  world  leaders.  Participation  will  help  you  gain  deeper  insights  into  our  rapidly  changing  world,  and  offer  global 

and  humane  context  for  your  challenging  business  decisions. 


Among  the  confirmed  participants  as  of  this  date: 


olas  Ardito-Barletta 

ukr.t.  Republic  of  Panama  (1984-1985) 

»U  Glover  Blackwell 

or  Vice  President,  Rockefeller  Foundation 
Brack 

irman  Emeritus,  Time  Incorporated 
Covey 
',  "Seven  Habits  of  Highly  Effective  People" 


Da\ 


io  Processes  and  Applications,  Shell  Intl.  Ltd. 


Foong  Wai  Fong 

Author,  "The  New  Asian  Way" 
Khadija  Haq 

Vice  President.  Human  Development  Centre,  Pakistan 

Dee  Hock 

Founder,  VISA 

Mae  Jemison 

Shuttle  Astronaut;  President,  The  Jemison  Group 

Marc  Luyckx 

Forward  Studies  Initiative,  European  Commission 


John  Naisbitt 

Futurist;  Author,  "Megatrends  Asia" 

Navanethem  Pillay 

Judge  of  the  Supreme  Court.  Republic  of 

South  Africa 

Anita  Roddick 

Founder,  The  Body  Shop 

Peter  Schwartz 

President,  Global  Business  Network 


William  Shuitz 

Executive  Director,  Amnesty  International 

Hernando  de  Soto 

President,  Institute  of  Liberty  and  Democracy,  Peru 

Tom  Spencer 

Chairman,  Committee  on  Foreign  Affairs  and 

Defense,  European  Parliament 

Kresimir  Zubak 

Member  of  the  Presidency,  Republic  of  Bosnia- 

Hercegovina 


RF.worldforum.org 


Forum  participation  is  limited.  To  secure  your  reservation  or  request  information  please  contact: 

STATE  OF  THE  WORLD  FORUM 

The  Presidio,  P.O.  Box  29434,  San  Francisco,  CA  94129  U.S.A. 

Tel:  415-561-2345  Fax:  415-561-2323 


E-mail:  info@worldforum.org 


Charity  begins  with  a  discount 

Estate  planners  have  been  stretching  family  limited  partnership  dis- 
counts even  further  by  combining  them  with  other  tax  maneuvers. 

Example:  E.G.  (Jay)  Link,  president  of  the  National  Association  of  Family 
Wealth  Counselors  in  Franklin,  Ind.,  promotes  pairing  family  partnerships 
with  charitable  lead  annuity  trusts. 

Say  a  65-year-old  man  puts  a  $5  million  portfolio  of  assets  into  such  a 
trust.  Under  its  terms,  it  pays  $400,000  a  year  to  charity  during  his  life;  at 
his  death  the  remainder  goes  to  his  children.  The  man's  16.5-year  life 
expectancy,  according  to  IRS  tables,  means  that  he  is  making  a  $1.5  million 
taxable  gift. 

But  what  if  he  first  puts  the  $5  million  portfolio  into  a  family  limited 
partnership  and  then  gives  the  partnership  units  to  the  charitable  lead  annu- 
ity trust?  An  appraiser  concludes  that  because  of  the  partnership's  restric- 
tions, those  units  are  worth  only  $3.5  million,  a  30%  discount  to  the  value 
of  the  underlying  assets. 

Miraculously,  this  discount  works  even  if  all  limited  partnership  units  are 
given  to  the  trust,  so  long  as  the  donor  keeps  a  1%  general  partner's  stake. 
Now,  with  the  same  $400,000  annual  payout  to  charity,  the  taxable  value  of 
the  gift  to  his  heirs,  using  the  IRS'  formula,  is  $528,000.  (Note:  There  is  no 
income  tax  deduction.) 

Link  touts  the  strategy  as  a  particular  boon  for  donors  in  poor  health, 
who  are  unlikely  to  live  the  16.5  years  on  which  the  gift  calculations  are 
based.  (Caution:  If  your  health  is  so  bad  that  there's  at  least  a  50%  chance 
you'll  die  within  a  year,  you  may  not  use  the  standard  tables.  ) 

Link  says  he  has  trained  more  than  200  "wealth  planners"  in  this  tech- 
nique. "We're  not  ripping  off  America.  This  is  not  a  scam,"  says  Link. 
"We're  just  turning  involuntary  philanthropists  [to  the  government]  into 
voluntary  philanthropists." 

And  what  does  the  IRS  think  of  all  this?  Karen  Sumler,  who  heads  up  the 
irs' estate  tax  auditing,  told  Forbes  she'd  never  heard  of  it.  -J.N.  WM 


■  Edwin  Sidman,  a  prominent 
Boston  real  estate  developer,  used  a 
power  of  attorney  to  transfer 
$891,195  of  his  father  Harry's  assets 
into  a  family  limited  partnership  in 
the  seven  weeks  before  his  father's 
death.  Backed  by  a  Coopers  & 
Lybrand  appraisal,  Sidman,  a  Har- 
vard law  school  graduate,  claimed  a 
55%  discount. 

■  A  New  Jersey  couple,  Miriam 
and  Joseph  Smolev,  put  $2.3  million 
of  art  into  a  family  limited  partnership 
and  gave  88%  of  it  to  their  children 
the  same  day,  claiming  a  40%  dis- 
count. Joseph  died  six  months  later. 

■  William  Whitby  Jones  II  put 
$17.6  million  of  Texas  ranch  land 
into  two  family  limited  partnerships 
in  1995.  The  same  day,  the  then-73- 
year-old  Jones  gave  his  children  a 
majority  interest  in  the  partnerships, 
claiming  an  average  62%  dis*.  ount. 

In  July  the  irs  attacked  Jones' 
deduction  and  demanded  $4.4  mil 


lion  in  added  gift  taxes.  It  is  not  cred- 
ible, it  argued,  that  Jones  would  have 
put  his  land  in  a  partnership  with 
strangers  if  it  immediately  cost  him 
$11  million  in  asset  value — a  third  of 
his  net  worth,  so  obviously  he  was 
doing  it  as  a  tax  gimmick. 

But  the  irs  is  on  shaky  ground  here, 
says  Fred  Grundeman.  He  knows 
whereof  he  speaks.  As  an  IRS  lawver, 
Grundeman  wrote  the  Section  2703 
regulations.  Now  at  Ernst  &  Young, 
he  gives  the  IRS  just  a  l-in-3  chance  of 
winning  its  Section  2703  attack 

The  only  way  the  irs  can  stop  the 
spread  of  this  tax-saving  device, 
Grundeman  says,  is  to  persuade  Con- 
gress to  change  the  law.  The  Clinton 
Administration  has  proposed  banning 
discounts  for  partnership  holdings  of 
public  securities,  real  estate  and  art. 
Fat  chance  with  tax  reformer  Bill 
Archer,  a  sworn  opponent  of  the 
estate  tax,  chairing  the  House  Ways 
&  Means  Committee.  H 


LEGAL  NOTICE 

STATEMENT  OF  OWNERSHIP, 

MANAGEMENT  AND  CIRCULATION 

(Required  by  39  U.S.C.  3685). 

1.  Title  of  publication:  FORBES. 

2.  Publication  No.  0015614. 

3.  Date  of  Filing:  Sept.  29. 1998. 

4.  Frequency  of  issue:  Biweekly,  except  semimonthly  in  June  & 
July  with  an  additional  issue  the  second  week  of  October. 

5.  No.  of  issues  published  annually:  26. 

6.  Annual  subscription  price:  $59.95. 

7.  Location  of  known  office  of  publication:  60  Fifth  Avenue.  New 
York,  County  of  New  York,  N.Y.  10011-8865. 

8.  Location  of  the  headquarters  of  general  business  offices  of 
the  publisher:  60  Fifth  Avenue,  New  York,  N.Y.  10011-8865. 

9.  Names  and  complete  addresses  of  Publisher,  Editor,  and 
Managing  Editor.  Publisher:  Richard  Karlgaard,  Bay  Park 
Plaza  2,  555  Airport  Blvd.,  Burlingame,  Calif.  94010.  Editor: 
James  W.  Michaels,  60  Fifth  Avenue.  New  York,  N.Y.  10011- 
8865.  Managing  Editor:  William  Baldwin,  60  Fifth  Avenue,  New 
York,  N.Y.  10011-8865. 

10.  Owner:  Estate  of  Malcolm  S.  Forbes,  60  Fifth  Avenue,  New 
York,  N.Y.  10011-8865.  Malcolm  S.  Forbes,  Jr.,  60  Fifth  Avenue, 
New  York,  N.Y.  10011-8865.  Christopher  Forbes,  60  Fifth 
Avenue,  New  York,  N.Y.  10011-8865.  Robert  L  Forbes,  60  Fifth 
Avenue,  New  York.  N.Y.  10011-8865.  Timothy  C.  Forbes,  60  Fifth 
Avenue,  New  York,  N.Y.  10011-8865. 

11.  Known  bondholders,  mortgagees,  and  other  security  holders 
owning  or  holding  1  percent  or  more  of  total  amount  of  bonds, 
mortgages  or  other  securities:  None. 

12.  Not  applicable. 

13.  Publication  name:  Forbes  magazine. 

14.  Issue  date  for  circulation  data  below:  Sept.  21, 1998. 

15.  Extent  and  nature  of  circulation: 

Average  No.  Actual  No. 

Copies  Copies  of 

Each  Issue  Single  Issue 

During  Published 

Preceding  Nearest  to 

12  Months  Filing  Date 

A.  Total  No.  Copies  Printed 

(Net  Press  Run)  916,016         893.427 

B.  Paid  Circulation 

1.  Sales  through  Dealers  and 
Carriers,  Street  Vendors  and 

Counter  Sales  (Not  Mailed)  49,044  42.690 

2.  Mail  Subscription  757.403         748.650 

C.  Total  Paid  Circulation 

(Sum  of  15B1  and  15B2)     806.447    791,340 

D.  Free  Distribution  by  Mail 
(Samples,  Complimentary, 

and  Other  Free  Copies)  20,115  17.417 

E.  Free  Distribution  Outside  the 

Mail  (Carriers  or  Other  Means)  3.872  6.752 
F  Total  Free  Distribution 

(Sum  of  15D  and  15E)  23.987  24.169 
G.  Total  Distribution 

(Sum  of  15Cand  15F)  830,434  815.509 
H.  Copies  Not  Distributed 

1.  Office  Use,  Leftovers.  Spoiled  10.386  13.427 

2.  Returns  From  News  Agents  75.196  64.491 
I.  Total  916.016  893,427 

(Sum  of  15G,  15H  (1),  15H(2) 
Percent  Paid  and/or  Requested  97.11  97.03 

Circulation  (15C/15Gx  100) 

16.  This  Statement  of  Ownership  will  be  printed  in  the 
Oct.  19, 1998  issue  of  this  publication. 

17  Signature  and  Title  of  Editor,  Publisher,  Business 
Manager  or  Owner 

Gregory  J.  Zorthian 
Vice  President-Business  Development 
I  certify  that  the  statements  made  by  me  above  are  correct 
and  complete. 


162 


Forbes  ■  October  19,  1998  , 


The  Forbes/Barra 


th 


With  mutual  funds  holding  19%  of 
publicly  traded  U.S.  stock,  wt've 
added  a  new  feature — what  stocks  the 
funds  are  buying  and  selling.  Stocks 
are  ranked  according  to  a  proprietary 
model  developed  by  fastcheck.com. 
Key  factors  include:  the  strength  of 
the  buy  side  relative  to  the  sell  side, 
the  market  value  of  the  stock  in  the 
fund  relative  to  the  other  stocks  in 
the  fund,  the  size  of  the  transaction 
relative  to  the  total  net  assets  of  the 
fund  and  the  shares  outstanding  of 
the  stock. 

The  stocks  in  our  table  were 
derived  from  the  June  30  quarterly 
filings  of  1,299  funds.  We  eliminated 
companies  being  acquired  as  well  as 
issues  distributed  in  recent  spinoffs. 

For  more  information,  and  updates 
on  the  performance  of  these  stocks, 
see  www.ibrbes.com/wallstFect. 


Special  focus 


Companies  sitting  on  a  pile  of  cash  will 
he  at  an  advantage  if  stock  prices  contin- 
ue to  slide  or  the  economy  weakens.  Cash 
can  be  used  for  stock  buybacks,  acquisi- 
tions or  to  buffer  a  downturn  in  business. 
Cash,  cash  equivalents  and  short-term 
securities  of  the  eight  firms  below  equal 
at  least  76%  of  net  equity. 

Cash  is  king 


Company 

Recent 
price 

Cash* 

Autodesk 

$25.94 

84% 

Avid  Technology 

23.81 

81 

C-Cube  Microsystems 

17.13 

97 

Continental  Airlines 

38.50 

89 

Fleetwood  Enterprises 

30.50 

80 
87 

Foundation  Health  Systems 

10.63 

Thermo  Electron 

15.25 

81 

Valhi 

12.94 

76 

'Cash,  cash  equivalents  and  short-term  investments  as 
a  percent  of  net  equity. 

Source:  Market  Guide  via  OneSource  Information 
Services. 


The  overall  market 
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The  Barra  All-US  price  index  as  of  9/25/98 

Market  value:  $11.1  trillion 

P/E:  22.3 

P/E  minus  negative  EPS:  20.6 

Price/book:  3.3 

Yield:  1.5% 


12-month  closeup 
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Closeup  on  the  markets 


Index  or  investment 

Barra  All-US  index 

S&P/Barra  Growth  index 

S&P/Barra  Value  index' 

Dow  Jones  industrials 

S&P  500 

NYSE 

Nasdaq 

PSE  Tech  100 

eafe' 

CRB  futures  index 
Gold  (Comexspot) 
Yen'  (per  $US) 
Oil  (W  Texas  Intermediate) 


2-week  change 


%  change  from 
1  year  ago  5-year  high 


3.9% 

3.5 

3.6 

3.0 

3.5 

3.1 

6.2 

6.0 
-2.8    | 

0.6 
-0.1 

4.3 

8.7 


I 


I 


19.9 

-10.1 

1.1 

-14.2 

1.3 

-14.0 

I 


2.6% 
19.9 

1.1 

1.3 

10.5 

4.1 

3.6 

-1.4 

-7.6 

-16.5 

-10.2 

12.4 

-25.4 


|                       3.6 

-13.4 

-1.4 

-10.8 

-7.6 

-18.2 

14.1% 

10.1 

14.2 

14.0 
-12.0 
-14.2 

13.4 

10.8 

18.2 

22.5 

29.3 

-7.5 

41.5 


What  the  funds 


rm 


selling7 


Buying 

Recent 
price 

Market 

value 

($mil) 

1998 
EPS" 

Selling 

Recent 
price 

Market 

value 

($mil) 

1998 
EPS' 

Earthlink  Network 

$42.00 

$1,008 

$-0.68 

AmeriSource  Health 

$59.50 

$1,414 

$2.75 

Electronic  Data  Systems 

34.50 

16,980 

1.68 

Avis  Rent  A  Car 

21.00 

754 

1.68 

ITT  Educational  Services 

32.75 

884 

0.85 

Clarify 

10.25 

222 

0.29 

1.32 

-0.71 

Qwest  Communications  Intl 
Trans  World  Entertainment 

37.88 

17.94 

12,540 
587 

-0.13 
0.99 

Gemstar  Intl  Group 

46.50 

2,260 

Onsale 

18.13 

343 

Best 

2-week 
change 

Change 

since 

12/31/97 

Worst 

2-week 
change 

Change 

since 

12/31/97 

Paper 
Iron  &  steel 
Tire  &  rubber 

17.7% 

-1.9% 

Trucking 
Water  transport 

-16.4% 
-6.6 

-27.5% 
-14.0 

11.5 
10.6 

8.9 
-3.3 

Containers 
Beverages 

-6.2 

-24.4 

Precious  metals 
Airtransport 

9.8 
9.3 

32.1 
0.3 

-6.1 

-19.7 

Oilfield  services 

-3.4 

-41.5 

Data  for  period  ending  9/25/98.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs,  REITs  and 
closed-end  funds  are  excluded.  'Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  2Total  return  of  more  than  300  large- 
capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  pnee-to-earnings  ratios.  JA  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  'A  dollar- 
denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  5lndex  of  21  commodity  futures.  'Source:  Bridge-Commodity  Research  Bureau.  'Buys  and  sells  are 
tabulated  by  a  fastcheck.com  proprietary  model  from  the  Mutual  Discovery  Network.  For  an  update  on  the  performance  of  these  stocks  see  our  Web  site  at  www.forbes.com/wallstreet.  'Consensus  estimate.  'Shows  return  after 
controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  Principal  sources:  Barra.  Inc.;  IBES  Express. 
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review 


CRB  spot  indexes 


CRB  futures  indexes 


360 

(1967=100) 

Raw  industrials' 
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l\ 
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All  commodities2 
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HjL  L      Ajl     Precious  metals1 
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Futures  index4 
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i 
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BY  ERIC  S.  J^m 


In  spite  of  continued  economic  expansion  and  an 
unemployment  rate  near  a  25 -year  low,  inflation  is  inching 
up  at  less  than  a  2%  rate,  a  trend  that's  expected  to  contin- 
ue through  1999.  Merrill  Lynch  futures  strategist  William 
O'Neill  sees  "nothing  on  the  horizon"  in  the  commodities 
markets  that  will  accelerate  the  rate  of  inflation.  Mortgage 
rates — some  of  which  have  slipped  below  7% — are  aug- 
menting the  already  strong  demand  for  housing.  One 
reason  that  inflation  is  so  low:  depressed  prices  for  com- 
modities such  as  grains,  metals  and  petroleum  products. 

Stuart  Hoffman,  chief  economist  at  pnc  Bank  Corp.  in 
Pittsburgh,  warns  that  a  decline  in  commodities  prices  is  a 


double-edged  sword.  Hoffman  points  out  that  the  profit 
squeeze  on  the  oil,  metals  and  mining  industries,  among 
others,  will  probably  cause  a  deceleration  in  the  growth  of 
the  overall  U.S.  economy.  "Up  until  now,  all  sectors  of  the 
economy  have  been  performing  about  equally  well,"  says 
Hoffman.  "Eventually,  the  bulk  of  the  sendee  sector,  which 
is  largely  immune  from  global  competition,  will  be  in  much 
better  shape  than  the  U.S.  manufacturing  sector." 

Real  gross  domestic  product,  which  was  expanding  at 
nearly  a  4%  annual  rate  earlier  this  year,  should  grow  by  only 
2%  next  year,  according  to  Hoffman.  As  for  interest  rates, 
he  expects  the  yield  on  the  30-year  Treasury  bond  (see  lower 
left)  to  fall  below  5%,  to  as  low  as  4.75%,  over  the  course  of 
the  next  year. 


Commodity  spotlight 


Mb 


Wllll^W,l^TWWFF¥lll/^^ 


BB 


30-yr  U.S.  Treasury  (percentage  of  par) 
130 
125 


Spot  indexes 

Index- 
All  commodities 
Raw  industrials 
Foodstuffs 
Metals 
Textiles 


Value 
255.46 
279.20 
224.51 
240.22 
244.27 


3-mo  change 
-6% 
-6 
-6 
-10 
-2 


Futures  indexes 

Index5 
CRB  index 
Precious  metals 
Grains 
Industrials 
Livestock  &  meats 


Value 
203.92 
236.84 
172.87 
215.98 
192.54 


3-mo  change 

-6% 
0 
-15 

-1 
-15 


Investors  who  bet  on  lower  inter- 
est rates  for  Treasury  bonds  have 
done  well  in  the  futures  markets  this 
year,  since  bond  prices  move  in  the 
opposite  direction  of  rates.  Yield  on  a 
30-year  Treasury  bond  is  now  just 
over  5%.  Is  it  headed  lower?  The  mar- 
ket seems  to  think  so,  according  to 
the  December  bond  futures  contract. 


Note:  All  prices  as  of  9/24/98.  'Composed  ot  13  raw  industrial  commodities.  Composed  of  the  13  raw  industrial  commodities  plus  10  foodstuffs.  3Gold,  platinum  and  silver. 
'Composed  of  17  commodities.  5Base  for  spot  and  futures  indexes  (1967=100).  Source:  Bridge  Commodity  Research  Bureau. 


164 


Forbes  ■  October  19,  1998 


Spot  prices 

Futures  prices 

Commodity 

Price 

3-mo  change 

Commodity 

Price 

3-mo  change 

Copper  scrap  (pound) 

$0.60 

-3% 

Dec  Chi-wheat  (bushel) 

$2.79 

-13% 

Corn  (bushel) 

Print  cloth  (square  yard) 

1.99 
0.91 
0.25 

107.50 

-24 

Dec  copper  (pound) 

0.75 

0 

0 

-2 

-21 

Dec  cotton  (pound) 

0.74 

-3 

Soybean  oil  (pound) 
Steel  scrap  (short  ton) 

Dec  crude  oil  (barrel) 
Jan  platinum  (troy  oz) 

16.13 

360.10 

0 

1 

OLICYHOLDERi  W1  *  GREAT  MUTUAL  ENTERPRISE    IT  IS  GREAT  BECAUSE  IT  SEEKS  TO  PREVENT  CRIPPLING  INIURIES  AND  DEATH  RY  REMOVING  THE  CAUSES  OF  HOME   HIGHWAY  AND  WORK  ACCIDENTS 


-Liberty  Mutual's  managed  care  is  as  fast  as  Hectors  fast  break.  After  his  accident,  Hector's 
employer  called  our  24-hour  claims  service  hotline.  We  found  the  right  doctor  to  treat  him,  at 
the  right  price.  A  rehabilitation  nurse  coordinated  a  return-to-work  plan.  And  through  our  on-site 
rehabilitation  program,  a  therapist  worked  to  help  Hector  properly  do  his  job  and  avoid  reinjury, 
so  today  Hector  is  back  on  the  job  (and  on  the  boards)  leading  a  safer,  more  secure  life.  jg? 
^*      There's  more  information  we'd  like  to  share.  So  please  call  John  Ryan  LiLoC/t\.l  I  ^rXjB 

MUTUALl^f 

at  (617)  57J-5842  or  visit  our  website  at  http:l/www.lihertymutuaLcom       "The  freedom     f  J  •/     fO 
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Edited  bv  Matthew  Schifrin 


Fever  remedy 

Here's  a  safe  way  to  bet  against  hyped  Inter- 
"^™     net  stocks  like  Yahoo!  and  Amazon.com.  Buy 
stocks  of  stores  that  sell  music  at  retail.  The  stocks  of 
big  music  retailers  like  Trans  World  Entertainment  and 
Camelot  Music  are  off  by  as  much  as  40%  from  their 
52-week  highs.  As  much  as  the  market  slide,  the  per- 
ceived threat  from  Internet  music  retailers  like  CDnow 
and  N2K's  Music  Boulevard  is  punishing  traditional 
retailers.  Call  it  Amazon  fever:  Brick  and  mortar  are 
out;  virtual  assets  are  in. 

Money  manager  Peter  Faulkner  of  Rumpere  Capital 
isn't  falling  for  it.  He  prefers  cash  flow  and  earnings  to 
blue  sky,  and  his  favorite  is  Trans  World  Entertainment 
(Nasdaq:  twmc),  the  Albany,  N.Y.-based  owner  of  520 
record  stores  under  names  like  Coconuts,  Record 
Town  and  Tape  World.  Like  other  music  retailers, 
Trans  World  fell  on  hard  times  a  few  years  ago,  after 
the  switch  from  vinyl  records  and  audiocassette  tapes 
to  compact  discs  fueled  overbuilding.  Trans  World  was 
left  owning  too  many  stores  when  the  spurt  stopped. 

Trans  World  fought  its  way  back,  closing  or  relocat- 
ing more  than  250  stores  and  aggressively  renegotiat- 
ing the  leases  on  many  of  its  other  mostly  mall-based 
stores.  Faulkner  expects  the  debt-free  company  to  gen- 
erate more  than  $75  million  in  cash  flow  this  year  and 
earn  about  $1.07  per  share.  He  also  sees  Trans  World's 


$700  million  (1998  revenues)  growing  by  up  to  20% 
for  the  next  couple  of  years,  partly  fueled  by  sales  to 
teens,  who  tend  to  congregate  in  malls  and  buy  their 
CDs  there. 

In  the  first  six 
months  of  1998  the 
music  business  posted 
a  12%  jump  in  sales. 
The  growth  should 
continue  into  next 
year,  as  new  releases 
are  due  from  Celine 
Dion,  Bruce  Spring- 
steen, rem  and  Alanis 
Morissette,  whose 
debut  record  sold  over 
25  million  copies 
worldwide. 

Trans  World's  stock,      ■■■■ 
recently  trading  at 

$18.50,  looks  cheap  at  7.5  times  cash  flow  and  about 
11  times  earnings.  "If  I  can  buy  earnings  and  cash  flow 
of  a  market  leader  at  single-digit — or  close  to  single- 
digit — earnings  multiples,  I  don't  know  how  I  can  lose 
money."  Faulkner  expects  the  stock  to  rise  30%  over 
the  next  year  or  so. 

-Peter  Newcomb 


Celine  Dion 

Putting  wind  in  retailers'  sails. 


Buybacks,  anyone? 

_^^_  Big  market  drops  often  spur 
^^^  companies  to  announce  stock 
buybacks.  It's  frequently  an  indication 
that  a  company's  management  thinks 
its  own  stock  is  cheap,  and  a  number 
of  academic  studies  show  that  buyback 
stocks  tend  to  outperform.  According 
to  David  Fried,  editor  of  The  Buyback 
Letter,  300  companies  announced 
buyback  programs  in  July  and  August, 
totaling  nearly  $50  billion. 

Amid  the  flurry  of  announcements, 
two  buybacks  stand  out.  Ever  since 
Stamford,  Conn. -based  cement  pro- 
ducer Lone  Star  Industries  (nyse: 
LCE)  emerged  from  bankruptcy  in 
mid-1994,  it  has  used  much  of  its 
excess  cash  to  repurchase  its  shares. 
Since  1995  it  has  spent  $118  million 
buying  in  nearly  3  million  of  its  10 
million  shares  outstanding.  Over 
800,000  of  those  shares  were  pur- 
chased in  August  after  Lone  Star's 
stock  began  dropping  from  its  high  of 
$84  to  the  $50s.  According  to  John 
Kasprzak,  analyst  at  Richmond,  Va.'s 
Scott  &  Stringfellow,  Lone  Star  has  a 
clean  balance  sheet,  including  $10  in 
cash  per  share  net  of  debt.  Its  stock, 


Lone  Star  Chairman  David  Wallace 
Buyback  today,  buyout  tomorrow? 


at  $59,  currently 
sells  at  under  ten 
times  his  $6.10 
estimate  for 
1999  earnings. 

Lone  Star's 
74-year-old 
chairman,  David 
Wallace,  is  a 
financial  oppor- 
tunist (Forbes, 
Aug.  1, 1994) 
who  took  over  ■■■■ 

the  company 

while  it  was  sliding  into  bankruptcv. 
In  June,  Houston-based  cement  pro- 
ducer Southdown  bought  Medusa 
for  $1  billion  in  stock.  Lone  Star 
could  be  next  on  its  shopping  list. 
Streetwalker  hears  that  Wallace  has 
been  approached  but  is  holding  out 
for  over  $100  per  share.  Until  then, 
expect  him  to  buy  in  more  shares. 

Another  potential  winner  among 
the  buyback  stocks  is  Waltham, 
Mass. -based  Hologic  Inc.  (Nasdaq: 
hoi  x),  a  $1 15  million  maker  of  X-ray 
bone  densitometers  used  for  diagnos- 
ing and  monitoring  osteoporosis. 
Hologic's  shares  have  fallen  from  $30 


to  a  recent  $13,  and 
it  recently  announced 
it  would  buy  up  to  1 
million  shares,  or 
7.5%  of  its  float.  Buy- 
back  Letter  editor 
Fried  likes  Hologic 
because  it  trades  near 
its  book  value  of 
$10.50  per  share  and 
has  $6  per  share  in 
cash.  Subtract  the 
cash  and  Hologic  sells 
for  five  times  1999 
earnings  estimates.  It  also  should  get 
a  boost  from  selling  a  new  portable 
dry  ultrasound  machine  called  Sahara, 
which  is  low  cost  and  can  be  easily 
operated  in  the  physician's  office. 
Fried  thinks  the  stock  could  hit  $25 
within  a  year. 

Low  energy  diet 

A      John  Segner  picked  an 
"^™"    inauspicious  time  to  take 
over  the  helm  of  the  Invesco  Strate- 
gic Energy  fund.  Soon  after  his 
arrival  in  February  of  1997,  oil 
began  a  precipitous  slide  that  took 
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the  price  of  West  Texas  crude  from 
S24  to  $15  a  barrel.  A  lot  of  natural 
resource  funds  got  clobbered  in  the 
last  year  and  a  half.  To  his  credit, 
Segner' s  SI 50  million  fund  has  just 
broken  even. 

Segner  is  now  taking  advantage  of 
the  slide  to  pick  up  energy'  stocks  he 
thinks  have  been  oversold.  His  picks: 
Houston- based  Burlington 
Resources  i  NYSE:  BR),  one  of  the 
largest  independent  oil  and  gas  pro- 
ducers in  the  U.S.,  with  S2  billion  in 
revenues.  Burlington  operates  mosdy 
in  the  Gulf  area  and  the  Rocky 
Mountains,  but  has  been  diversifying 
and  made  a  major  discovery  in  Alge- 
ria. It  sells  for  $39,  off  more  than 
27%  from  its  1997  high.  Burlington 
also  recendy  announced  a  2  million 
share  repurchase  program.  He  also 
likes  Vastar  Resources  |  NYSE:  VRI),  an 
84%-owned  exploration  and  produc- 
tion affiliate  of  Atlantic  Richfield  Co. 
Vastar  is  a  big  player  in  the  Gulf  and 
has  over  3.15  trillion  cubic  feet  of 
reserves,  mostly  natural  gas.  "Vastar 
has  the  potential  to  double  reserves 
in  the  next  year  with  some  of  its 
deepwater  prospects  in  the  Gulf," 
Segner  says.  At  a  recent  $46,  he  says, 
Investors  are  not  paying  much  of  a 
premium  for  that  potential. 

Among  oilfield  suppliers,  Segner 
likes  Bj  Services  (NYSE:  Bjs),  a  lead- 
ing provider  of  high-pressure  pump- 
ing and  other  services  that  help  oil 
companies  complete  wells.  The  oil 
price  slump  has  cut  demand  for 
their  equipment  and  sent  its  stock 
down  60%.  Bj  has  responded  by  cut- 
ting 9%  of  its  work  force  in  an  effort 
to  save  $65  million  annually.  At  a 
recent  $17,  Bj  is  selling  at  just  12 
times  Segner's  $1.40  1999  earnings 
per  share  estimate.  Segner  also  likes 
El  Paso  Energy  (NYSE:  epg),  a  $5.6 
billion  (1997  revenues)  transporter 
and  marketer  of  natural  gas.  El  Paso 
has  been  aggressively  moving 
beyond  its  traditional,  regulated 
pipeline  business  and  building  a 
large  position  in  natural  gas  gather- 
ing systems  in  the  Gulf  of  Mexico 
and  in  electric  power  plants.  El 
Paso's  earnings  should  grow  17% 
next  year,  to  $2.10  per  share.  A 
modest  recovery  in  energy  prices 
could  push  these  stocks  up  30%  or 
more.    -Christopher  Palmeri   mi 
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IMPRESSIVE 
PERFORMANCE, 
CONSERVATIVE  APPROACH 


How  $10,000  Invested  6/30/88 
Would  Have  Grown  vs.  Competitors* 


I  Equity  Income  Fund 
I  Lipper  Equity  Income  Funds 
Avenge 
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T.  Rowe  Price  Equity  Income  Fund.  One  of  the  best 

ways  to  cushion  your  stock  portfolio  against  the  ups  and 

downs  of  the  market  is  by  investing  in  companies  that 

offer  strong  dividends 

rather  than  appreciation 

potential  alone.  And  one 

way  to  take  advantage 

of  this  conservative  stock 

approach  is  with  our 

Equity  Income  Fund. 

Proven,  long-term 

performance.  For  more 

than  10  years,  the  fund 

has  rewarded  investors 

with  substantial  income  and  capital  growth — and  has 

done  so  at  a  relatively  low  level  of  risk.  In  the  process, 

the  fund  has  outperformed  its  Lipper  Category  Average 

over  time  and  earned  one  of  Morningstar's  highest  ratings 

for  overall  risk-adjusted  performance. 

It  was  rated  among  2,603;  1,520;  and 
Morningstar  710  domestic  equity  funds  for  the 

*  *  *  *  3_^  5^  anci  10-year  periods  ended 

.^■■MbMS     8/31/98,  respectively.** 

If  you're  looking  for  the  long-term  performance  of  stocks 
with  reduced  exposure  to  market  volatility,  call  us  today. 
Of  course,  past  performance  cannot  guarantee  future 
results.  No  sales  charges. 


-Ik 


Call  24  hours  for  your 

free  investment  kit 

including  a  prospectus      jnvest  With  Confidence® 

1-800-401-4968  TRnwpPHrP 

www.troweprice.com       J.. l\Uffvl  JLIvaT 

*19.39%,  19.60%,  and  15.61%  are  the  fund's  average  annual  total  returns  for  the  1-,  5-,  and  10-year  periods 
ended  6/30/98,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  pur- 
chase. (Source  for  Lipper  data:  Lipper  Analytical  Services,  Inc.) 

"Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  8/31/98.  These  ratings  may  change 
monthly  and  are  calculated  from  the  fund's  3-,  5-,  and  10-year  average  annual  returns  in  excess  of  90-day  Treasury  bill 
returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  bill 
returns.  The  fund  received  4,  5,  and  4  stars  for  the  3-,  5-,  and  10-year  periods,  respectively.  The  top  10%  of  the  funds  in 
an  investment  category  receive  5  stars,  and  the  next  22.5%  receive  4. 
Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  EIF044245 


contrarian 


By  David  Dreman 


Shades  of  1974 


While  the  pros  debate  whether  we  are 
officially  entering  a  bear  market — the  cur- 
rent definition  is  a  minimum  drop  of  20% — 
the  fact  is  we  have  been  in  a  major  decline 
since  the  beginning  of  the  year. 

Disguised  behind  the  rise  in 
the  averages  is  a  sharp  fall  in  all 
but  a  handful  of  giant  growth 
stocks,  trading  at  valuations 
higher  than  those  of  the  "Nifty- 
Fifty"  of  the  early  Seventies. 
These  have  continued  to  prop  up 
the  averages  if  not  the  market. 
Although  the  s&P  500  recendy 
was  up  9%  for  the  year,  20  large- 
cap  growth  stocks  contributed 

85%  to  that  return.  The  other  

480  stocks  in  the  index  are  down 
28%  from  their  12-month  highs. 

The  numbers  for  the  Nasdaq  are  worse. 
The  Nasdaq  index  is  up  13%,  but  20  giant 
tech  stocks  generated  a  20%  gain,  which 
means  that  the  remaining  4,400  stocks  in 
the  Nasdaq  were  deep  in  the  red,  declining 
15%  for  the  year  on  average  and  48%  from 
their  12-month  highs. 

The  Russell  2000  has  declined  15% 
year-to-date  and  25%  from  its  1998  high, 
with  the  average  small  stock  now  down  a 
chilling  40%.  Along  with  the  poor  perfor- 
mance noted  above,  some  issues  have  been 
driven  down  to  levels  normally  reached  only 
in  the  last  stages  of  a  brutal  decline. 

Here's  the  big  picture:  Forty  percent  of 
all  domestic  stocks  are  now  down  50%  from 
their  12-month  highs.  If  down  50%  is  not 
a  bear  market,  I  don't  know  what  a  bear 
market  is. 

Many  stocks  are  trading  at  valuations  not 
seen  since  the  mid-1990s,  when  prices  were 
half  what  they  are  today.  The  financial  sector, 
for  example,  recently  fell  25%  from  its  mid- 
July  high,  with  strong  money  center  and 
regional  banks  now  going  for  p/es  of  10  to 
12.  Panic  has  seized  the  brokerage  stocks 
with  most  off  40%  to  50%  since  mid- July. 

There  are  now  good  values  in  financial 
stocks,  but  I  would  move  in  slowly.  A 
number  of  money  center  banks  and  broker- 
age houses  will  report  yet  more  trading  and 
security  losses.  Will  these  losses  cost  the 
companies  earnings  for  a  quarter  or  two? 


Forty  percent 
of  all  domestic 
stocks  are  now 
down  50% 
from  their  12- 
month  highs. 


Or  will  they  seriously  damage  them?  Until 
we  know  more,  I  would  buy  gingerly  in 
this  sector. 

This  is  an  eerie  replay  of  the  1970s'  two- 
tier  market,  the  "Nifty-Thirty" — almost 
unscathed  while  almost  every- 
thing else  gets  battered.  Then, 
as  now,  investors  pulled  out 
from  rapidly  dropping  stocks 
and  put  it  into  the  favored 
handful.  They  are  also  pulling 
out  of  the  shattered  emerging 
markets — where  many  brokers 
urged  them  to  venture.  Much  of 
this  flow  is  going  into  the  Dells, 
Microsofts,  Pfizers,  America 
Onlines  and  the  other  new 
Nifties.  Valuations  that  were 
bizarre  have  become  ridiculous. 

The  outcome,  as  it  was  with  the  original 
Nifty-Fifty,  is  preordained.  When  reality 
finally  permeates  this  group,  it  will  col- 
lapse. Those  wildly  optimistic  growth 
assumptions  will  be  discredited  and  compa- 
nies whose  earnings  gains  have  been  pro- 
jected way  out  into  the  future  will  prove  to 
be  less  predictable  after  all.  Many  of  the 
tech  and  drug  companies  expect  an 
increasingly  large  part  of  their  growth  to 
come  from  foreign  markets,  which  do  not 
look  so  promising  right  now. 

Unfortunately,  there  is  a  good  possibility 
the  Nifties  will  take  the  rest  of  the  market 
down  further. 

As  my  new  book  Contrarian  Investment 
Strategies:  The  Next  Generation  demon- 
strates, crisis  also  produces  major  opportu- 
nities. Start  to  nibble  at  the  high-quality 
financial  stocks  that  have  been  knocked 
down  sharply,  like  Citicorp  (97),  p/e  12, 
yield  2.4%;  Republic  Bank  ofNnv  York  (41), 
p/e  10,  yield  2.4%;  and  NationsBank  (55), 
p/e  11,  yield  2.7%.  But  keep  some  powder 
dry;  they  can  go  lower  still. 

Ditto  for  oil  drillers  such  as  Diamond 
Offshore  (28),  p/e  11,  vield  1.8%;  Ensco 
(12),  p/e  5,  yield  0.8%;  Global  Marine  (12), 
p/e  7;  Noble  ( 16),  p/e  12 — already  down 
60%  or  more  from  their  recent  highs. 
Nibble,  but  don't  gorge  on  them. 

The  storm  is  not  over,  so  keep  some  cash 
on  hand  for  the  inevitable  bargains.  wm 




Davie       man  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Contrarian  Investment  Strategies:  The  Next  Generation. 
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What  to  buy  now 
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Junk  on  sale 


12% 


Comparable  Treasury  yields 


Jun        Jul 

•Through  Sept.  23. 

Source.  Credit  Suisse  First  Boston 

High  Yield  Research. 


Junk  bond  yields  have  shot 
up  even  as  Treasury  yields 
fell,  creating  a  spread  wide 
enough  to  easily  justify  junk's 
higher  risk. 


Did  the  summer  panic:  make  you  sell 
your  shakier  bonds?  I  hope  not.  The 
spreads  between  bid  and  ask  have  been 
wider  than  a  mile.  Brokers  have  been 
taking  advantage  of  the  illiquid  market — 
taking  advantage  of  you,  that  is,  if  you 
insisted  on  selling. 

Outside  of  Treasurys,  the  global  melt- 
down touched  almost  every  kind  of  bond. 
Domestic  junk  bonds  posted  their  worst 
losses  in  eight  years.  Investment-grade  cor- 
porates  had  their  worst  month  of  the  decade 
as  they  widened  more  than  50  basis  points 
versus  Treasurys,  according  to  Salomon 
Smith  Barney.  Even  triple-A  Ginnie  Maes 
and  other  mortgage  issues  suffered,  as 
tailing  interest  rates  spurred  homeowners  to 
prepay.  The  prices  of  staid  munis  held 
steady,  largely  because  they're  just  about 
invisible  to  hedge  funds. 

Though  an  international  effort  to  rescue 
Brazil  might  help  emerging-market  bonds, 
don't  look  for  a  fast  run-up  in  U.S.  corpo- 
rate, mortgage  or  muni  prices.  Your  bro- 
kerage and  fund  statements  for  October 
probably  won't  look  much  better  than 
August's. 

Now,  to  sift  through  the  rubble.  The 
best  buys:  muni  bonds.  Individual 
investors  have  shunned  tax-free  yields  for 
wild-and-woolly  stock  market  gains;  now 
they  may  be  willing  to  settle  for 
some  boredom  and  safety.  No 
^_^_     single  state  is  particularly 

cheap,  so  focus  on  your  home- 
state  exemption.  (A  majority  of 
states  tax  interest  from  out-of- 
state  munis  but  exempt  local 
munis.) 

As  a  percentage  of  Treasury 
yields,  the  yields  of  general 
obligation  bonds,  the  safest 
municipal  issues,  are  at  their 
highest  levels  since  1986.  Exam- 
ple: the  Allegany  County,  Md. 
G.O.  4.65%  due  August  2013. 
It  gets  an  AAA  rating  by  dint  of 
insurance  from  ambac  and  is 
priced  at  100.7  for  a  4.6%  yield 
to  worst  call.  That  yield  is  98.8% 
of  the  yield  on  the  comparable- 
maturity  Treasury.  Another  buy 


isury  yields 


Aug     Sept* 


is  the  New  York  State  G.O.  5%  due  Octo- 
ber 2013.  It's  rated  A  and  trades  at  102.3 
for  a  4.7%  yield  to  worst  call— that's  102% 
of  comparable  Treasury  yield. 

Somewhat  riskier  revenue  muni  bonds  are 
paying  even  more.  Here  are  two  tempting 
issues:  Allentown,  Pa.  Water  Revenue  4.75% 
due  July  2013,  multiple  calls,  rated  AAA  by 
Moodys  and  mbia  insured,  priced  at  par. 
The  4.75%  yield  comes  to  104%  of  the  com- 
parable Treasury.  And  consider  the  Clear 
Lake  City,  Tex.  Water  &  Sewer  4.8%  due 
March  2013,  rated  AAA  based  on  mbia 
insurance,  priced  at  100.35  for  4.8%  yield  to 
worst  call. 

If  you  are  not  reasonably  confident  of 
holding  to  maturity,  buy  a  mutual  fund. 
Two  that  I  like  are  Scudder  Managed 
Municipal  Bonds  and  Vanguard  Municipal 
Bond  Long-Term,  both  no-load  and  both 
rated  Best  Buys  by  Forbes.  The  Best  Buy 
ranking  means  that  the  funds  combine  good 
risk-adjusted  performance  with  low  expense 
ratios. 

If  you  have  more  nerve — and  especially  if 
you  are  investing  through  a  tax-deferred 
account — try  some  high-yield  bonds; 
they're  trading  as  if  bankruptcy  is  around 
the  corner.  Consider  Chattem  Inc.,  a  maker 
and  distributor  of  beauty  products  and  toi- 
letries. Even  if  the  economy  falters,  folks 
will  buy  deodorant.  The  8.875%  bond  due 
April  2008,  rated  B-,  is  priced  at  94.5  for  a 
9.8%  yield  to  worst  call.  And  look  at  the 
Integrated  Health  Services  9.5%  due  Sep- 
tember 2007,  rated  B-  and  trading  at  96.5 
for  a  10.1%  yield  to  worst  call.  This 
provider  of  nursing  and  rehabilitation  ser- 
vices has  been  deleveraging  and  reducing 
debt,  but  in  this  pessimistic  market,  no  one 
seems  to  care. 

As  with  munis,  so  with  junk:  If  you  need 
liquidity,  go  for  a  fund.  Northeast  Investors 
Trust  and  Vanguard  High  Yield  Corporate 
are  both  Forbes  Best  Buys. 

Two  more  categories  to  consider.  Put  up 
to  10%  of  your  fixed-income  money  in  an 
emerging-market  debt  fund,  but  average  in 
slowly,  over  several  months.  They  could 
drop  another  20%,  and  you  won't  know  the 
bottom  until  after  the  fact.  As  for  Treasurys: 
If  you  think  the  long  bond  will  drop  to  near 
4% — I  think  it  will,  as  global  volatility  keeps 
investors  on  edge — then  trade  the  trend  by 
buying  zero  coupon  Treasurys  or  a  no-load, 
target-term  trust  like  American  Century- 
Benham  Target  Maturity  2020.  Hi 


Marilyn  Cohen  is  president  of  Envision  Management,  Inc.,  a  Los  Angeles  fixed  income  money  manager,  envision@ix.netcom.com 
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By  Mart 


trends 


%  rule 


AS  THE  COUNTRY  SURVEYS  THE  CARNAGE  on 

Wall  Street,  the  small-stock  people  think 
their  time  has  come.  The  T.  Rowe  Price 
New  Horizon  Fund,  a  proxy  for  midcap 
growth  stocks,  sells  at  no  premium  to  the 
market,  whereas  its  normalized  premium  is 
50%.  Why,  these  people  ask,  should  Pfizer 
sell  at  40  times  next  year's  earnings? 

I  don't  go  along.  The  problem  with 
small-  and  midcap  paper  is  that  it  has  much 
in  common  with  investing  in  Russia.  The 
security  analysis  is  difficult  to  do  right. 
Make  a  mistake  and  they  take  your  pants 
down.  The  market  then  dries  up  to  a  work- 
out mode.  No  liquidity.  By  contrast,  if  you 
own  Microsoft  and  Pfizer  you  can  trade  in 
10,000-share  lots  hour  after 
hour.  Yes,  I  know,  Pfizer  and 
Microsoft  at  over  $100  a  share 
are  not  the  same  as  when  they 
were  $20 — which  is  only  three 
years  ago — but  find  me  more 
unassailable  growth  stories. 

It's  fashionable  to  knock  any 
stock  tied  to  the  consumer  or 
doing  a  big  part  of  its  business 
abroad.  The  market  did  right  to 
take  down  Gillette  and  Procter 
&  Gamble,  even  UAL  and 
Motorola,  but  IBM,  Intel,  Wal- 
Mart  and  Pfizer  are  powerful 
franchises  with  momentum.  ■■■■■■■ 

They  don't  need  to  raise  the 
prices  of  their  products  to  do  well.  Wal- 
Mart  actually  is  cutting  prices,  and  Costco's 
tags  are  just  as  low. 

If  consumer  spending  holds  up,  and  the 
sentiment  indexes  aren't  off  much  at  all, 
there  is  now  a  broad  spectrum  of  very  rea- 
sonably priced  stocks  after  declines  ranging 
from  30%  to  50%.  The  radio  stocks,  relative 
ly  new  conglomerates  with  highly  leveraged 
capitalizations,  look  good.  Radio  is  a 
stronger  advertising  category  than  televi- 
sion. Stocks  like  Chancellor  Media  have 
been  cut  in  half  since  July. 

I  have  a  50%  rule.  When  a  viable  group 
drops  half  its  market  value,  I  assume  it  is 
discounting  the  worst  possible  scenario  and 
I  buy  some.  Radio  qualifies. 

Even  if  radio  advertising  moves  down 
from  a  10%  growth  rate  to  5%,  and  it  gets 


When  a  viable 
group  drops 
half  its  market 
value,  it  is  dis- 
counting the 
worst  possible 
scenario — and 
I  buy  some. 


difficult  to  refinance  some  tranches  of  high- 
yield  debt,  the  stocks  are  buys.  We  lived 
through  comparable  episodes  with  the 
cable  -TV  operators.  Stocks  like  Cablevision 
are  just  as  leveraged  as  Chancellor  and  have 
doubled  the  past  year.  Everyone  laughed 
when  Cablevision  bought  Madison  Square 
Garden  and  will  probably  laugh  some  more 
if  they  buy  the  New  York  Yankees.  Chuck 
Dolan,  head  man  at  Cablevision,  has  built  a 
great  franchise  and  isn't  through  yet. 

Reading  and  listening  to  the  comment,  it 
is  easy  to  believe  that  the  financial  world  is 
held  together  with  tissue  paper.  The  rum- 
blings of  systematic  risk  became  reality  with 
the  implosion  of  Russia,  Indonesia  and 
South  Korea.  We  sold  all  our  bank  holdings 
when  the  Asian  crisis  started  looking  seri- 
ous, but  I'm  looking  to  buy  them  back  after 
a  few  more  shoes  drop.  They  are  better 
managed  and  less  concentrated  in  emerging 
markets  than  they  were  in  the 
late  Eighties,  and  probably  don't 
face  the  commercial  realty 
bubble  of  that  era.  That's 
Japan's  problem  now. 

I  feel  very  secure  in  our  All- 
state position.  All  of  the  earn- 
ings are  free  cash  flow.  Manage- 
ment has  the  wherewithal  to  buy 
back  5%  of  its  stock  per  annum 
while  valuation  is  12  times  for- 
ward 12 -month  earning  power. 
Gen  Re  gets  my  money,  too.  It's 
a  proxy  for  Berkshire  Hathaway, 
which  hasn't  escaped  the 
^mmmmm      market's  knife,  down  25%. 

Much  of  Buffett's  Coca-Cola 
premium  has  evaporated.  The  way  to  look 
at  BRK  is  that  Buffett  has  another  $20  billion 
or  so  to  invest  in  equities  when  the  next 
cycle  starts. 

Stocks  like  Morgan  Stanley,  Travelers  and 
Merrill  Lynch  have  been  cut  in  half,  there- 
by discounting  all  but  the  most  dire  sce- 
nario, which  would  be  no  earnings  and  a 
retreat  to  book  value.  We  own  some  Travel- 
ers, got  our  feet  wet  in  Morgan  Stanley 
under  $50  a  share,  and  respect  Merrill  but 
are  staying  away  because  of  its  heavy  invest- 
ment spending. 

I  don't  believe  we  are  back  in  1928  or 
that  systemic  risk  in  the  world  is  unmanage- 
able. So  think  about  my  50%  rule.  Viable 
companies  with  dedicated  management  and 
position  on  the  board  come  back.  Always 
have,  always  will.  H 


Martin  Sosnoff  is  chief  investment  office:  :f  Atalanta/Sosnoff  Capital  in  New  York  and  author  of  Silent  Investor,  Silent  Loser.  E-mail:  mts@atalantasosnoff.com 
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,'    By  Robert  S.  Salomon  Jr. 


I  i  Reinventing  retail 


The  retailing  industry  is  reinventing 
itself  by  rewriting  the  rules  of  the  distribu- 
tion game.  There  are  three  distinct  seg- 
ments of  retailing  in  which  this  is  most 
apparent — drugstores,  office  supplies  and 
home  improvements/building  supplies. 

I  first  began  to  realize  that  something 
quite  dramatic  was  taking  place  in  retail  dis- 
tribution several  years  ago  when  I  went  to 
the  local  stationery  store  and  paid  $1.29  for 
10  envelopes.  Later  I  went  to  Staples  and 
bought  100  envelopes  for  99  cents.  What's 
even  more  startling  is  that  Sta- 
ples made  money  while  the  sta- 
tionery store  didn't.  How  is 
this  possible? 

The  general  principles  of 
discounting  were  developed  a 
long  time  ago  and  mastered  by 
Kmart.  Later  Wal-Mart  beat 
Kmart  at  its  own  game  by 
being  even  more  aggressive. 
The  principles,  however,  are 
the  same,  and  they  are  both 
simple  .\nd  straightforward. 
Buy  in  huge  volume  at  the 
lowest  possible  price  and  elim- 
inate the  middlemen.  Offer 
wide  selection  and  low  prices 
at  convenient  locations.  ^^^^^m 

For  sentimental  reasons  we 
must  deplore  some  of  these  changes  because 
they  involve  the  disappearance  of  the  local 
drugstore,  stationery  store  or  hardware 
store/lumberyard.  This  has  changed  the 
character  of  many  towns  and  led  to  the 
decay  of  the  traditional  shopping  district  in 
favor  of  malls.  The  benefit,  of  course,  is  an 
enormous  saving  for  the  consumer,  along 
with  improved  productivity  and  lower  infla- 
tion for  the  general  economy. 

Sentiment  aside,  then,  the  smart  investor 
will  ride  this  trend.  The  company  I  like 
best  in  each  sector  is  Staples  (27,  spls)  for 
office  supplies,  cvs  (45,  cvs)  for  drug- 
stores, and  Home  Depot  (41,  HD)  for  home 
improvement/building  supplies,  cvs  and 
Home  Depot  are  new  recommendations, 
so  I  will  expand  on  them.  For  more 
detailed  comments  on  Staples  see  my  July 
27  column  entitled  "Stocks  to  avoid, 
stocks  to  buy." 


At  the  local 
stationery 
store  I  paid 
$1.29  for  10 
envelopes.  At 
Staples  I 
bought  100 
envelopes  for 
99  cents. 


cvs  is  the  leading  drug  chain  in  most  of 
the  regional  markets  it  currently  serves  and 
will  surpass  Walgreen  for  the  number  one 
slot  on  a  national  basis  in  the  next  year  or  so 
because  of  its  faster  growth  rate.  In  recent 
years  cvs  has  made  some  significant  drug 
chain  acquisitions  to  provide  itself  with 
excellent  locations  in  new  markets.  It  has 
converted  these  to  its  own  name  and  pro- 
vides them  with  cvs  products.  Earnings  for 
next  year  are  estimated  to  be  $1.50,  placing 
the  stock  at  a  p/e  of  30,  and  earnings  over 
the  next  five  years  are  estimated 
to  grow  at  a  22%  annual  rate. 

Home  Depot  is  the  creator  of 
warehouse  superstores  for  build- 
ing supplies  and  home  improve- 
ment needs.  It  is  uniquely  posi- 
tioned to  help  both  the 
do-it-yourselfer  and  the  profes- 
sional. HD  is  the  leading  factor  in 
its  industry  and  leads  its  com- 
petitors in  all  relevant  measures 
of  performance,  including  sales, 
profitability  and  financial 
strength.  This  success  allows  it 
tremendous  efficiencies,  provid- 
ing customers  with  greater  selec- 
tion and  lower  prices.  In  fact,  the 
mmmm      demand  is  so  great  that  hd  is 

experimenting  with  keeping 
some  stores  open  24  hours  a  day.  Earnings 
for  1999  are  expected  to  be  $1.30,  indi- 
cating a  p/e  of  32,  and  its  projected  five- 
year  annual  growth  rate  is  estimated  to 
be  25%. 

These  stocks  all  sell  at  premiums  to  the 
overall  market — and  so  they  should.  These 
are  particularly  well -managed  companies 
that  should  provide  consistent  superior 
earnings  growth  not  necessarily  dependent 
on  the  general  level  of  economic  activity. 
Staples  sells  at  a  small  discount  to  its  pro- 
jected earnings  growth  rate,  while  cvs  and 
hd  are  priced  at  modest  premiums. 

The  valuations  are  justified  and  are  much 
lower  than  the  Cokes  of  the  world,  which 
still  sell  at  more  than  twice  their  midteen — 
increasingly  suspect — growth  rates.  In  an 
uncertain  overall  environment  these  stocks 
look  particularly  attractive  as  solid  long- 
term  holdings.  ■■ 


Robert  S.  Salomon  Jr.  is  principal  and  cofounder  of  Stamford,  Conn.-based  STI  Management.  Research  analyst:  Deborah  H.  Tarasow. 
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We're  all  familiar  with  how  the  Vietnam  War  looked 
from  our  side.  How  did  it  look  from  the  other  side? 

Through  other  eyes 


By  Ann  Marsh 
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Ejected  from  his  fighter  plane  over  North  Viet- 
nam in  1965,  Lieutenant  Commander  Robert 
Shumaker's  chute  didn't  open  until  he  was  35 
feet  from  the  ground.  The  resulting  impact 
broke  his  back.  Through  a  haze  of  pain,  Shumaker  was 
aware  of  the  barefooted  enemy  swarming  around  him, 
shooting  at  him  with  35mm  cameras. 

Obsessive  about  documenting  the  war,  the  Vietnamese 
government  deployed  hundreds  of  photographers  to 

capture  every  twist 
|  in  the  conflict.  The 
°  goal  was  not  just  to 
|   record  but  to  filter 
2  images  through  the 
§  communist  lens. 
Shumaker's   pic- 
ture was  distributed 
throughout        the 
communist     world 
and  even  popped  up 
in  the  U.S.  Howev- 
er,    thousands     of 
striking  stills  of  the 
war — shot  by  Viet- 
namese government 
photographers —  re- 
main     locked      in 
communist  archives. 
Now     a     pair     of 
young       American 
photojournalists, 
Christopher  Riley, 
32,  and  Douglas  Niven,  35,  have 
persuaded  the  secretive  Vietnamese 
News  Agency  to  allow  them  to  make 
a  new  crop  of  those  images  public. 

It  may  be  Riley's  and  Niven's 
nan  etc  that  sprang  the  lock.  "We're 
both,  like,  young,  so  we  don't  have 
strong  opinions  one  way  or  another 
about  the  war,"  says  Niven.  In  July 
officials  of  the  state-run  vna  grant- 
ed them  permission  on  the  heels  of 
the  pair's  success  last  year  publishing 
previously  unseen  photographs  from 
Cambodia. 

A  collection  of  photos  used  in 
Riley  and  Niven's  Cambodia  book, 
The  Killing  Fields,  is  still  touring  as 
a  museum  exhibit  in  several  coun- 
tries. Many  viewers  were  shocked  by 
the  stark  archival  portraits  of  prison- 
ers taken  only  hours  before  they 
were   slaughtered   by  the   Khmer 

Staged  or  not,  this  photo  (far  left) 
suggests  Vietnamese  MASH  units  oper- 
ated in  swamps.  U.S.  POWs  (upper  right) 
herded  through  central  Hanoi.  A  sal- 
vaged U.S.  bomb  (lower  right). 
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Rouge.  In  a  sense,  the  photographer  was  an  accomplice 
to  the  genocide. 

By  the  same  standards  the  Vietnamese  photographers 
were  agents  of  a  vicious  regime,  but  Niven  and  Riley 
point  out  that,  propaganda  or  not,  the  images  they  have 
collected  show  the  world  a  perspective  of  the  Vietnam 
War  it  has  rarely  seen.  Take  the  picture  of  a  Vietnamese 
mash  unit  set  up  in  a  swamp  under  mosquito  netting.  It 
has  a  surreal,  still  quality  that  suggests  it  may  have  been 
staged.  Which  raises  a  question  about  some  of  the 
photos  in  the  archive:  propaganda  or  reality?  Either  way, 
the  images  are  compelling. 

Right  now  Riley  and  Niven  are  hunting  for  the  finan- 
cial backing  they  need  to  return  to  Hanoi  to  sift  through 
an  estimated  10,000  negatives  still  stashed  away  there. 
They  have  founded  a  nonprofit — Photo  Archive  Group 
in  Providence,  R.I. — to  unearth  more  overlooked 
archives  around  the  world.  "It's  so  fun  to  be  the  Hardy 
Boys  and  do  this  research,"  says  Niven.  "For  me,  the  war 
is  still  a  bit  of  a  mystery."  tm 


War  sketches 

As  the  Vietnam  War  recedes  further  into  the  past,  more 
and  more  images  are  emerging  from  it.  PBS  plans  to  air  a 
12-part  documentary,  Battlefield  Vietnam,  next  year,  com- 
posed entirely  of  never-before-aired  footage  taken  by  the 
Vietnamese.  The  raw  footage  was  licensed  from  Viet- 
namese authorities  by  a  Scottish  film  production  company. 
Separately,  an  Australian  archivist  named  John  Abbott 

has  been  assembling 
an  electronic  catalog 
of  art — paintings  and 
drawings — generated 
inside  Vietnam  during 
the  war.  Abbott 
served  in  Vietnam 
himself  with  the  Aus- 
tralian contingent. 
Most  of  the  material 
is  held  in  private  col- 
lections, but  Abbott 
hopes  to  act  as  a 
central  clearinghouse 
for  interested 
researchers.  He 
keeps  a  catalog 
stored  on  CDs  in  his 
office  in  London. 

One  sketch  in  his 
collection  depicts  the 
capture  of  American  fighter  pilot  Robert  Shumaker.  The 
second  U.S.  pilot  shot  down  in  the  war,  Shumaker  coined 
the  term  "Hanoi  Hilton"  to  describe  the  hellhole  in  which 
he  was  kept  as  a  prisoner  for  eight  years.  The  sketch  was 
done  in  1965  by  well-known  Vietnamese  Pop  artist  Nguyen 
Thu.  Alive  and  well  today,  Shumaker  is  a  retired  rear  admi- 
ral living  in  Virginia.  -A.M. 
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A  new  book  opens  up  the  art  of  Vietnam  veterans  to  a  mass  audience. 

Terrible  beauty 


By  Robert  Goff 


?-H 


hicago  native  Joseph 
Fornelli  went  to  Viet 
nam  in  1965  as 
a  21 -year-old 
helicopter 
gunner.  He 
came  back  an  artist.  "Sculp- 
ture was  just  my  way  of 
reacting,"  he  explains.  But 
for  15  years  he  kept  the 
artwork  he  made  on  the 
battlefields  of  Vietnam 
tucked  away  in  storage — 
among  it  "Dressed  to 
Kill" — a  bust  of  a  blank- 
faced  woman  with  a  halo 
of  empty  machine-gun 
shells. 

When  Fornelli  re- 
turned to  the  U.S.  in 
1966  he  landed  a  job  as  a 
layout  artist  for  Spiegel 
catalogs,  and  painted 
landscapes  on  the  side. 
Until  the  early  1980s 
Fornelli  and  other  Viet- 
nam veteran  artists 
were  unaware  of  each 
other's  work.  Main- 
stream galleries  and 
museums — in  part 
because  of  the  contro- 
versial subject  matter — 
showed  no  interest.  Moreover,  the 
Sixties  vogue  for  abstract,  minimal 
and  ironic  Pop  art  didn't  fit  with  the 
predominantly  expressionistic  style 
of  the  vets'  work.  Vets  were  less  con- 
cerned with  intellectual  exercises 
and  irony  than  with  packing  an 
emotional  punch. 

But  things  have  changed.  A  new- 
book  entitled  Vietnam:  Reflexes  and 
Reflections  (Harry  N.  Abrams)  is  the 
first  book  to  bring  the  artwork  of  Viet- 
nam veterans  to  a  mass  audience. 
Whether  made  during  or  after  the  war, 
the  200  works  reproduced  in  the  book 
show  influences  as  diverse  as  Francisco 
de  Goya  and  Joseph  Cornell. 

It  contains  pieces  by  95  artists,  and 
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For  15  years 
Fornelli  kept 
artwork  he 
made  on  the 
battlefield 
tucked  away 
in  storage. 


essays  placing  the  work  in  historical  and 
artistic  context — including  one  by 
art  historian  Anthony  Janson, 
himself  a  Vietnam  veteran.  The 
volume  is  the  culmination  of 
veteran  artists'  17-year  quest  for 
recognition  (see  box,  opposite). 

Michael  Aschenbrenner, 
who  served  in  the  327th 
Infantry  Regiment,  creates 
hanging  sculptures  of  glass 
bones  and  splints  made  from 
twigs  and  sutured  with  fabric. 
"The  surface  appears  very 
rigid  and  tense,"  he  writes. 
"But  dig  down  a  bit  .  .  . 
there  is  a  certain  sadness  and 
humility  and  a  seriousness 
free  of  satire."  Today 
Aschenbrenner  teaches  art 
history  at  a  high  school  in 
Fontana,  Calif. 

Karl  Michel,  a  former 
intelligence  officer  in  the 
25  th  Infantry  Division 
based  in  Cu  Chi,  is  work- 
ing on  his  Ph.D.  in  art 
education  at  the  Universi- 
ty of  Georgia.  Michel 
remembers  "hostile  inter- 
rogations where  people  were 
beaten  and  tortured."  His 
richly  colored  paintings,  remi- 
niscent of  Jean  Dubuffet, 
reflect  the  anguish  and  loss  of 
both  interrogator  and  victim. 
Cynicism  runs  deep  in  the  work 
of  vets,  but  not  all  of  the  art  is  full  of 
gloom  and  doom.  Kenneth  Willhite's 
realistic,  multipaneled  acrylic  painting 
"The  Castrator"  is  a  darkly  comic, 
lushly  painted  juxtaposition  of  the 
brutal  and  the  mundane. 

Art  made  by  Vietnam  vets  incorpo- 
rates horror  and  beauty,  violence  and 
humor.  This  may  well  be  the  legacy  of 
Vietnam.  "The  war  was  a  complete 
assault  on  the  senses,"  recalls  Ned 
Broderick,  a  former  Marine  who  was 
stationed  in  the  dmz.  "There's  a 
strange  beauty  in  that."  H 
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Leo  McStravick  Jr.,  "Falling  Airman,"  1975. 


William  Dugan's  Cornell-inspired  box,  1977. 


A  museum  is  born 

Tepid  beer  and  Army-surplus  C  rations  were  the 
fare  at  the  October  1981  opening  for  the  Vietnam 
Veterans  Arts  Group.  The  show  came  together 
informally  after  a  group  of  Chicago  veterans 
banded  together  and  convinced  the  gallery  owner 
tn  hn^t  their  work. 

Held  in  a  store- 
front art  gallery  in 
downtown  Chicago, 
it    was    the    first 
outing  for  more  than 
50    works    by    11 
American   veterans 
of  the   war.    More 
than  10,000  people 
attended  during  the 
next  five  weeks.  By 
1983  the  vets  had 
1    generated  so  much 
attention  they  were 
invited  to  display  in 
the  rotundas  of  the 

House  of  Represen- 

Fornelli's Dressed  to  Kill,  1965 

tatives     and     the 

Senate  in  Washington,  D.C.  Between  1983  and 

1992  the  collection  traveled  to  more  than  30  U.S. 

locations. 

In  August  1996  the  collection,  having  returned 
to  Chicago,  opened  the  doors  of  its  permanent 
home,    the    National    Vietnam   Veterans   Art 
Museum.  Vietnam:  Reflexes  and  Reflections,  to 
be  published  on  Veterans  Day  1998,  is  the  cata- 
log of  the  collection.                                  -R.G. 
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and  less  of  "security."  That  is  the  gist  of  the  philosophy  being  preached  by  General  Eisenhower. 

Excellent.  Never  more  needed  than  now.  He  himself  nobly  practices  it.  Notwithstanding 

the  General's  manifestly  sincere  disavowal  of  political  aspirations,  my  belief  is  that  his 

social-economic  doctrine  will  take  such  a  strong  hold  on  thoughtful  citizens  that  they 

will  draft  him  as  their  presidential  candidate  in  1952.  -B.C.  Forbes  (1950) 


[i  Experience  is  a  good 
i  teacher,  but  he 
|  sends  in  terrific  bills. 

Is  Minna  Antrim 


Men  are  wise  in 

proportion,  not  to 

:  their  experience, 
I;  but  to  their  capacity 
§  for  experience. 

George  Bernard  Shaw 


Experience:  The  wis- 
dom that  enables  us 
to  recognize  in  an 
undesirable  old  ac- 
quaintance the  folly 
that  we  have  already 
embraced. 
Ambrose  Bierce 


Only  when  you  have 
crossed  the  river 
can  you  say  the 
crocodile  has  a 
lump  on  its  snout. 

ASHANTI  PROVERB 


What  is  the  good  of 
drawing  conclusions 
from  experience? 
I  don't  deny  we 
sometimes  draw  the 
right  conclusions, 
but  don't  we 
just  as  often  draw 
the  wrong  ones? 

G.C.  LlCHTENBERG 


Experience,  to  most 
men,  is  like  the 
stern  lights  of  a 
ship,  which  illumine 
only  the  track  it 
has  passed. 
Samuel  Coleridge 


In  the  revolt  against 
idealism,  the  ambi- 
guities of  the  word 
"experience"  have 
been  perceived,  with 
the  result  that 
realists  have  more 
and  more  avoided 
the  word. 
Bertrand  Russell 


No  one  can  shed  light 
on  vices  he  does  not 
have  or  afflictions 
he  never  experienced. 

Axroxio  Machado 


When  you  have 
really  exhausted  an 
experience  you  always 
reverence  and  love 
it.  The  two  things 
that  all  of  us  have 
thoroughly  been 
through  are 
childhood  and  youth. 
And  though  we  would 
not  have  them  back 
again,  we  feel  they 
are  both  beautiful 
because  we  have 
drunk  them  dry. 
G.K.  Chesterton 


You  cannot  create 
experience.  You  must 
undergo  it. 
Albert  Camus 


Experience  is  not 
what  happens  to  you; 
it  is  what  you  do 
with  what  happens 
to  you. 
Aldous  Huxley 


Experience  isn't 
interesting  until  it 
begins  to  repeat 
itself- — in  fact,  till 
it  does  that,  it 
hardly  is  experience. 
Elizabeth  Bowen 


The  knowledge  of  the 

world  is  only  to  be 
acquired  in  the  world, 
and  not  in  the  closet. 
Lord  Chesterfield 


Experience  is  a 
private,  very  largely 
speechless  affair. 
James  Baldwin 


We  can  have  but  one 

great  experience.  The 
secret  is  reproduc- 
ing that  experience 
as  often  as  possible. 
Oscar  Wilde 


A  Text  .  .  . 

Better  is  the  sight 
of  the  eyes  than  the 
wanderings  of  desire; 
this  is  also  vanity 
and  vexation  of  spirit. 
-Ecclesiastes  6:9 

Sent  in  by  M.  Clinton  Robins  II, 
East  Sandy,  Utah.  What's  your 
favorite  text?  Forbes  Book  of 
Quotations:  Thoughts  on  the 
Business  of  Life  is  given  to 
senders  of  Bible  texts  used. 


More  than  14,000  "Thoughts," 
arranged  alphabetically  by  subject, 
are  available  in  a  900-page 
one-volume  deluxe  edition, 
Forbes  Book  of  Quotations: 
Thoughts  on  the  Business  of  Life. 
The  price  is  $40,  plus  $3.50  ship- 
ping and  $1  per  item  for  handling 
(add  applicable  sales  tax). 
To  order,  please  call  toll-free, 
1-80OS76-6556. 
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